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INDEX  AND  SUMMARY  OF  H.  R.  10650 


Apr. 

20,  1961 

Both  Houses  received  Presidents  tax  message. 

Mar. 

12,  1962 

Rep.  Mills  introduced  H.  R.  10650  which  was  re¬ 
ferred  to  the  House  Ways  and  Means  Committee. 

Print  of  bill  as  introduced. 

Mar. 

15,  1962 

Summary  of  items  of  interest  to  this  Department. 

Mar. 

16,  1962 

House  committee  reported  H.  R.  10650  without  amend¬ 
ment.  H.  Report  No.  141*7.  Print  of  bill  and  report. 

Mar. 

22,  1962 

House  Rules  Committee  reported  resolution  for  con¬ 
sideration  of  H.  R.  10650.  H.  Res.  576.  H.  Report 

No.  1U83.  Print  of  resolution  and  report. 

Mar. 

28,  1962 

House  began  debate  on  H.  R.  10650. 

Mar. 

29,  1962 

House  passed  H.  R.  10650  with  amendments. 

Apr. 

2,  1962 

H.  R.  10650  was  referred  to  the  Senate  Finance 
Committee  •  Print  of  bill  as  referred. 

July 

12,  1962 

Sen.  Kerr  submitted  a  proposed  amendment. 

July 

20,  1962 

Sen.  Byrd  inserted  an  announcement  of  the  Senate 
Finance  Committee  of  action  taken  by  the  committee 
on  H.  R.  10650. 

July 

31,  1962 

Senate  committee  voted  to  report  (but  did  not 
actually  report)  H.  R.  10650. 

Aug. 

16,  1962 

Senate  committee  reported  H.  R.  10650  with  amend¬ 
ments.  S.  Report  No.  1881.  Print  of  bill  and  report. 

Aug. 

23,  1962 

Summary  of  H.  R.  10650  as  reported  by  Senate  com¬ 
mittee. 

Aug. 

2h  and 

25,  1962 

Several  Senators  submitted  proposed  amendrosnts  to 

H.  R.  10650. 

H.  R.  10650  was  made  unfinished  business. 

Senate  began  debate. 

Aug. 

27,  1962 

Senate  continued  debate  on  H.  R.  10650. 

Aug. 

28,  1962 

Senate  continued  debate. 

Aug. 

29,  1962 

Senate  continued  debate. 

Aug. 

30,  1962 

Senate  continued  debate. 

Aug. 

31,  1962 

Senate  continued  debate. 
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Sept.  U,  1962 
Sept.  5,  1962 
Sept.  6,  1962 

Sept.  10,  1962 
Sept.  25,  1962 
Oct.  1,  1962 

Oct.  2,  1962 
Oct.  ,  1962 


Senate  continued  debate. 

Senate  continued  debate. 

Senate  passed  H.  R.  106£0  with  amendments. 

Senate  conferees  were  appointed. 

House  conferees  were  appointed. 

Conferees  agreed  to  file  a  report. 

House  received  conference  report  on  H.  R.  106^0. 
H.  Report  No.  25>08.  Print  of  report. 

Both  Houses  agreed  to  the  conference  report* 

Approved:  Public  Law  87-  • 


HEARINGS:  Senate  Finance  Committee  on  H.  R.  106^0:  Parts 

1  -  12. 

House  Ways  and  Means  Committee,  Miscellaneous 
hearing  -  "President's  Tax  Recommendations” 
Parts  1  -  U. 
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DIGEST  OF  PUBLIC  LAW  87-83U 


REVENUE  ACT  OF  1962.  Makes  various  revisions  in  the  Federal 
tax  system.  Provides  that  cooperatives  are  to  receive  a 
deduction  for  patronage  dividends  paid  to  the  patrons  in 
cash  or  by  allocations  if  the  patron  has  the  option  to  re¬ 
deem  the  allocations  in  cash  during  a  90-day  period  after 
issuance,  or  consents  to  treating  this  income  as  construc¬ 
tively  received  and  reinvested  in  the  cooperative.  The 
patron  may  give  his  consent  individually  in  writing,  the 
cooperative  may  by  its  bylaws  require  members  to  give  this 
consent,  or  patrons  may  give  their  consent  by  endorsing  a 
check  representing  at  least  20  percent  of  the  total  patronage 
dividend.  At  least  20  percent  of  the  patronage  dividend  must 
be  paid  in  cash  for  any  allocation  to  be  deductible  to  the 
cooperative.  Any  of  the  amounts  which  are  deductible  to  the 
cooperative  must  be  included  in  the  income  of  the  patron  for 
tax  purposes  when  received  if  the  amounts  arise  from  business 
activity  of  the  patron.  (These  provisions  do  not  apply  to 
REA  cooperatives.)  Also,  the  act  includes  a  provision  per¬ 
mitting  farmers  to  deduct,  in  computing  their  Federal  income 
tax,  expenditures  incurred  by  them  in  clearing  land  to  make 
it  suitable  for  farming,  up  to  $£,000  or  2£  percent  of  the 
taxable  income  from  farming  for  the  year,  whichever  is  the 
lesser. 
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3.  MINIMI 
amend 


WAGE.  By  a  vote  of  65  to  28,  passed  with  amendments  H.  R.  3935, 
he  Fair  Labor  Standards  Act  to  provide  for  the  coverage  of  addit  rfial 
nd  to  increase  the  minimum  wage  gradually  to  $1.25  an  hour,  p  ,  5971, 
5975-81,  ''5983-92,  6059-60 


c? ' 


4.  TAXATION;  COOPERATIVES.  Both  Houses  received  the  President's  message  on  Federal 

taxation  (H.  Doc.  140)  (pp.  5992-98,  6078-03).  Regarding  the  taxation  of  co¬ 
operatives  the  President  recommended  ’’that  the  law  be  clarified  so  that  all 
earnings  are  taxable  to  either  the  cooperatives  or  to  their  patrons,  assessing 
the  patron  on  the  earnings  that  are  allocated  to  him  as  patronage  dividends  or 
refunds  in  scrip  or  cash.  The  withholding  principles  recommended  above  should 
also  be  applied  to  patronage  dividends  or  refunds  so  that  the  average  patron 
receiving  scrip  will,  in  effect,  be  given  the  cash  to  pay  his  tax  on  his 
patronage  dividend  or  refund  ....  The  exemption  for  rural  electric  coopera- 
tives  and  credit  unions  should  be  continued." _  _ 

Several  Senators  commanded  the  message,  pp.  5999 ,  /022-3.  60  29  ,  60  4  7-8 

5.  ACREAGE  ALLOTMENTS.  Passed\s  reported  S.  1372,  to  authorize  the  temporary  re¬ 

lease  and  re apportionment  ofXnooled  acreage  allotments,  p.  6018 

6.  NOMINATIONS.  Confirmed  the  nomination  of  How ar d/Bert sch  to  be  Administrator  of 

Farmers  Home  Administration  and  nhe  nominations  of  Julian  B.  Thayer  and 
Joe  B.  Zeug  to  be  members  of  the  Federal  Far/  Credit  Board,  Farm  Credit  Admin¬ 
istration.  p.  5959  \  / 

7.  FARM  HOUSING.  Sen.  Hartke  commended  the  farm  housing  program,  stating  that 

there  is  an  extensive  and  continuing  n/d  for  this  type  of  credit  service  to 
farm  owners  and  that  almost  "1,500  applications  were  received  during  February, 
and  this  number  was  45  percent  greater  than  the  number  received  during  February 
last  year."  pp.  5972-3  /  \ 

8.  PEACE  CORPS.  Sen.  Kerr  inserted  fabe  text  of  aNfactbook  which  attempts  to 

answer  some  of  the  basic  questions  about  the  Peace  Corps  program,  pp.  6019-21 

9.  PATENTS.  Sen.  Humphrey  inserted  an  article,"  Federal  Contract  Patent  Policy  anc 

the  Public  Interest,"  whicl/deals  with  the  argument^  for  relinquishing  title 
to  patents,  the  real  costa/ of  relinquishing  title,  reasons  why  Government 
should  take  title,  and  the  goals  of  our  society  as  contrasted  with  the 
U.  S.  S.  R.  pp.  6043-5/  \ 

10.  RURAL  DEVELOPMENT.  Seb.  Proxmire  inserted  two  articles  discussing  industrial 

development  of  ruraT  areas,  "Rural  Industry  Agency  is  Freeman  Objective"  and 
"Rural  Industry."  /pp.  6058-59  \ 

11.  WATER  POLLUTION./ Sen.  Morse  inserted  a  memorial  from  the  Oregon^ legislature 

endorsing  the ^establishment  of  a  Pollution  Control  Laboratory  in\the  Pacific 
Northwest,  y,  6066  \ 

12.  ADJOURNED  /til  Mon. ,  Apr.  24.  p.  6069  \ 

/  HOUSE  \ 

13.  SURPLUS  COMMODITIES;  FOREIGN  TRADE.  The  Rules  Committee  reported  a  resoli/ion 

foiyeonsideration  of  H.  R.  4728,  to  amend  Public  Lax;  480  so  as  to  provide  an 
additional  authorization  of  $2  billion  during  1961  under  title  I  for  sales  / 
surplus  commodities  for  foreign  currencies.  p.  6084 


23. 


BILL.  Rep.  Schwengel  criticized  the  conservation  reserve  program  item 
new  farm  bill,  saying  "The  very  absence  of  constructive  reference  to  this 
important  subject  might  lead  one  to  believe  that  conservation  practices  by  the 
present  administration  have  diminished  in  importance."  p.  6134 


15.  COMMI 

al  Fore 


ie  Nation* 


APPOINTMENTS.  Reps.  Colmer  and  Westland  were  appointed  to 
Reservation  Commission. 

Reps.  Rfost,  Rivers  (Alaska),  Saylor,  and  Kyi  were  appointed  to/the  National 
lecrc 


Outdoor  Recreation  Resources  Review  Commission,  p. 


6078 


16.  LEGISLATIVE  PROGRAM.  Rep.  McCormack  announced  that  the  conference  report  on 
S,  1,  the  depressed  areas  bill,  will  be  considered  on  Wed.,  to  be  followed  by 
consideration  of '''ft.  R.  4728,  to  amend  Public  Law  480..  pp.  #117-8 


17.  ADJOURNED  until  Mon.\Apr.  24.  p.  6144 


ITEMS  IN  APPENDIX 


18.  WATER  RESOURCES.  Sen.  Har\ke  inserted  a  speech  by  Sdn.  Kerr  at  the  annual  meet¬ 
ing  of  the  Wabash  Valley  Association,  Inc.,  on  wa^er  conservation  and  resource 
development,  pp.  A2660-2 


19.  ST.  LAWRENCE  SEAWAY.  Extension xof  remarks  of  Sbn.  Wiley  expressing  his  opinion 
that  expansion  of  traffic  through,  the  seaway/offers  great  opportunity  for 
economic  growth  and  progress,  and\nsertioi?  of  excerpts  of  his  radio  address 
on  this  subject,  pp.  A2663-5 


20. 


TEXTILES.  Extension  of  remarks  of  several  Representatives  expressing  a  need 
for  restrictions  on  textile  imports,  ,ati\ insertion  of  articles  and  statistical 


data  to  support  their  opinions.  pp-/A2665,  A2703,  A2706-7,  A2714 


21.  WILDLIFE.  Extension  of  remarks  of/ Sen.  Bartlett  and  insertion  of  an  Alaska 

newspaper  editorial  commending  the  appointment,  of  C.  F.  Pautzke  as  Commissioner 
of  the  U.  S.  Fish  and  Wildlife/Service.  pp.  A2677-8 


22,  PEACE  CORPS.  Sen.  Williams  extended  his  remarks  aifcd  inserted  a  newspaper  arti^ 
cle  "South  Orange  Eighth  jSraders  Form  a  Junior  Peara  Corps"  and  portions  of  a 
television  transcript  of /comments  of  the  Director  of Vhe  Peace  Corps  concerning 
a  "peace  corps  on  the  hdmefront."  pp.  A2631-2 


NATURAL  RESOURCES.  Seh,  Yarborough  inserted  an  article  "The  National  Conference 
on  State  Parks:  Its  History  and  Its  Future,"  which  he  described  as  an  excel¬ 
lent  report  on  the' work  of  this  group  and  its  interest  and  wprk  in  coordination 
with  the  national  conservation  efforts,  pp.  A2682-3 


24. 


ECONOiilCS.  Extension  of  remarks  of  Rep.  Curtis,  Mo,,  and  insertion  of  a  Honolul 
editc  *  and  mu>lisher's  address  "The  Economic  Outlook  On  The  New  Frontier"  which 
is  romewhat/ critical  of  Government  spending  to  get  money  in  circulation  and 
states  th/tt  we  are  in  urgent  need  of  tax  reform,  pp.  A2683-6 


25. 


IS.  Extension  of  remarks  of  Rep.  Smith,  Iowa,  and  insertion  ofN 
jspaper  article  which  says  that  the  new  feed  grains  program  is  get 
of  support  from  farmers,  pp.  A2708-10 


ring 


26.  FARM  LABOR.  Extension  of  remarks  of  Rep.  Coad  calling  for  support  of  his  bill 
/H.  R.  6032,  which  would  amend  the  program  under  which  Mexican  braceros  are 
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OUR  FEDERAL  TAX  SYSTEM 


MESSAGE 

FROM 

THE  PRESIDENT  OF  THE  UNITED  STATES 

RELATIVE  TO 

OUR  FEDERAL  TAX  SYSTEM 


April  20,  1961. — Referred  to  the  Committee  on  Ways  and  Means  and  ordered 

to  be  printed 


To  the  Congress  of  the  United  States: 

A  strong  and  sound  Federal  tax  system  is  essential^to  America’s 
future.  Without  such  a  system,  we  cannot;  maintainiBour  defenses 
and  give  leadership  to  the  free  world.  Without  such  a  system,  we 
cannot  render  the  public  services  necessary  for  enriching  the_liv  es  of 
our  people  and  furthering  the  growth  or  our  economy. 

The  tax  system  must  be  adequate  to  meet  our  public  needs.  It 
must  meet  them  fairly,  caHing  on  each  of  us  to  contribute  his  proper 
share  to  the  cost  of  government.  It  must  encourage  efficient  use  ol 
our  resources.  It  must  promote  economic  stability  and  stimulate 
economic  growth.  Economic  expansion  in  turn  creates  a  growing 
tax  base,  thus  increasing  revenue  and  thereby  enabling  us  to  meet 
more  readily  our  public  needs,  as  well  as  our  needs  as  private 
individuals. 

This  message  recognizes  the  basic  soundness  of  our  tax  structure. 
But  it  also  recognizes  the  changing  needs  and  standards  of  our  eco¬ 
nomic  and  international  position,  and  the  constructive  reform  needs 
to  keep  our  tax  system  up  to  date  and  to  maintain  its  equity.  _  Previous 
messages  have  emphasized  the  need  for  prompt  congressional  and 
executive  action  to  alleviate  the  deficit  in  our  international  balance  of 
payments — to  increase  the  modernization,  productivity,  and  competi¬ 
tive  status  of  American  industry — to  stimulate  the  expansion  and 
growth  of  our  economy — to  eliminate  to  the  extent  possible  economic 


67011 


2 


OUR  FEDERAL  TAX  SYSTEM 


injustice  within  our  own  society — and  to  maintain  the  level  of  revenues 
requested  in  my  predecessor’s  budget.  In  each  of  these  endeavors, 
tax  policy  has  an  important  role  to  play  and  necessary  tax  changes 
are  herein  proposed. 

The  elimination  of  certain  defects  and  inequities  as  proposed  below 
will  provide  revenue  gains  to  offset  the  tax  reductions  offered  to 
stimulate  the  economy.  Thus  no  net  loss  of  revenue  is  involved  in 
this  set  of  proposals.  I  wish  to  emphasize  here  that  they  are  a  “set” — 
and  that  considerations  of  both  revenue  and  equity,  as  well  as  the 
interrelationship  of  many  of  the  proposals,  urge  their  consideration 
as  a  unit. 

I  am  instructing  the  Secretary  of  the  Treasury  to  furnish  the 
Committee  on  Ways  and  Means  of  the  House  a  detailed  explanation  of 
these  proposals  in  connection  with  their  legislative  consideration. 

I.  LONG-RANGE  TAX  REFORM 

While  it  is  essential  that  the  Congress  receive  at  this  time  this  ad¬ 
ministration’s  proposals  for  urgent  and  obvious  tax  adjustments 
needed  to  fulfill  the  aims  listed  above,  time  has  not  permitted  the 
comprehensive  review  necessary  for  a  tax  structure  which  is  so  com¬ 
plicated  and  so  critically  important  to  so  many  people.  This  message 
is  but  a  first  though  urgent  step  along  the  road  to  constructive  reform. 

I  am  directing  the  Secretary  of  the  Treasury,  building  on  recent  tax 
studies  of  the  Congress,  to  undertake  the  research  and  preparation  of  a 
comprehensive  tax  reform  program  to  be  placed  before  the  next  session 
of  the  Congress. 

Progressing  from  these  studies,  particularly  those  of  the  Committee 
on  Ways  and  Means  and  the  Joint  Economic  Committee,  the  program 
should  be  aimed  at  providing  a  broader  and  more  uniform  tax  base, 
together  with  an  appropriate  rate  structure.  We  can  thereby  work 
toward  the  goal  of  a  higher  rate  of  economic  growth,  a  more  equitable 
tax  structure,  and  a  simpler  tax  law.  I  know  these  objectives  are 
shared  by — and,  at  this  particular  time  of  year,  acutely  desired 
by — the  vast  majority  of  the  American  people. 

In  meeting  the  demands  of  war  finance,  the  individual  income  tax 
moved  from  a  selective  tax  imposed  on  the  wealthy  to  the  means  by 
which  the  great  majority  of  our  citizens  participates  in  paying  for 
well  over  one-half  of  our  total  budget  receipts.  It  is  supplemented 
by  the  corporation  income  tax,  which  provides  for  another  quarter  of 
the  total. 

This  emphasis  on  income  taxation  has  been  a  sound  development. 
But  so  many  taxpayers  have  become  so  preoccupied  with  so  many 
tax-saving  devices  that  business  decisions  are  interfered  with,  and  the 
efficient  functioning  of  the  price  system  is  distorted. 

Moreover,  special  provisions  have  developed  into  an  increasing 
source  of  preferential  treatment  to  various  groups.  Whenever  one 
taxpayer  is  permitted  to  pay  less,  someone  else  must  be  asked  to  pay 
more.  The  uniform  distribution  of  the  tax  burden  is  thereby  dis¬ 
turbed  and  higher  rates  are  made  necessary  by  the  narrowing  of  the 
tax  base.  Of  course,  some  departures  from  uniformity  are  needed  to 
promote  desirable  social  or  economic  objectives  of  overriding  im¬ 
portance  which  can  be  achieved  most  effectively  through  the  tax 
mechanism.  But  many  of  the  preferences  which  have  developed  do 
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not  meet  such  a  test  and  need  to  be  reevaluated  in  our  tax  reform 
program. 

It  will  be  a  major  aim  of  our  tax  reform  program  to  reverse  this 
process  by  broadening  the  tax  base  and  reconsidering  the  rate  struc¬ 
ture.  The  result  should  be  a  tax  system  that  is  more  equitable,  more 
efficient,  and  more  conducive  to  economic  growth. 

II.  TAX  INCENTIVE  FOR  MODERNIZATION  AND  EXPANSION 

The  history  of  our  economy  has  been  one  of  rising  productivity, 
based  on  improvement  in  skills,  advances  in  technology,  and  a  growing 
supply  of  more  efficient  tools  and  equipment.  This  rise  has  been 
reflected  in  rising  wages  and  standards  of  living  for  our  workers,  as 
well  as  a  healthy  rate  of  growth  for  the  economy  as  a  whole.  It  has 
also  been  the  foundation  of  our  leadership  in  world  markets,  even  as 
we  enjoyed  the  highest  wage  rates  in  the  world. 

Today,  as  we  face  serious  pressure  on  our  balance  of  payments  posi¬ 
tion,  we  must  give  special  attention  to  the  modernization  of  our  plant 
and  equipment.  Forced  to  reconstruct  after  wartime  devastation, 
our  friends  abroad  now  possess  a  modern  industrial  system  helping  to 
make  them  formidable  competitors  in  world  markets.  If  our  own 
goods  are  to  compete  with  foreign  goods  in  price  and  quality,  both  at 
home  and  abroad,  we  shall  need  the  most  efficient  plant  and  equip¬ 
ment. 

At  the  same  time,  to  meet  the  needs  of  a  growing  population  and 
labor  force,  and  to  achieve  a  rising  per  capita  income  and  employment 
level,  we  need  a  high  and  rising  level  of  both  private  and  public  capital 
formation.  In  my  preceding  messages,  I  have  proposed  programs  to 
meet  some  of  our  needs  for  such  capital  formation  in  the  public  area, 
including  investment  in  intangible  capital  such  as  education  and 
research,  as  well  as  investment  in  physical  capital  such  as  buildings 
and  highways.  I  am  now  proposing  additional  incentives  for  the 
modernization  and  expansion  of  private  plant  and  equipment. 

Inevitably,  capital  expansion  and  modernization — now  frequently 
under  the  name  of  automation — alter  established  modes  of  production. 
Great  benefits  result  and  are  distributed  widely — but  some  hardships 
result  as  well.  This  places  heavy  responsibilities  on  public  policy, 
not  to  retard  modernization  and  capital  expansion  but  to  promote 
growth  and  ameliorate  hardships  when  they  do  occur— to  maintain 
a  high  level  of  demand  and  employment,  so  that  those  who  are  dis¬ 
placed  will  be  reabsorbed  quickly  into  new  positions — and  to  assist 
in  retraining  and  finding  new’  jobs  for  such  displaced  workers.  We 
are  developing,  through  such  measures  as  the  area  redevelopment  bill 
and  a  strengthened  Employment  Service,  as  well  as  assistance  to  the 
unemployed,  the  programs  designed  to  achieve  these  objectives. 

High  capital  formation  can  be  sustained  only  by  a  high  and  rising 
level  of  demand  for  goods  and  service.  Indeed,  the  investment  in¬ 
centive  itself  can  contribute  materially  to  achieving  the  prosperous 
economy  under  which  this  incentive  will  make  its  maximum  contribu¬ 
tion  to  economic  growth.  Rather  than  delaying  its  adoption  until 
all  excess  capacity  has  disappeared  and  unemployment  is  low,  we 
should  take  this  step  now  to  strengthen  our  antirecession  program, 
stimulate  employment,  and  increase  our  export  markets. 
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Additional  expenditures  on  plant  and  equipment  will  immediately 
create  more  jobs  in  the  construction,  lumber,  steel,  cement,  machinery, 
and  other  related  capital  goods  industries.  The  staffing  of  these 
new  plants— and  filling  the  orders  for  new  export  markets— will  re¬ 
quire  additional  employees.  The  additional  wages  of  these  workers 
will  help  create  still  more  jobs  in  consumer  goods  and  service  industries. 
The  increase  in  jobs  resulting  from  a  full  year’s  operation  of  such  an 
incentive  is  estimated  at  about  half  a  million. 

Specifically,  therefore,  I  recommend  enactment  of  an  investment 
tax  incentive  in  the  form  of  a  tax  credit  of — 

Fifteen  percent  of  all  new  plant  and  equipment  investment 
expenditures  in  excess  of  current  depreciation  allowances; 

Six  percent  of  such  expenditures  below  this  level  but  in  excess 
of  50  percent  of  depreciation  allowances;  with 

Ten  percent  on  the  first  $5,000  of  new  investment  as  a  mini¬ 
mum  credit. 

This  credit  would  be  taken  as  an  offset  against  the  firm’s  tax 
liability,  up  to  an  overall  limitation  of  30  percent  in  the  reduction  4 
of  that  liability  in  any  one  year.  It  would  be  separate  from  and  in  ' 
addition  to  depreciation  of  the  eligible  new  investment  at  cost.  It 
would  be  available  to  individually  owned  businesses  as  well  as  cor¬ 
porate  enterprises,  and  apply  to  eligible  investment  expenditures  made 
after  January  1  of  this  year.  To  remain  a  real  incentive  and  make  a 
maximum  contribution  to  those  areas  of  capital  expansion  and  modern¬ 
ization  where  it  is  most  needed,  and  to  permit  efficient  administration, 
eligible  investment  expenditures  would  be  limited  to  expenditures 
on  new  plant  and  equipment,  on  assets  located  in  the  United  States, 
and  on  assets  with  a  life  of  6  years  or  more.  Investments  by  public 
utilities  other  than  transportation  would  be  excluded,  as  would  be 
investment  in  residential  construction  including  apartments  and 
hotels. 

Of  the  eligible  firms,  it  is  expected  that  many  smali  firms  would  be 
able  to  take  advantage  of  the  minimum  credit  of  10  percent  on  the 
first  $5,000  of  new  investment  which  is  designed  to  provide  a  helpful 
stimulus  to  the  many  small  businesses  in  need  of  modernization. 
Other  small  firms,  subject  to  a  30-percent  tax  rate,  would  strive  to 
be  eligible  for  the  full  15-percent  credit — the  equivalent  for  such  firms 
of  a  deduction  from  their  gross  income  for  tax  purposes  of  50  percent  i 
of  the  cost  of  new  investment.  Among  the  remaining  firms,  it  is  " 
expected  that  a  majority  would  be  induced  to  make  new  investments 
in  modern  plant  and  equipment  in  excess  of  their  depreciation  in 
order  to  earn  the  15-percent  credit.  New  and  growing  firms  would 
be  particidarly  benefited.  The  6-percent  credit  for  those  whose  new 
investment  expenditures  fall  between  50  and  100  percent  of  their 
depreciation  allowances  is  designed  to  afford  some  substantial  incen¬ 
tive  to  the  depressed  or  hesitant  firm  which  knows  it  cannot  yet 
achieve  the  15-percent  credit. 

In  arriving  at  this  form  of  tax  encouragement  to  investment, 
careful  consideration  was  given  to  other  alternatives.  If  the  credit 
were  given  across  the  board  to  all  new  investment,  a  much  larger 
revenue  loss  would  result  from  those  expenditures  which  would  have 
been  undertaken  anyway  or  represent  no  new  level  of  effort.  Our 
objective  is  to  provide  the  largest  possible  inducement  to  new  invest¬ 
ment  which  would  not  otherwise  be  undertaken.  Thus  the  plan 
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recommended  above  would  involve  the  same  revenue  loss — approxi¬ 
mately  $1.7  billion — as  only  a  7-percent  credit  across  the  board  to  all 
new  investment. 

The  use  of  current  depreciation  allowances  as  the  threshold  above 
which  the  higher  rate  of  credit  would  apply  recommends  itself  for  a 
number  of  reasons.  Depreciation  reflects  the  average  level  of  invest¬ 
ment  over  the  past,  but  is  a  less  restrictive  and  more  stable  test  than 
the  use  of  an  average  of  investment  expenditures  for  a  period  such 
as  the  preceding  5  years.  In  addition,  the  depreciation  allowances 
themselves  in  effect  supply  tax-free  funds  for  investment  up  to  this 
level.  We  now  propose  a  tax  credit — which  would  help  to  secure 
funds  needed  for  the  additional  investment  beyond  that  level. 

The  proposed  credit,  in  terms  of  the  revenue  loss  involved,  will 
also  be  much  more  effective  as  an  inducement  to  investment  than  an 
outright  reduction  in  the  rate  of  corporation  income  tax.  Its  benefits 
would  be  distributed  more  broadly,  since  the  proposed  credit  will 
apply  to  individuals  and  partnerships  as  well  as  corporations.  It  will 
also  be  more  effective  as  a  direct  incentive  to  corporate  investment, 
and  increase  available  funds  more  specifically  in  those  corporations 
most  likely  to  use  them  for  additional  investment.  In  short,  whereas 
the  credit  will  have  the  advantage  of  focusing  on  the  profitability  of 
new  investment,  much  of  the  revenue  loss  under  a  general  corporate 
rate  reduction  would  be  diverted  into  raising  the  profitability  of  old 
investment. 

It  is  true  that  this  advantage  of  focusing  entirely  on  new  investment 
is  shared  by  the  alternative  strongly  urged  by  some — a  tax  change 
permitting  more  rapid  depreciation  of  new  assets  (be  it  accelerated 
depreciation  or  an  additional  depreciation  allowance  for  the  first 
year).  But  the  proposed  investment  credit  would  be  superior,  in 
my  view,  for  a  number  of  reasons.  In  the  first  place,  the  determina¬ 
tion  of  the  length  of  an  asset’s  life  and  proper  methods  of  depreciation 
have  a  normal  and  important  function  in  determining  taxable  income, 
wholly  apart  from  any  considerations  of  incentive;  and  they  should 
not  be  altered  or  manipulated  for  other  purposes  that  would  interfere 
with  this  function.  It  may  be  that  on  examination  some  of  the 
existing  depreciation  rules  will  be  found  to  be  outmoded  and  in¬ 
equitable;  but  that  is  a  question  that  should  be  separated  from  invest¬ 
ment  incentives.  A  review  of  these  rules  and  methods  is  underway 
in  the  Treasury  Department  as  a  part  of  its  overall  tax  reform  study 
to  determine  whether  changes  are  appropriate  and,  if  so,  what  form 
they  should  take.  Adoption  of  the  proposed  incentive  credit  would 
in  no  way  foreclose  later  action  on  these  aspects  of  depreciation. 

In  the  second  place,  an  increase  in  tax  depreciation  tends  to  be 
recorded  in  the  firm’s  accounts,  thereby  raising  current  costs  and 
acting  as  a  deterrent  to  price  reduction.  The  proposed  investment 
credit  would  not  share  this  defect. 

Finally,  it  is  clear  that  the  tax  credit  would  be  more  effective  in 
inducing  new  investment  for  the  same  revenue  loss.  The  entire 
credit  would  be  reflected  immediately  in  the  increased  funds  available 
for  investment  without  increasing  the  company’s  future  tax  liability. 
A  speedup  in  depreciation  only  postpones  the  timing  of  the  tax  liability 
on  profits  from  the  investment  to  a  later  date — an  increase  in  profita¬ 
bility  not  comparable  to  that  of  an  outright  tax  credit.  Yet  acceler¬ 
ated  depreciation  is  much  more  costly  in  immediate  revenues. 
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For  example,  on  an  average  investment,  a  tax  credit  of  15  percent 
would  bring  the  same  return  to  the  firm  as  an  additional  first  year 
depreciation  of  over  50  percent  of  the  cost  of  the  investment.  Yet  the 
immediate  revenue  loss  to  the  Treasury  from  such  additional  deprecia¬ 
tion  would  be  twice  as  much,  and  would  remain  considerably  higher 
for  many  years.  The  incentive  to  new  investment  our  economy  needs, 
and  which  this  recommendation  would  provide  at  a  revenue  loss  of 
$1.7  billion,  could  be  supplied  by  an  initial  writeoff  only  at  an  immedi¬ 
ate  cost  of  $3.4  billion. 

I  believe  this  investment  tax  credit  will  become  a  useful  and  con¬ 
tinuous  part  of  our  tax  structure.  But  it  will  be  a  new  venture  and 
remain  in  need  of  review.  Moreover,  it  may  prove  desirable  for  the 
Congress  to  modify  the  credit  from  time  to  time  so  as  to  adapt  it  to 
the  needs  of  a  changing  economy.  I  strongly  urge  its  adoption  in 
this  session. 

III.  TAX  TREATMENT  OF  FOREIGN  INCOME 

Changing  economic  conditions  at  home  and  abroad,  the  desire  to 
achieve  greater  equity  in  taxation,  and  the  strains  which  have  de¬ 
veloped  in  our  balance  of  payments  position  in  the  last  few  years, 
compel  us  to  examine  critically  certain  features  of  our  tax  system 
which,  in  conjunction  with  the  tax  system  of  other  countries,  con¬ 
sistently  favor  U.S.  private  investment  abroad  compared  with 
investment  in  our  own  economy. 

1.  Elimination  of  tax  deferral  privileges  in  developed  countries  and 
“tax  haven”  deferral  privileges  in  all  countries. — Profits  earned  abroad 
by  American  firms  operating  through  foreign  subsidiaries  are,  under 
present  tax  laws,  subject  to  U.S.  tax  only  when  they  are  returned  to 
the  parent  company  in  the  form  of  dividends.  In  some  cases,  this 
tax  deferral  has  made  possible  indefinite  postponement  of  the  U.S. 
tax;  and,  in  those  countries  where  income  taxes  are  lower  than  in 
the  United  States,  the  ability  to  defer  the  payment  of  U.S.  tax  by 
re  taming  income  in  the  subsidiary  companies  provides  a  tax  advantage 
for  companies  operating  through  oversea  subsidiaries  that  is  not 
available  to  companies  operating  solely  in  the  United  States.  Many 
American  investors  properly  made  use  of  this  deferral  in  the  conduct 
of  their  foreign  investment.  Though  changing  conditions  now  make 
continuance  of  the  privilege  undesirable,  such  change  of  policy 
implies  no  criticism  of  the  investors  who  so  utilize  this  privilege. 

The  undesirability  of  continuing  deferral  is  underscored  where 
deferral  has  served  as  a  shelter  for  tax  escape  through  the  unjustifiable 
use  of  tax  havens  such  as  Switzerland.  Recently  more  and  more 
enterprises  organized  abroad  by  American  firms  have  arranged  their 
corporate  structures- — aided  by  artificial  arrangements  between  parent 
and  subsidiary  regarding  intercompany  pricing,  the  transfer  of  patent 
licensing  rights,  the  shifting  of  management  fees,  and  similar  practices 
which  maximize  the  accumulation  of  profits  in  the  tax  haven — so  as 
to  exploit  the  multiplicity  of  foreign  tax  systems  and  international 
agreements  in  order  to  reduce  sharply  or  eliminate  completely  their 
tax  liabilities  both  at  home  and  abroad. 

To  the  extent  that  these  tax  havens  and  other  tax  deferral  privileges 
result  in  U.S.  firms  investing  or  locating  abroad  largely  for  tax  reasons, 
the  efficient  allocation  of  international  resources  is  upset,  the  initial 
drain  on  our  already  adverse  balance  of  payments  is  never  fully  com- 
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pensated,  and  profits  are  retained  and  reinvested  abroad  which  would 
otherwise  be  invested  in  the  United  States.  Certainly  since  the  post¬ 
war  reconstruction  of  Europe  and  Japan  has  been  completed,  there 
are  no  longer  foreign  policy  reasons  for  providing  tax  incentives  for 
foreign  investment  in  the  economically  advanced  countries. 

If  we  are  seeking  to  curb  tax  havens,  if  we  recognize  that  the  stimulus 
of  tax  deferral  is  no  longer  needed  for  investment  in  the  developed 
countries,  and  if  we  are  to  emphasize  investment  in  this  country  in 
order  to  stimulate  our  economy  and  our  plant  modernization,  as  well 
as  ease  our  balance  of  payments  deficit,  we  can  no  longer  afford  existing 
tax  treatment  of  foreign  income. 

I  therefore  recommend  that  legislation  be  adopted  which  would, 
after  a  two-step  transitional  period,  tax  each  year  American  corpora¬ 
tions  on  their  current  share  of  the  undistributed  profits  realized  in 
that  year  by  subsidiary  corporations  organized  in  economically 
advanced  countries.  This  current  taxation  would  also  apply  to 
individual  shareholders  of  closely  held  corporations  in  those  countries. 
Since  income  taxes  paid  abroad  are  properly  a  credit  against  the  U.S. 
income  tax,  this  would  subject  the  income  from  such  business  activities 
to  essentially  the  same  tax  rates  as  business  activities  conducted  in 
the  United  States.  To  permit  firms  to  adjust  their  operations  to  this 
change,  I  also  recommend  that  this  result  be  achieved  in  equal  steps 
over  a  2-year  period,  under  which  only  one-half  of  the  profits  would  be 
affected  during  1962.  Where  the  foreign  taxes  paid  have  been  close 
to  the  U.S.  rates,  the  impact  of  this  change  would  be  small. 

This  proposal  will  maintain  U.S.  investment  in  the  developed 
countries  at  the  level  justified  by  market  forces.  American  enterprise 
abroad  will  continue  to  compete  with  foreign  firms.  With  their 
access  to  capital  markets  at  home  and  abroad,  their  advanced  technical 
know-how,  their  energy,  resourcefulness,  and  many  other  advantages, 
American  firms  will  continue  to  occupy  their  rightful  place  in  the 
markets  of  the  world.  While  the  rate  of  expansion  of  some  American 
business  operations  abroad  may  be  reduced  through  the  withdrawal  of 
tax  deferral  such  reduction  would  be  consistent  with  the  efficient 
distribution  of  capital  resources  in  the  world,  our  balance  of  pay¬ 
ments  needs,  and  fairness  to  competing  firms  located  in  our  own 
countiy. 

At  the  same  time,  I  recommend  that  tax  deferral  be  continued  for 
income  from  investment  in  the  developing  economies.  The  free 
world  has  a  strong  obligation  to  assist  in  the  development  of  these 
economies,  and  private  investment  has  an  important  contribution  to 
make.  Continued  income  tax  deferral  for  these  areas  will  be  helpful 
in  this  respect.  In  addition,  the  proposed  elimination  of  income  tax 
deferral  on  U.S.  earnings  in  industrialized  countries  should  enhance 
the  relative  attraction  of  investment  in  the  less  developed  countries. 

On  the  other  hand,  I  recommend  elimination  of  the  tax  haven  device 
anywhere  in  the  world,  even  in  the  underdeveloped  countries,  through 
the  elimination  of  tax  deferral  privileges  for  those  forms  of  activities, 
such  as  trading,  licensing,  insurance,  and  others,  that  typically  seek 
out  tax  haven  methods  of  operation.  There  is  no  valid  reason  to 
permit  their  remaining  untaxed  regardless  of  the  country  in  which 
they  are  located. 

2.  Taxation  of  foreign  investment  companies. — For  some  years  now 
we  have  witnessed  substantial  outflows  of  capital  from  the  United 
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States  into  investment  companies  created  abroad  whose  principal 
justification  lies  in  the  tax  benefits  which  their  method  of  operation 
produces.  I  recommend  that  these  tax  benefits  be  removed  and  that 
income  derived  through  such  foreign  investment  companies  be  treated 
in  substantially  the  same  way  as  income  from  domestic  investment 
companies. 

3.  Taxation  of  American  citizens  abroad. — It  is  no  more  justifiable 
to  provide  tax  exemptions  for  individuals  living  in  the  developed 
countries  than  it  is  to  provide  tax  inducements  for  capital  investment 
there.  Nor  should  we  permit  totally  unjustified  tax  benefits  to  be 
obtained  by  those  Americans  whose  choice  of  residence  is  dictated 
primarily  by  their  desire  to  minimize  taxes. 

I,  therefore,  recommend — 

That  the  total  tax  exemption  now  accorded  the  earned  income 
of  Aonerican  citizens  residing  abroad  be  completely  terminated  for 
those  residing  in  economically  advanced  countries ; 

That  this  exemption  for  earned  income  be  limited  to  $20,000 
for  those  residing  in  the  less  developed  countries ;  and 

That  the  exemption  of  $20,000  of  earned  income  now  accorded  | 
those  citizens  who  stay  (but  do  not  reside)  abroad  for  17  out  of  18 
months  also  be  completely  terminated  for  those  living  or  traveling 
in  the  economically  advanced  countries. 

4.  Estate  tax  on  property  located  abroad. — I  recommend  that  the 
exclusion  from  the  estate  tax  accorded  real  property  situated  abroad  be 
terminated.  With  the  adoption  several  years  ago  of  the  credit  for 
foreign  taxes  under  the  estate  tax,  there  is  no  justification  for  the 
continued  exemption  of  such  property. 

5.  Allowance  for  foreign  tax  on  dividends. — 'Finally,  the  method  by 
which  the  credit  for  foreign  income  taxes  is  computed  in  the  case  of 
dividends  involves  a  double  allowance  for  foreign  income  taxes  and 
should  be  corrected. 

These  proposals,  along  with  more  detailed  and  technical  changes 
needed  to  improve  the  taxation  of  foreign  income,  are  expected  to 
reduce  substantially  our  balance-of-payments  deficit  and  to  increase 
revenues  by  at  least  $250  million  per  year. 

IV.  CORRECTION  OF  OTHER  STRUCTURAL  DEFECTS 

I  next  recommend  a  number  of  measures  to  remove  other  serious  J 
delects  in  the  income  tax  structure.  These  changes,  while  making  a  " 
beginning  toward  the  comprehensive  tax  reform  program  mentioned 
above,  will  provide  sufficient  revenue  gains  to  offset  the  cost  of  the 
investment  tax  credit  and  keep  the  revenue-producing  potential  of 
our  tax  structure  intact. 

1.  Withholding  on  interest  and  dividends. — -Our  system  of  combined 
withholding  and  voluntary  reporting  on  wages  and  salaries  under  the 
individual  income  tax  has  served  us  well.  Introduced  during  the  war 
when  the  income  tax  was  extended  to  millions  of  new  taxpayers,  the 
wage-withholding  system  has  been  one  of  the  most  important  and 
successful  advances  in  our  tax  system  in  recent  times.  Initial  diffi¬ 
culties  were  quickly  overcome,  and  the  new  system  helped  the  tax¬ 
payer  no  less  than  the  tax  collector. 

It  is  the  more  unfortunate,  therefore,  that  the  application  of  the 
withholding  principle  has  remained  incomplete.  Withholding  does 
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not  apply  to  dividends  and  interest,  with  the  result  that  substantial 
amounts  ot’  such  income,  particularly  interest,  improperly  escape  taxa- 
tion.  It  is  estimated  that  about  $3  billion  of  taxable  interest  and 
dividends  are  unreported  each  year.  This  is  patently  unfair  to  those 
who  must  as  a  result  bear  a  larger  share  of  the  tax  burden.  Recipients 
of  dividends  and  interest  should  pay  their  tax  no  less  than  those  who 
receive  wage  and  salary  income,  and  the  tax  should  be  paid  just  as 
promptly.  Large  continued  avoidance  of  tax  on  the  part  of  some  has 
a  steadily  demoralizing  effect  on  the  compliance  of  others. 

.  This  gap  in  reporting  has  not  been  appreciably  lessened  by  educa¬ 
tional  programs.  Nor  can  it  be  effectively  closed  by  intensified 
enforcement  measures,  except  by  the  expenditure  of  inordinate 
amounts  of  time  and  money.  Withholding  on  corporate  dividends 
and  on  investment-type  interest,  such  as  interest  paid  on  taxable 
government  and  corporate  securities  and  savings  accounts,  is  both 
necessary  and  practicable. 

1,  therefore,  recommend  the  enactment  of  legislation  to  provide 
for  a  20-percent  withholding  rate  on  corporate  dividends  and  taxable 
investment-type  interest,  effective  January  1,  1962,  under  a  system 
which  would  not  require  the  preparation  of  withholding  statements 
to  be  sent  to  recipients.  It  would  thus  place  a  relatively  light  burden 
of  compliance  on  the  payers  of  interest  and  dividends — certainly 
less  than  that  placed  on  payers  of  wages  and  salaries — while  at  the 
same  time  largely  solving  the  compliance  problem  for  most  of  the 
taxpayers  receiving  dividends  and  interest.  Steps  will  also  be  taken 
to  avoid  hardships  for  recipients  who  are  not  subject  to  tax. 

The  remaining  need  for  compliance,  largely  in  the  high  income  group 
subject  to  a  higher  tax  rate,  would  be  met  through  the  concentration 
of  enforcement  devices  on  taxpayers  in  these  brackets.  Introduction 
of  equipment  for  the  automatic  processing  of  information  returns 
would  be  especially  helpful  for  this  purpose  and  would  thus  supple¬ 
ment  the  extension  of  withholding. 

Enactment  of  this  proposal  is  estimated  to  increase  revenue  by  $600 
million  per  year. 

2.  Repeal  of  the  dividend  credit  and  exclusion. — The  present  law 
provides  for  an  exclusion  from  income  of  the  first  $50  of  dividends 
received  from  domestic  corporations,  and  for  a  4-percent  credit  against 
tax  of  such  dividend  income  in  excess  of  $50.  These  provisions  were 
enacted  in  1954.  Proponents  argued  that  they  would  encourage 
capital  formation  through  equity  investment,  and  that  they  would 
provide  a  partial  offset  to  the  so-called  double  taxation  of  dividend 
income.  It  is  now  clear  that  they  serve  neither  purpose  well;  and  I, 
therefore,  recommend  the  repeal  of  both  the  dividend  credit  and 
exclusion. 

The  dividend  credit  and  exclusion  are  not  an  efficient  stimulus  to 
capital  expansion  in  the  form  of  plant  and  equipment.  The  revenue 
losses  resulting  from  these  provisions  are  spread  over  a  large  volume 
of  outstanding  shares  rather  than  being  concentrated  on  new  shares; 
and  the  stimulating  effects  of  the  provisions  are  thus  greatly  diluted, 
resulting  in  relatively  little  increases  in  the  supply  of  equity  funds  and 
a  relatively  slight  reduction  in  the  cost  of  equity  financing.  In  fact, 
such  reduction  as  does  occur  is  more  likely  to  benefit  large  corporations 
with  easy  access  to  the  capital  market,  while  being  of  little  use  to  small 
firms  which  are  not  so  favorably  situated.  Insofar  as  raising  the 
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profitability  of  new  investment  in  plant  and  equipment  is  concerned, 
the  tax  investment  credit  proposed  above  would  be  far  more  effective 
since  it  is  offered  to  the  corporation,  where  the  actual  investment 
decision  is  made. 

The  dividend  credit  and  exclusion  are  equally  inadequate  as  a 
solution  to  the  so-called  problem  of  double  taxation.  Whatever  may 
be  the  merits  of  the  arguments  respecting  the  existence  of  double 
taxation,  the  provisions  of  the  1954  act  clearly  do  not  offer  an  appro¬ 
priate  remedy.  They  greatly  overcompensate  the  dividend  recipient 
in  the  high  income  bracket,  while  giving  either  insufficient  or  no  relief 
to  shareholders  with  smaller  income. 

This  point  deserves  emphasis.  For  viewed  simply  as  a  means  of 
tax  reduction,  the  dividend  credit  is  wholly  inequitable.  The  distri¬ 
bution  of  its  benefits  is  highly  favorable  to  the  taxpayers  in  the  upper 
income  groups  who  receive  the  major  part  of  dividend  income.  Only 
about  10  percent  of  dividend  income  accrues  to  those  with  incomes 
below  $5,000;  about  80  percent  of  it  accrues  to  that  6.5  percent  of 
taxpayers  whose  incomes  exceed  $10,000  a  year.  Similarly,  dividend 
income  is  a  sharply  rising  fraction  of  total  income  as  we  move  up  the 
income  scale.  Thus,  dividend  income  is  about  1  percent  of  all  income 
from  all  sources  for  those  taxpayers  with  incomes  of  $3,000  to  $5,000; 
but  it  constitutes  more  than  25  percent  of  the  income  for  those  with 
$100,000  to  $150,000  of  income,  and  about  50  percent  for  those  with 
incomes  over  $1  million. 

The  role  of  the  dividend  credit  should  not  be  confused  with  the 
broader  question  of  tax  rates  applicable  to  high  incomes.  These  high 
rates  deserve  reexamination;  and  this  is  one  of  the  problems  which 
will  be  examined  in  the  context  of  next  year’s  tax  reform.  But  if  top 
bracket  rates  were  to  be  reduced,  the  dividend  credit  is  not  the  way 
to  do  it.  Rate  reductions,  if  appropriate,  should  apply  no  less  to 
those  with  high  incomes  from  other  sources,  such  as  professional  and 
salaried  people  whose  tax  position  is  particularly  difficult  today. 

If  the  credit  is  eliminated,  the  $50  exclusion  should  also  be  discarded 
for  similar  reasons.  The  tax  saving  from  the  exclusion  is  substan¬ 
tially  greater  for  a  dividend  recipient  with  a  high  income  than  for 
a  recipient  with  low  income.  Moreover,  on  equity  grounds,  there  is 
no  reason  for  giving  tax  reduction  to  that  small  fraction  of  low-income 
taxpayers  who  receive  dividends  in  contrast  to  those  who  must  live 
on  wages,  interest,  rents  or  other  forms  of  income. 

The  1954  formula  therefore  is  a  dead  end  and  should  be  rescinded, 
effective  December  31  of  this  year.  The  estimated  revenue  gain  is 
$450  million  per  year. 

3.  Expense  accounts. — In  recent  years  widespread  abuses  have  de¬ 
veloped  through  the  use  of  the  expense  account.  Too  many  firms 
and  individuals  have  devised  means  of  deducting  too  many  personal 
living  expenses  as  business  expenses,  thereby  charging  a  large  part 
of  their  cost  to  the  Federal  Government.  Indeed,  expense  account 
living  has  become  a  byword  in  the  American  scene. 

This  is  a  matter  of  national  concern,  affecting  not  only  our  public 
revenues,  our  sense  of  fairness,  and  our  respect  for  the  tax  system,  but 
our  moral  and  business  practices  as  well.  This  widespread  distortion 
of  our  business  and  social  structure  is  largely  a  creature  of  the  tax 
system,  and  the  time  has  come  when  our  tax  laws  should  cease  their 
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encouragement  of  luxury  spending  as  a  charge  on  the  Federal  Treasury. 
The  slogan— “It’s  deductible” — should  pass  from  our  scene. 

Tighter  enforcement  of  present  legislation  will  not  suffice.  Even 
though  in  some  instances  entertainment  and  related  expenses  have  an 
association  with  the  needs  of  business,  they  nevertheless  confer  sub¬ 
stantial  tax-free  personal  benefits  to  the  recipients.  In  other  cases, 
deductions  are  obtained  by  disguising  personal  expenses  as  business 
outlays.  But  under  present  law,  it  is  extremely  difficult  to  separate 
out  and  disallow  such  pseudobusiness  expenditures.  New  legislation 
is  needed  to  deal  with  the  problem. 

I,  therefore,  recommend  that  the  cost  of  such  business  entertainment 
and  the  maintenance  of  entertainment  facilities  (such  as  yachts  and 
hunting  lodges)  be  disallowed  in  full  as  a  tax  deduction  and  that 
restrictions  be  imposed  on  the  deductibility  of  business  gifts,  expenses 
of  business  trips  combined  with  vacations,  and  excessive  personal 
living  expenses  incurred  on  business  travel  away  from  home. 

I  feel  confident  that  these  measures  will  be  welcomed  by  the 
American  people.  I  am  also  confident  that  business  firms,  now 
|  forced  to  emulate  the  expense  account  favors  of  their  competitors, 
however  unsound  or  uneconomical  such  practices  may  be,  will  wel¬ 
come  the  removal  of  this  pressure.  These  measures  will  strengthen 
both  our  tax  structure  and  the  moral  fiber  of  our  society.  These 
provisions  should  be  effective  as  of  January  1,  1962,  and  are  estimated 
to  increase  Treasury  receipts  by  at  least,  $250  million  per  year. 

4.  Capital  gains  on  sale  of  depreciable  business  property.- — Another 
flaw  which  should  be  corrected  at  this  time  relates  to  the  taxation  of 
gains  on  the  sale  of  depreciable  business  property.  Such  gains  are 
now  taxed  at  the  preferential  rate  applicable  to  capital  gains,  even 
though  they  represent  ordinary  income. 

This  situation  arises  because  the  statutory  rate  of  depreciation 
may  not  coincide  with  the  actual  decline  in  the  value  of  the  asset. 
While  the  taxpayer  holds  the  property,  depreciation  is  taken  as  a 
deduction  from  ordinary  income.  Upon  its  resale,  where  the  amount 
of  depreciation  allowable  exceeds  the  decline  in  the  actual  value  of 
the  asset  so  that  a  gain  occurs,  this  gain  under  present  law  is  taxed 
at  the  preferential  capital  gains  rate.  The  advantages  resulting 
from  this  practice  have  been  increased  by  the  liberalization  of  de¬ 
preciation  rates. 

I  Our  capital  gains  concept  should  not  encompass  this  kind  of  income. 
This  inequity  should  be  eliminated,  and  especially  so  in  view  of  the 
proposed  investment  credit.  We  should  not  encourage  through  tax 
incentives  the  further  acquisition  of  such  property  as  long  as  this 
loophole  remains. 

I  therefore  recommend  that,  capital  gains  treatment  be  withdrawn 
from  gains  on  the  disposition  of  depreciable  property,  both  personal 
and  real  property,  to  the  extent  that  depreciation  has  been  deducted 
for  such  property  by  the  seller  in  previous  years,  permitting  only  the 
excess  of  the  sales  price  over  the  original  cost  to  be  treated  as  a  capital 
gain.  The  remainder  should  be  treated  as  ordinary  income.  This 
reform  should  immediately  become  effective  as  to  all  sales  taking 
place  after  the  date  of  enactment.  It  is  estimated  to  raise  revenue 
by  $200  million  annually. 
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5.  Cooperatives  and  financial  institutions. — -Another  area  of  the  tax 
laws  which  calls  for  attention  is  the  treatment  of  cooperatives,  private 
lending  institutions,  and  fire  and  casualty  insurance  companies. 

Contrary  to  the  intention  of  Congress,  substantial  income  from 
certain  cooperative  enterprises,  reflecting  business  operations,  is  not 
being  taxed  either  to  the  cooperative  organization  itself  or  its  members. 
This  situation  must  be  corrected  in  a  manner  that  is  fair  and  just  to 
both  the  cooperatives  and  competing  businesses. 

The  present  inequity  has  resulted  from  court  decisions  which  held 
patronage  refunds  in  certain  forms  to  be  nontaxable.  I  recommend 
that  the  law  be  clarified  so  that  all  earnings  are  taxable  to  either  the 
cooperatives  or  to  their  patrons,  assessing  the  patron  on  the  earnings 
that  are  allocated  to  him  as  patronage  dividends  or  refunds  in  scrip 
or  cash.  The  withholding  principle  recommended  above  should  also 
be  applied  to  patronage  dividends  or  refunds  so  that  the  average 
patron  receiving  scrip  will,  in  effect,  be  given  the  cash  to  pay  his 
tax  on  his  patronage  dividend  or  refund.  The  cooperatives  should 
not  be  penalized  by  the  assessment  of  a  patronage  tax  upon  dividends 
or  refunds  taxable  to  the  patron  but  left  in  the  business  as  a  substitute 
for  the  sale  of  securities  to  obtain  additional  equity  capital.  The 
exemption  for  rural  electric  cooperatives  and  credit  unions  should  be 
continued. 

The  tax  provisions  applicable  to  fire  and  casualty  insurance  com¬ 
panies,  originally  adopted  in  1942,  need  to  be  reviewed  in  the  light  of 
current  conditions.  Many  of  these  companies,  organized  on  the 
mutual  or  reciprocal  basis  are  now  taxed  under  a  special  formula 
which  does  not  take  account  of  their  underwritings  gains  and  thus 
results  in  an  inequitable  distribution  of  the  tax  burden  among  various 
types  of  companies.  Consideration  should  be  given  to  taxing  mutual 
or  reciprocal  companies  on  a  basis  similar  to  stock  companies,  following 
the  pattern  of  similar  treatment  of  stock  and  mutual  enterprise  in  the 
life  insurance  field. 

Some  of  the  most  important  types  of  private  savings  and  lending 
institutions  in  the  country  are  accorded  tax  deductible  reserve  pro¬ 
visions  which  substantially  reduce  or  eliminate  their  Federal  income 
tax  liability.  These  provisions  should  be  reviewed  with  the  aim  of 
assuring  nondiscriminatory  treatment. 

Remedial  legislation  in  these  fields  would  enlarge  the  revenues  and 
contribute  to  a  fair  and  sound  tax  structure. 

V.  TAX  ADMINISTRATION 

One  of  the  major  characteristics  of  our  tax  system,  and  one  in  which 
we  can  take  a  great  deal  of  pride,  is  that  it  operates  primarily  through 
individual  self-assessment.  The  integrity  of  such  a  system  depends 
upon  the  continued  willingness  of  the  people  honestly  and  accurately 
to  discharge  this  annual  price  of  citizenship.  To  the  extent  that  some 
people  are  dishonest  or  careless  in  their  dealings  with  the  Government, 
the  majority  is  forced  to  carry  a  heavier  tax  burden. 

For  voluntary  self-assessment  to  be  both  meaningful  and  productive 
of  revenues,  the  citizens  must  not  only  have  confidence  in  the  fairness 
of  the  tax  laws,  but  also  in  their  uniform  and  vigorous  enforcement  of 
these  laws.  If  noncompliance  by  the  few  continues  unchecked,  the 
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confidence  of  the  many  in  our  self-assessment  system  will  be  shaken 
and  one  of  the  cornerstones  of  our  Government  weakened. 

I  have  in  this  message  already  recommended  the  application  of 
withholding  to  dividends  and  interest  and  revisions  to  halt  the  abuses 
of  expense  accounts.  These  measures  will  improve  taxpayer 
compliance  and  raise  the  regard  of  taxpayers  for  the  fairness  of  our 
system.  In  addition,  I  propose  three  further  measures  to  improve 
the  tax  enforcement  machinery. 

1.  Taxpayer  account  numbers. — The  Internal  Revenue  Service  has 
begun  the  installation  of  automatic  data  processing  equipment  to 
improve  administration  of  the  growing  job  of  tax  collection  and 
enforcement.  A  system  of  identifying  taxpayer  account  numbers, 
which  would  make  possible  the  bringing  together  of  all  tax  data  for 
any  one  particular  taxpayer,  is  an  essential  part  of  such  an  improved 
collection  and  enforcement  program. 

For  this  purpose,  social  security  numbers  would  be  used  by  tax¬ 
payers  already  having  them.  The  small  minority  currently  without 
such  numbers  would  be  assigned  numbers  which  'these  persons  could 
later  use  as  well  for  social  security  purposes  if  needed.  The  numbers 
would  be  entered  on  tax  returns,  information  returns,  and  related 
documents. 

I  recommend  that  legislation  be  enacted  to  authorize  the  use  of 
taxpayer  account  numbers  beginning  January  1,  1962,  to  identify 
taxpayer  accounts  throughout  the  processing  and  recordkeeping 
operations  of  the  Internal  Revenue  Service. 

2.  Increased  audit  coverage. — The  examination  of  tax  returns  is  the 
essence  of  the  enforcement  process.  The  number  of  examining  per¬ 
sonnel  of  the  Internal  Revenue  Service,  however,  has  been  consistently 
inadequate  to  cope  with  the  audit  workload.  Consequently,  it  has 
been  unable  to  audit  carefully  many  of  the  returns  which  should  be 
so  examined.  Anticipated  growth  in  our  population  will,  of  course, 
increase  this  enforcement  problem. 

Related  to  broadened  tax  audit  is  the  criminal  enforcement  pro¬ 
gram  of  the  Revenue  Service.  Here,  the  guiding  principle  is  the 
creation  of  a  deterrent  to  tax  evasion  and  to  maintain  or,  if  possible, 
increase  voluntary  compliance  with  all  taxing  statutes.  This  means 
placing  an  appropriate  degree  of  investigative  emphasis  on  all  types  of 
tax  violations,  in  all  geographical  areas,  and  identifying  violations  of 
substance  in  all  income  brackets  regardless  of  occupation,  business,  or 
profession. 

Within  this  framework  of  a  balanced  enforcement  effort,  the  Service 
is  placing  special  investigative  emphasis  on  returns  filed  by  persons 
receiving  income  from  illegal  sources.  I  have  directed  all  Federal  law 
enforcement  agencies  to  cooperate  fully  with  the  Attorney  General  in 
a  drive  against  organized  crime,  and  to  utilize  then-  resources  to  the 
maximum  extent  in  conducting  investigations  of  individuals  engaged 
in  criminal  activity  on  a  major  scale.  With  the  foregoing  in  mind,  I 
have  directed  the  Secretary  of  the  Treasury  to  provide  through  the 
Internal  Revenue  Service  a  maximum  effort  in  this  field. 

To  fulfill  these  requirements  for  unproved  audits,  enforcement  and 
anticrime  investigation,  it  is  essential  that  the  Service  be  provided 
additional  resources  wdiich  will  pay  their  own  cost  many  times  over. 
In  furthering  the  Service’s  long-range  plans,  the  prior  administration 
asked  additional  appropriations  of  $27.4  million  to  hire  about  3,500 
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additional  personnel  during  fiscal  1962,  including  provisions  for  the 
necessary  increases  in  space  and  modern  equipment  vital  to  the 
efficient  operation  of  the  Service.  To  meet  the  commitments  described 
above,  this  administration  reviewed  these  proposals  and  recommended 
that  they  be  increased  by  another  $7  million  and  765  additional  per¬ 
sonnel  to  expedite  the  expansion  and  criminal  enforcement  programs. 
The  pending  alternative  of  only  1,995  additional  personnel,  or  less 
than  one-half  of  the  number  requested,  this  administration  would 
constitute  little  more  than  the  additional  employees  needed  each  year 
during  the  1960’s  just  to  keep  up  with  the  estimated  growth  in  number 
and  complexity  of  returns  filed.  Thus  I  must  again  strongly  urge  the 
Congress  to  give  its  full  support  to  my  original  request.  These  in¬ 
creases  will  safeguard  the  long-term  adequacy  of  the  Nation’s  tradi¬ 
tional  voluntary  compliance  system  and,  at  the  same  time,  return 
the  added  appropriations  several  times  over  in  added  revenue. 

3.  Inventory  reporting. — It  is  increasingly  apparent  that  the  manipu¬ 
lation  of  inventories  has  become  a  frequent  method  of  avoiding  taxes. 
Current  laws  and  regulations  generally  permit  the  use  of  inventory 
methods  which  are  acceptable  in  recognized  accounting  practice.  De¬ 
viations  from  these  methods,  which  are  not  always  easy  to  detect 
during  examination  of  tax  returns,  can  often  lead  to  complete  non¬ 
payment  of  taxes  until  the  inventories  are  liquidated;  and,  for  some 
taxpayers,  this  represents  permanent  tax  reduction.  The  understat¬ 
ing  of  the  valuation  of  inventories  is  the  device  most  frequently  used. 

I  have  directed  the  Internal  Revenue  Service  to  give  increasing  at¬ 
tention  to  this  area  of  tax  avoidance,  through  a  stepped-up  emphasis 
on  both  the  verification  of  the  amounts  reported  as  inventories  and 
an  examination  of  methods  used  in  arriving  at  their  reported  valuation. 

VI.  TAX  RATE  EXTENSION 

As  recommended  by  my  predecessor,  it  is  again  necessary  that 
Congress  enact  an  extension  of  present  corporation  income  and  excise 
tax  rates  otherwise  scheduled  for  reduction  or  termination  on  July  1, 
1961.  Such  extension  has  been  adopted  by  the  Congress  on  a  number 
of  previous  occasions,  and  our  present  revenue  requirements  make 
such  extension  absolutely  necessary  again  this  year. 

In  the  absence  of  such  legislation,  the  corporate  tax  rate  would  be 
decreased  5  percentage  points,  from  52  percent  to  47  percent,  excise 
tax  rates  on  distilled  spirits,  beer,  wines,  cigarettes,  passenger  auto¬ 
mobiles,  automobile  parts  and  accessories,  and  the  transportation  of 
persons  would  also  decline;  and  the  excise  tax  on  general  telephone 
service  would  expire.  We  cannot  afford  the  loss  of  these  revenues  at 
this  time. 

VII.  AVIATION  FUEL 

The  last  item  on  the  agenda  relates  to  aviation  fuel.  The  two 
previous  administrations  have  urged  that  civil  aviation,  a  mature  and 
growing  industry,  be  required  to  pay  a  fair  share  of  the  costs  of 
operating  and  improving  the  Federal  airways  system.  The  rapidly 
mounting  costs  of  these  essential  services  to  air  transportation  makes 
the  imposition  of  user  charges  more  imperative  now  than  ever  before. 
The  most  efficient  method  for  recovering  a  portion  of  these  costs 
equitably  from  the  airway  users  is  through  a  tax  on  aviation  fuel. 


OUR  FEDERAL  TAX  SYSTEM 


15 


Present  law  provides  for  a  net  tax  of  2  cents  a  gallon  on  aviation 
gasoline  but  no  tax  on  jet  fuel.  The  freedom  from  tax  on  jet  fuel  is 
inequitable  and  is  resulting  in  substantial  revenue  losses  due  to  the 
transition  to  jet  power  and  the  resulting  decline  in  gasoline  consump¬ 
tion. 

My  predecessor  recommended  a  flat  4^-cent  tax  for  both  aviation 
gasoline  and  jet  fuels.  Such  a  request,  however,  appears  to  be 
unrealistic  in  view  of  the  current  financial  condition  of  the  airline 
industry. 

Therefore,  I  recommend — 

Extending  the  present  net  2-cent  rate  on  aviation  gasoline  to 
jet  fuels; 

Holding  this  uniform  rate  covering  both  types  of  fuel  at  the 
2-cent  level  for  fiscal  1962;  and 

Providing  for  annual  increments  in  this  rate  of  one-half  cent 
after  fiscal  year  1962  until  the  portion  of  the  cost  of  the  airways 
properly  allocable  to  civil  aviation  is  substantially  recovered  by 
this  tax. 

The  immediate  increase  in  revenue  from  this  proposal  is  modest 
in  comparison  with  anticipated  airways  costs;  and  the  annual  grada¬ 
tion  of  further  increases  is  intended  to  moderate  the  impact  of  the  tax 
on  the  air  carrier  industry.  Should  future  economic  or  other  develop¬ 
ments  warrant,  a  more  rapid  increase  in  the  fuel  tax  will  be  recom¬ 
mended.  The  decline  from  the  revenues  estimated  by  my  predecessor 
is  not  large,  and  will  be  met  by  the  reforms  previously  proposed.  I 
repeat  my  earlier  recommendation  that,  consistent  with  the  user 
charge  principle,  revenues  from  the  aviation  fuels  tax  be  retained  in 
the  general  fund  rather  than  diverted  to  the  highway  trust  fund. 

CONCLUSION 

The  legislation  recommended  in  this  message  offers  a  first  step 
toward  the  broader  objective  of  tax  reform.  The  immediate  need  is 
for  encouraging  economic  growth  through  modernization  and  capital 
expansion,  and  to  remove  tax  preferences  for  foreign  investment 
which  are  no  longer  needed  and  which  impair  our  balance  of  payments 
position.  A  beginning  is  made  also  toward  removing  some  of  the 
more  glaring  defects  in  the  tax  structure.  The  revenue  gain  in  these 
proposals  will  offset  the  revenue  cost  of  the  investment  credit. 
Finally,  certain  rate  extensions  are  needed  to  maintain  the  revenue 
potential  of  our  fiscal  system. 

These  items  need  to  be  done  now;  but  they  are  a  first  step  only. 
They  will  be  followed  next  year  by  a  second  set  of  proposals,  aimed  at 
thorough  income  tax  reform.  Their  purpose  will  be  to  broaden  and 
unify  the  income  tax  base,  and  to  review  the  entire  rate  structure  in 
the  light  of  these  revisions.  Let  us  join  in  solving  these  immediate 
problems  in  the  coming  months,  and  then  join  in  further  action  to 
strengthen  the  foundations  of  our  revenue  system. 

John  F.  Kennedy. 

The  White  House,  April  20,  1961. 
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ing  operations,  including  the  going  to 
and\xeturning  from  work  and  loading  and 
unloading  when  performed  by  any  such  em- 
ployeepor 

“‘(6)  iwiy  employee  employed  in  agricul¬ 
ture  or  imxonnection  with  the  operation  or 
maintenance  of  ditches,  canals,  reservoirs,  or 
waterways,  n\t  owned  or  operated  for  profit, 
or  operated  onVa  share -crop  basis,  and  which 
are  used  exclusively  for  supply  and  storing 
of  water  for  agricultural  purposes;  or 

“‘(7)  any  employee  to  the  extent  that 
such  employee  is  exempted  by  regulations 
or  orders  of  the  SecreV^ry  issued  under  sec¬ 
tion  14;  or 

“‘(8)  any  employee  eiXployed  in  connec¬ 
tion  with  the  publications  of  any  weekly, 
semiweekly,  or  daily  newspaper  with  a  cir¬ 
culation  of  less  than  fourNhousand  the 
major  part  of  which  circulation  is  within 
the  county  where  printed  and  published  or 
counties  contiguous  thereto;  or 

“‘(9)  any  employee  of  a  retail  oX  service 
establishment  who  is  employed  primarily  in 
connection  with  the  preparation  or  offering 
of  food  or  beverages  for  human  consumption, 
either  on  the  premises  or  by  such  services 
as  catering,  banquet,  box  lunch,  or  curt 
or  counter  service,  to  the  public,  to  em¬ 
ployees,  or  to  members  or  guests  of  members 
of  clubs;  or 

“‘(10)  an  individual  employed  within 
the  area  of  production  (as  defined  by  the 
Secretary),  engaged  in  handling,  packing, 
storing,  compressing,  pasteurizing,  drying, 
preparing  in  their  raw  or  natural  state,  or 
canning  of  agricultural  or  horticultural  com¬ 
modities  for  market,  or  in  making  cheese 
or  butter  or  other  dairy  products;  or 

“‘(11)  any  switchboard  operator  em¬ 
ployed  by  an  independently  owned  public 
telephone  company  which  has  not  more 
than  seven  hundred  and  fifty  stations;  or 

“*(12)  any  employee  of  an  employer  en¬ 
gaged  in  the  business  of  operating  taxicabs; 
or 

“  ‘(13)  any  employee  or  proprietor  in  a  re¬ 
tail  or  service  establishment  which  qualifies 
as  an  exempt  retail  or  service  establishment 
under  clause  (2)  of  this  subsection  with 
respect  to  whom  the  provisions  of  sections 
6  and  7  would  not  otherwise  apply,  engaged 
in  handling  telegraphic  messages  for  the 
public  under  an  agency  or  contract  arrange¬ 
ment  with  a  telegraph  company  where  the 
telegraph  message  revenue  of  such  agency 
does  not  exceed  $500  a  month;  or 

“‘(14)  any  employee  employed  as  a  sea¬ 
man  on  a  vessel  other  than  an  American,, 
vessel;  or 

“‘(15)  any  employee  employed  in  plant¬ 
ing  or  tending  trees,  cruising,  surveying1;  or 
felling  timber,  or  in  preparing  or  transport¬ 
ing  logs  or  other  forestry  products  Ao  the 
mill,  processing  plant,  railroad,  ar  other 
transportation  terminal,  if  the  number  of 
employees  employed  by  his  employer  in  such 
forestry  or  lumbering  operation/ toes  not  ex¬ 
ceed  twelve;  or 

“‘(16)  any  employee  wit/  respect  to  his 
employment  in  agriculture/by  a  farmer,  not¬ 
withstanding  other  employment  of  such  em¬ 
ployee  in  connection  wjth  livestock  auction 
operations  in  which  s/ch  farmer  is  engaged 
as  an  adjunct  to  txe  raising  of  livestock, 
either  on  his  own  account  or  in  conjunction 
with  other  farmers,  if  such  employee  (1)  is 
primarily  employed  during  his  workweek  in 
agriculture  byluch  farmer,  and  (2)  is  paid 
for  his  employment  in  connection  with  such 
livestock  auction  operations  at  a  wage  rate 
not  less  Jfiian  that  prescribed  by  section 
6(a)  (lWor 

“‘(17)  any  employee  employed  within  the 
area  of  production  (as  defined  by  the  Secre¬ 
tary  Irby  an  establishment  commonly  recog¬ 
nised  as  a  country  elevator,  including  such 
establishment  which  sells  products  and 
ervices  used  in  the  operation  of  a  farm: 


Provided,  That  no  more  than  five  employees 
are  employed  in  the  establishment  in  such 
operations;  or 

“  ‘(18)  any  employee  engaged  in  ginning  of 
cotton  for  market,  in  any  place  of  employ¬ 
ment  located  in  a  county  where  cotton  is 
grown  in  commercial  quantities. 

“  ‘(b)  The  provisions  of  section  7  shall  not 
apply  with  respect  to — 

“  ‘(1)  any  employee  with  respect  to  whom 
the  Interstate  Commerce  Commission  has 
power  to  establish  qualifications  and  maxi¬ 
mum  hours  of  service  pursuant  to  the  provi¬ 
sions  of  section  204  of  the  Motor  Carrier 
Act,  1935;  or 

“  ‘(2)  any  employee  of  an  employer  subject 
to  the  provisions  of  part  I  of  the  Interstate 
Commerce  Act;  or 

“  ‘(3)  any  employee  of  a  carrier  by  air  sub¬ 
ject  to  the  provisions  of  title  II  of  the  Rail¬ 
way  Labor  Act;  or 

“‘(4)  any  employee  employed  in  the  can¬ 
ning,  processing,  marketing,  freezing,  curing, 
storing,  packing  for  shipment,  or  distribut¬ 
ing  of  any  kind  of  fish,  shellfish,  or  other 
aquatic  forms  of  animal  or  vegetable  life, 
or  any  byproduct  thereof;  or 

‘(5)  any  individual  employed  as  an  out¬ 
side  buyer  of  poultry,  eggs,  cream,  or  milk 
(n  their  raw  or  natural  state;  or 

(6)  any  employee  employed  as  a  sear 

or''  _ 

(7)  any  employee  of  a  street,  suhrfrban, 
or  int^rurban  electric  railway,  or  local trolley 
or  motWbus  carrier,  not  included/m  other 
exemptions  contained  in  this  sec/uon;  or 

“‘(8)  afty  employee  of  a  gamine  service 
station;  or 

“‘(9)  any  >qmployee  employed  as  an  an¬ 
nouncer,  news'^ditor,  or  chjfef  engineer  by  a 
radio  or  television  station^ having  its  major 
studio  in  a  city  ok  town/which  has  a  popu¬ 
lation  of  not  more\hah  fifty  thousand,  ac¬ 
cording  to  the  latest \yailable  decennial  cen¬ 


sus  figures  as  co; 
the  Census,  if  sue, 
of  a  standard 
(as  defined  a: 


illed  by  the  Bureau  of 
city\pr  town  is  not  part 
tropolitsn  statistical  area 
designated,  by  the  Bureau 
of  the  Budget^  having  a  total  population  in 
excess  of  fifjry  thousand,  or  ifNmch  city  is  a 
part  of  sinm  an  area  but  has  a.  population 
of  not  injure  than  twenty-five  thousand  and 
such  station's  major  studio  is  at  least  forty 
airlin/miles  from  the  principal  city\n  such 
areaj/or 

(10)  any  employee  of  an  independently 
o/ned  and  controlled  local  enterprise 
Luding  an  enterprise  with  more  than  of 
'bulk  storage  establishment)  engaged  in  th^\ 
wholesale  or  bulk  distribution  of  petroleum 
products  if  (A)  the  annual  gross  volume  of 
sales  of  such  enterprise  is  not  more  than 
$1,000,000  exclusive  of  excise  taxes,  and  (B) 
more  than  75  per  centum  of  such  enter¬ 
prise’s  annual  dollar  volume  of  sales  is  made 
within  the  State  in  which  such  enterprise 
is  located,  and  (C)  not  more  than  25  per 
centum  of  the  annual  dollar  volume  of  sales 
of  such  enterprise  is  to  customers  who  are 
engaged  in  the  bulk  distribution  of  such 
products  for  resale;  or 

“‘(11)  any  employee  of  a  retail  or  service 
establishment  primarily  engaged  in  the  busi¬ 
ness  of  selling  automobiles,  trucks,  or  farm 
implements;  or 

“  ‘(12)  any  employee  employed  as  a  driver 
or  driver’s  helper  making  local  deliveries, 
who  is  compensated  for  such  employment 
on  the  basis  of  trip  rates,  or  other  delivery 
payment  plan,  if  the  Secretary  shall  find 
that  such  plan  has  the  general  purpose  and 
effect  of  reducing  hours  worked  by  such 
employees  to,  or  below,  the  maximum  work¬ 
week  applicable  to  them  under  section 
7(a).’ 

“Sec.  10.  That  section  13(d)  of  such  Act, 
as  amended,  is  amended  by  inserting  before 
the  period  at  the  end  thereof  the  following: 
‘or  to  any  homeworker  engaged  in  the  mak¬ 
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ing  of  wreaths  composed  principally  of^fiat- 
ural  holly,  pine,  cedar,  or  other  evergreens 
(including  the  harvesting  of  the  evergreens 
or  other  forest  products  used  in  making  such 
wreaths)  ’. 

“employment  or  students 
“Sec.  11.  Clause  (1)  of  section  14  of  such 
Act  is  amended  by  strikingAmt  ‘and’  after 
‘apprentices,’  and  by  insq/ting  after  ‘mes¬ 
sages,’  the  following:  ‘and  of  full-time  stu¬ 
dents  outside  of  their  ^School  hours  in  any 
retail  or  service  establishment:  Provided, 
That  such  employment  is  not  of  the  type 
ordinarily  given  to  A  full-time  employees,’. 

“PENALTIES  ANyiNJDNCTION  PROCEEDINGS 

“Sec.  12.  (aL^ection  16(b)  of  such  Act  is 
amended  by  adding  at  the  end  thereof  a  new 
sentence  as  follows:  ‘The  right  provided  by 
this  subsection  to  bring  an  action  by  or  on 
behalf  oD&ny  employee,  and  the  right  of  any 
employee  to  become  a  party  plaintiff  to  any 
such  action,  shall  terminate  upon  the  filing 
of  a yComplaint  by  the  Secretary  of  Labor  in 
an  Action  under  section  17  in  which  restraint 
is/sought  of  any  further  delay  in  the  pay- 
lent  of  unpaid  minimum  wages,  or  the 
amount  of  unpaid  overtime  compensation, 
as  the  case  may  be,  owing  to  such  employee 
under  section  6  or  section  7  of  this  Act  by 
an  employer  liable  therefor  under  the  pro¬ 
visions  of  this  subsection.’ 

“(b)  Section  17  of  such  Act  is  amended 
to  read  as  follows : 

“  ‘injunction  proceedings 
“  ‘Sec.  17.  The  district  courts,  together 
with  the  United  States  District  Court  for 
the  District  of  the  Canal  Zone,  the  District 
Court  of  the  Virgin  Islands,  and  the  Dis¬ 
trict  Court  of  Guam  shall  have  jurisdic¬ 
tion,  for  cause  shown,  to  restrain  viola¬ 
tions  of  section  15,  including  in  the  case  of 
violations  of  section  15(a)(2)  the  restraint 
of  any  withholding  of  payment  of  minimum 
wages  or  overtime  compensation  found  by 
the  court  to  be  due  to  employees  under 
this  Act  (except  sums  which  employees  are 
barred  from  recovering,  at  the  time  of  the 
commencement  of  the  action  to  restrain  the 
violations,  by  virtue  of  the  provisions  of 
section  6  of  the  Portal-to-Portal  Act  of 
1947) .’ 

“STUDY  OP  AGRICULTURAL  HANDLING  AND 
PROCESSING  EXEMPTIONS  AND  RATES  OF  PAY 
IN  HOTELS,  MOTELS,  RESTAURANTS,  AND 
OTHER  FOOD  SERVICE  ENTERPRISES 

“Sec.  13.  The  Secretary  of  Labor  shall 
study  the  complicated  system  of  exemptions 
low  available  for  the  handling  and  process¬ 
ing  of  agricultural  products  under  such 
Act.  and  particularly  sections  7(c),  13(a)  (10) 
ancfs7(b)  (3),  and  the  complex  problems  in¬ 
volving  rules  of  pay  of  employees  in  hotels, 
motels\restaurants,  and  other  food  service 
enterprises  who  are  exempted  from  the  pro¬ 
visions  ofSthis  Act  and  shall  submit  to  the 
second  session  of  the  Eighthy-seventh  Con¬ 
gress  at  the  tune  of  his  report  under  section 
4(d)  of  such  Act  a  special  report  containing 
the  results  of  sW;h  study  and  information, 
data,  and  reconmiendations  for  further 
legislation  designeck  to  simplify  and  remove 
the  inequities  in  tn£  application  of  such 
exemptions. 

“EFFECTIVES.  DATE 

“Sec.  14.  The  amendm«»ts  made  by  this 
Act  shall  take  effect  upon,  the  expiration 
of  one  hundred  and  twentyNdays  after  the 
date  of  its  enactment  excepUyas  otherwise 
provided  in  such  amendments Nand  except 
that  the  authority  to  promulgate  necessary 
rules,  regulations,  or  orders  with  regard  to 
amendments  made  by  this  Act,  unc(er  the 
Pair  Labor  Standards  Act  of  1938s  and 
amendments  thereto,  including  amend¬ 
ments  made  by  this  Act,  may  be  exercised 
by  the  Secretary  on  and  after  the  date 
enactment  of  this  Act.” 
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\Mrs.  NEUBERGER.  Mr.  President,  I 
move  that  the  vote  by  which  the  bill  was 
passed  be  reconsidered. 

Mr\  HUMPHREY.  Mr.  President,  I 
move  that  the  motion  to  reconsider  be 
laid  on  the  table. 

The  PRESIDING  OFFICER.  The 
question  ikon  agreeing  to  the  motion 
to  lay  on  tl^e  table  the  motion  to  re¬ 
consider. 

The  motion \o  lay  on  the  table  was 
agreed  to. 

Mr.  RANDOLPH  subsequently  said: 
Mr.  President,  Robert  G.  Ingersoll,  in  an 
oration,  once  said: 

The  past  rises  befoiA  me  like  a  dream. 
Again  we  are  in  the  grea^  struggle  for  na¬ 
tional  life. 

I  hope  it  is  not  too  nostalgic  to  recall 
events  of  23  years  ago  in  Congress,  when 
the  Fair  Labor  Standards  ActNof  1938  be¬ 
came  law.  Only  15  Members  of  the 
Senate  in  the  present  session  who  were 
serving  either  in  the  House  of  Repre¬ 
sentatives  or  in  the  Senate  in  th<X.75th 
Congress,  participated  in  the  passage  of 
the  original  act. 

In  the  Senate  today  we  have  serviris 
with  us  the  Senator  from  New  MexicoN 
fMr.  Chavez]  and  the  Senator  from 
Louisiana  .  [Mr.  Ellender]  who  were 
serving  in  this  body  in  the  75th  Con¬ 
gress.  They  voted  for  the  original  Fair 
Labor  Standards  Act.  Two  Senators  still 
serving  in  the  Senate,  the  Senator  from 
Virginia  [Mr.  Byrd]  and  the  Senator 
from  New  Hampshire  [Mr.  Bridges], 
voted  against  the  original  act. 

Also  still  serving  in  the  Senate  now 
are  the  Senator  from  Arizona  [Mr./ 
Hayden]  and  the  Senator  from  Georgia 
[Mr.  Russell],  who,  according  to  t We 
Record,  did  not  vote  on  the  measure/in 
1938. 

At  that  time,  the  vote  in  Senate 
favorable  to  the  passage  of  ther  Fail- 
Labor  Standards  Act  was  56  to  2:8.  To¬ 
day,  H.R.  3935,  which  is  amendatory  of 
the  Fair  Labor  Standards  Ac t,  passed 
the  Senate  by  a  vote  of  65  to  >28. 

Senators  who  are  now  seizing  in  this 
body  but  who  were  Members  of  the 
House  of  Representatives  An  1938  are: 
The  senior  Senator  from  Washington 
[Mr.  Magnuson]  ,  the  senior  Senator  from 
Alabama  [Mr.  Hill],  the  junior  Senator 
from  Illinois  [Mr.  Dirksen],  and  the 
senior  Senator  from  West  Virginia.  In 
1938,  we  voted  for  th/ Fair  Labor  Stand¬ 
ards  Act. 

The  junior  Senator  from  Kansas  [Mr. 
Carlson],  the  jun/or  Senator  from  South 
Dakota  [Mr.  Ca/e],  the  senior  Senator 
from  Arkansas  PMr.  McClellan],  the  ju¬ 
nior  Senator  from  Virginia  [Mr.  Robert¬ 
son],  and  the' junior  Senator  from  Ala¬ 
bama  [Mr.  IBparkman],  as  Members  of 
the  House  M  Representatives  in  1938, 
voted  against  the  Fair  Labor  Standards 
Act  in  that  year.  However,  the  Senator 
from  Alabama  [Mr.  Sparkman],  although 
he  opposed  the  bill  in  the  House,  voted 
for  the/conference  report. 

So  /ix  Members  of  the  Senate  in  1938, 
who  Are  still  Members  of  this  body,  par¬ 
ticipated  then  in  the  passage  of  the  Fair 
Labor  Standards  Act  and  participated  in 
tpe  consideration  of  the  amendment  to 
lat  act  today. 


Nine  Members  of  the  House  in  1938, 
who  are  now  serving  in  the  Senate,  par¬ 
ticipated  in  the  other  body  and  now  in 
this  body  in  the  consideration  ana  the 
passage  of  the  Fair  Labor  Standards  Act 
and  the  amendment  thereof. 

I  hope  it  is  not  too  nostalgic/ to  indi¬ 
cate  that  the  15  present  Senators  who 
were  then  Members  of  the  Rouse,  to¬ 
gether  with  Senators  now  serving,  is  a 
rather  small  participation /of  Senators 
who  voted  today  and  laso/voted  in  the 
House  in  1938. 

Mr.  President,  as  a  J&ember  of  the 
House  of  Representative  when  the  Fair 
Labor  Standards  Act  /was  before  that 
body  in  the  75th  Congress,  I  said  during 
debate : 

I  rise,  therefore,  wi/h  the  firm  conviction 
in  my  own  heart  th/t  the  establishment  of 
the  principle  is  ab/ilutely  necessary  at  the 
present  time. 

I  feel  today  As  I  did  then  about  the 
importance  of/such  a  law.  Our  action 
now  is  a  further  strengthening  influence 
in  our  growing  economy.  Conditions 
have  chang/d  and  we  have  again  met  the 
responsibility  to  improve  the  original 
act. 

Mr.  P/esident,  I  ask  unanimous  con¬ 
sent  that  my  remarks  may  appear  im¬ 
mediately  following  the  yea-and-nay  vote 
ta&ei/  earlier  this  afternoon  on  H.R. 
393E 

^PRESIDING  OFFICER.  Without 
objection,  it  is  so  ordered. 

'Mr.  RUSSELL  subsequently  said:  Mr. 
TesidentM  desire  to  make  an  observa¬ 
tion  with  respect  to  the  passage  of  the 
wage  and  hour  bill.  I  am  inspired  to 
make  the  observation  by  a  statement 
made  by  theXdistinguished  majority 
leader  immediately  prior  to  the  vote, 
in  which  he  congratulated  the  Senate 
and  several  individual  Members  thereof 
on  the  progress  of  the  debate  and  the 
tone  of  the  discussionX  I  was  unable  to 
get  the  floor  immediately  after  the  vote, 
so  I  make  this  statementVunc  pro  tunc. 

I,  too,  wish  to  compliment  the  Senate. 
We  have  made  a  notable  \pntribution 
to  the  space  age.  We  have  risen  to 
dizzy  heights  of  statesmanship\of  which 
none  of  our  predecessors  would  ever 
have  dreamed,  much  less  eve\  have 
aspired  to. 

We  have  brought  within  the  grasA  of 
every  citizen  of  the  Nation  a  new  feelmg 
of  power  and  have  brought  romance 
into  the  drudgery  of  the  work  of  everyx 
housewife.  Every  member  of  every 
household  will  now  have  the  opportu¬ 
nity  to  feel  that  he  is  truly  a  citizen  of 
this  Republic.  He  can  have  the  thrill 
of  having  affected  the  flow  of  commerce 
among  the  great  States  of  the  Union 
merely  by  sending  the  old  man’s  shirt 
out  to  be  washed  at  the  laundry. 
[Laughter.! 


THE  FEDERAL  TAX  SYSTEM— MES¬ 
SAGE  FROM  THE  PRESIDENT  (H. 

DOC.  NO.  140) 

Mr.  MANSFIELD.  Mr.  President,  the 
President’s  message  on  taxation  was 
transmitted  to  the  Senate  today.  The 
message  has  been  read  in  the  House  of 
Representatives.  I  ask  unanimous  con¬ 
sent  that  the  message  be  laid  before  the 


Senate,  be  appropriately  referred,  and 
printed  in  the  Record  without  being 
read. 

The  PRESIDING  OFFICER.  The 
Chair  lays  before  the  Senate  the  message 
on  taxation  from  the  President  of  the 
United  States.  Is  there  objection  to  the 
request  of  the  Senator  from  Montana? 
The  Chair  hears  none,  and  it  is  so  or¬ 
dered. 

The  message  from  the  President  was 
referred  to  the  Committee  on  Finance, 
as  follows: 

To  the  Congress  of  the  United  States: 

A  strong  and  sound  Federal  tax  sys¬ 
tem  is  essential  to  America’s  future. 
Without  such  a  system,  we  cannot  main¬ 
tain  our  defenses  and  give  leadership  to 
the  free  world.  Without  such  a  system, 
we  cannot  render  the  public  services  nec¬ 
essary  for  enriching  the  lives  of  our  peo¬ 
ple  and  furthering  the  growth  of  our 
economy. 

The  tax  system  must  be  adequate  to 
meet  our  public  needs.  It  must  meet 
them  fairly,  calling  on  each  of  us  to  con¬ 
tribute  his  proper  share  to  the  cost  of 
government.  It  must  encourage  efficient 
use  of  our  resources.  It  must  promote 
economic  stability  and  stimulate  eco¬ 
nomic  growth.  Economic  expansion  in 
turn  creates  a  growing  tax  base,  thus 
increasing  revenue  and  thereby  enabling 
us  to  meet  more  readily  our  public  needs, 
as  well  as  our  needs  as  nrivate  individ¬ 
uals. 

This  message  recognizes  the  basic 
soundness  of  our  tax  structure.  But  it 
also  recognizes  the  changing  needs  and 
standards  of  our  economic  and  interna¬ 
tional  position,  and  the  constructive  re¬ 
form  needs  to  keep  our  tax  system  up 
to  date  and  to  maintain  its  equity.  Pre¬ 
vious  messages  have  emphasized  the  need 
for  prompt  congressional  and  executive 
action  to  alleviate  the  deficit  in  our  in¬ 
ternational  balance  of  payments — to  in¬ 
crease  the  modernization,  productivity 
and  competitive  status  of  American 
industry — to  stimulate  the  expansion 
and  growth  to  our  economy — to  elimi¬ 
nate  to  the  extent  possible  economic  in¬ 
justice  within  our  own  society — and  to 
maintain  the  level  of  revenues  requested 
in  my  predecessor’s  budget.  In  each  of 
these  endeavors,  tax  policy  has  an  im¬ 
portant  role  to  play  and  necessary  tax 
changes  are  herein  proposed. 

The  elimination  of  certain  defects  and 
inequities  as  proposed  below  will  pro¬ 
vide  revenue  gains  to  offset  the  tax  re¬ 
ductions  offered  to  stimulate  the  econ¬ 
omy.  Thus  no  net  loss  of  revenue  is 
involved  in  this  set  of  proposals.  I 
wish  to  emphasize  here  that  they  are 
a  “set” — and  that  considerations  of  both 
revenue  and  equity,  as  well  as  the  inter¬ 
relationship  of  many  of  the  proposals, 
urge  their  consideration  as  a  unit. 

I  am  instructing  the  Secretary  of  the 
Treasury  to  furnish  the  Committee  on 
Ways  and  Means  of  the  House  a  de¬ 
tailed  explanation  of  these  proposals  in 
connection  with  their  legislative  con¬ 
sideration. 

I.  LONG-RANGE  TAX  REFORM 

While  it  is  essential  that  the  Congress 
receive  at  this  time  this  administra- 
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tion’s  proposals  for  urgent  and  obvious 
tax  adjustments  needed  to  fulfill  the 
aims  listed  above,  time  has  not  permitted 
the  comprehensive  review  necessary  for 
a  tax  structure  which  is  so  complicated 
and  so  critically  important  to  so  many 
people.  This  message  is  but  a  first 
though  urgent  step  along  the  road  to 
constructive  reform. 

I  am  directing  the  Secretary  of  the 
Treasury,  building  on  recent  tax  studies 
of  the  Congress,  to  undertake  the  re¬ 
search  and  preparation  of  a  comprehen¬ 
sive  tax  reform  program  to  be  placed 
before  the  next  session  of  the  Congress. 

Progressing  from  these  studies,  par¬ 
ticularly  those  of  the  Committee  on 
Ways  and  Means  and  the  Joint  Eco¬ 
nomic  Committee,  the  program  should 
be  aimed  at  providing  a  broader  and 
more  uniform  tax  base,  together  with 
an  appropriate  rate  structure.  We  can 
thereby  work  toward  the  goal  of  a 
higher  rate  of  economic  growth,  a  more 
equitable  tax  structure,  and  a  simpler 
tax  law.  I  know  these  objectives  are 
shared  by — and,  at  this  particular  time 
of  year,  acutely  desired  by — the  vast 
majority  of  the  American  people. 

In  meeting  the  demands  of  war  fi¬ 
nance,  the  individual  income  tax  moved 
from  a  selective  tax  imposed  on  the 
wealthy  to  the  means  by  which  the  great 
majority  of  our  citizens  participates  in 
paying  for  well  over  one-half  of  our  total 
budget  receipts.  It  is  supplemented  by 
the  corporation  income  tax,  which  pro¬ 
vides  for  another  quarter  of  the  total. 

This  emphasis  on  income  taxation  has 
been  a  sound  development.  But  so  many 
taxpayers  have  become  so  preoccupied 
with  so  many  tax-saving  devices  that 
business  decisions  are  interfered  with, 
and  the  efficient  functioning  of  the  price 
system  is  distorted. 

Moreover,  special  provisions  have  de¬ 
veloped  into  an  increasing  source  of 
preferential  treatment  to  various  groups. 
Whenever  one  taxpayer  is  permitted  to 
pay  less,  someone  else  must  be  asked 
to  pay  more.  The  uniform  distribution 
of  the  tax  burden  is  thereby  disturbed 
and  higher  rates  are  made  necessary  by 
the  narrowing  of  the  tax  base.  Of 
course,  some  departures  from  uniform¬ 
ity  are  needed  to  promote  desirable  so¬ 
cial  or  economic  objectives  of  overriding 
importance  which  can  be  achieved  most 
effectively  through  the  tax  mechanism. 
But  many  of  the  preferences  which  have 
developed  do  not  meet  such  a  test  and 
need  to  be  reevaluated  in  our  tax  reform 
program. 

It  will  be  a  major  aim  of  our  tax  re¬ 
form  program  to  reverse  this  process  by 
broadening  the  tax  base  and  reconsid¬ 
ering  the  rate  structure.  The  result 
should  be  a  tax  system  that  is  more 
equitable,  more  efficient,  and  more  con¬ 
ducive  to  economic  growth. 

n.  TAX  INCENTIVE  FOR  MODERNIZATION  AND 
EXPANSION 

The  history  of  our  economy  has  been 
one  of  rising  productivity,  based  on  im¬ 
provement  in  skills,  advances  in  tech¬ 
nology,  and  a  growing  supply  of  more 
efficient  tools  and  equipment.  This  rise 
has  been  reflected  in  rising  wages  and 
standards  of  living  for  our  workers,  as 
well  as  a  healthy  rate  of  growth  for  the 


economy  as  a  whole.  It  has  also  been 
the  foundation  of  our  leadership  in 
world  markets,  even  as  we  enjoyed  the 
highest  wage  rates  in  the  world. 

Today,  as  we  face  serious  pressure  on 
our  balance-of -payments  position,  we 
must  give  special  attention  to  the  mod¬ 
ernization  of  our  plant  and  equipment. 
Forced  to  reconstruct  after  wartime 
devastation,  our  friends  abroad  now 
possess  a  modern  industrial  system 
helping  to  make  them  formidable  com¬ 
petitors  in  world  markets.  If  our  own 
goods  are  to  compete  with  foreign  goods 
in  price  and  quality,  both  at  home  and 
abroad,  we  shall  need  the  most  efficient 
plant  and  equipment. 

At  the  same  time,  to  meet  the  needs  of 
a  growing  population  and  labor  force, 
and  to  achieve  a  rising  per  capita  income 
and  employment  level,  we  need  a  high 
and  rising  level  of  both  private  and  pub¬ 
lic  capital  formation.  In  my  preceding 
messages,  I  have  proposed  programs  to 
meet  some  of  our  needs  for  such  capital 
formation  in  the  public  area,  including 
investment  in  intangible  capital  such  as 
education  and  research,  as  well  as  in¬ 
vestment  in  physical  capital  such  as 
buildings  and  highways.  I  am  now  pro¬ 
posing  additional  incentives  for  the 
modernization  and  expansion  of  private 
plant  and  equipment. 

Inevitably,  capital  expansion  and 
modernization — now  frequently  under 
the  name  of  “automation” — alter  estab¬ 
lished  modes  of  production.  Great 
benefits  result  and  are  distributed  wide¬ 
ly — but  some  hardships  result  as  well. 
This  places  heavy  responsibilities  on 
public  policy,  not  to  retard  moderniza¬ 
tion  and  capital  expansion  but  to  pro¬ 
mote  growth  and  ameliorate  hardships 
when  they  do  occur — to  maintain  a  high 
level  of  demand  and  employment,  so 
that  those  who  are  displaced  will  be  re¬ 
absorbed  quickly  into  new  positions — 
and  to  assist  in  retraining  and  finding 
new  jobs  for  such  displaced  workers. 
We  are  developing,  through  such  meas¬ 
ures  as  the  area  redevelopment  bill  and 
a  strengthened  Employment  Service,  as 
well  as  assistance  to  the  unemployed,  the 
programs  designed  to  achieve  these  ob¬ 
jectives. 

High  capital  formation  can  be  sus¬ 
tained  only  by  a  high  and  rising  level 
of  demand  for  goods  and  service.  In¬ 
deed,  the  investment  incentive  itself  can 
contribute  materially  to  achieving  the 
prosperous  economy  under  which  this 
incentive  will  make  its  maximum  contri¬ 
bution  to  economic  growth.  Rather 
than  delaying  its  adoption  until  all  ex¬ 
cess  capacity  has  disappeared  and  un¬ 
employment  is  low,  we  should  take  this 
step  now  to  strengthen  our  antirecession 
program,  stimulate  employment,  and  in¬ 
crease  our  export  markets. 

Additional  expenditures  on  plant  and 
equipment  will  immediately  create  more 
jobs  in  the  construction,  lumber,  steel, 
cement,  machinery  and  other  related 
capital  goods  industries.  The  staffing  of 
these  new  plants — and  filling  the  orders 
for  new  export  markets — will  require  ad¬ 
ditional  employees.  The  additional 
wages  of  these  workers  will  help  create 
still  more  jobs  in  consumer  goods  and 
service  industries.  The  increase  in  jobs 
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resulting  from  a  full  year’s  operation  of 
such  an  incentive  is  estimated  at  about 
half  a  million. 

Specifically,  therefore,  I  recommend 
enactment  of  an  investment  tax  incen¬ 
tive  in  the  form  of  a  tax  credit  of  15  per¬ 
cent  of  all  new  plant  and  equipment  in¬ 
vestment  expenditures  in  excess  of  cur¬ 
rent  depreciation  allowances;  6  percent 
of  such  expenditures  below  this  level  but 
in  excess  of  50  percent  of  depreciation 
allowances;  with  10  percent  on  the  first 
$5,000  of  new  investment  as  a  minimum 
credit. 

This  credit  would  be  taken  as  an  offset 
against  the  firm’s  tax  liability,  up  to  an 
overall  limitation  of  30  percent  in  the 
reduction  of  that  liability  in  any  one 
year.  It  would  be  separate  from  and  in 
addition  to  depreciation  of  the  eligible 
new  investment  at  cost.  It  would  be 
available  to  individually  owned  busi¬ 
nesses  as  well  as  cprporate  enterprises, 
and  apply  to  eligible  investment  expendi¬ 
tures  made  after  January  1  of  this  year. 
To  remain  a  real  incentive  and  make  a 
maximum  contribution  to  those  areas 
of  capital  expansion  and  modernization 
where  it  is  most  needed,  and  to  permit 
efficient  administration,  eligible  invest¬ 
ment  expenditures  would  be  limited  to 
expenditures  on  new  plant  and  equip¬ 
ment,  on  assets  located  in  the  United 
States,  and  on  assets  with  a  life  of  6 
years  or  more.  Investments  by  public 
utilities  other  than  transportation  would 
be  excluded,  as  would  be  investment  in 
residential  construction  including  apart¬ 
ments  and  hotels. 

Of  the  eligible  firms,  it  is  expected 
that  many  small  Anns  would  be  able  to 
take  advantage  of  the  minimum  credit 
of  10  percent  on  the  first  $5,000  of  new 
investment  which  is  designed  to  provide 
a  helpful  stimulus  to  the  many  small 
businesses  in  need  of  modernization. 
Other  small  firms  subject  to  a  30-percent 
tax  rate  would  strive  to  be  eligible  for 
the  full  15-percent  credit — the  equivalent 
for  such  firms  of  a  deduction  from  their 
gross  income  for  tax  purposes  of  50  per¬ 
cent  of  the  cost  of  new  investment. 
Among  the  remaining  firms,  it  is  ex¬ 
pected  that  a  majority  would  be  induced 
to  make  new  investments  in  modern 
plant  and  equipment  in  excess  of  their 
depreciation  in  order  to  earn  the  15-per¬ 
cent  credit.  New  and  growing  firms 
would  be  particularly  benefited.  The 
6-percent  credit  for  those  whose  new  in¬ 
vestment  expenditures  fall  between  50 
and  100  percent  of  their  depreciation 
allowances  is  designed  to  afford  some 
substantial  incentive  to  the  depressed  or 
hesitant  firm  which  knows  it  cannot  yet 
achieve  the  15 -percent  credit. 

In  arriving  at  this  form  of  tax  encour¬ 
agement  to  investment,  careful  consid¬ 
eration  was  given  to  other  alternatives. 
If  the  credit  were  given  across  the  board 
to  all  new  investment,  a  much  larger 
revenue  loss  would  result  from  those  ex¬ 
penditures  which  would  have  been  un¬ 
dertaken  anyway  or  represent  no  new 
level  of  effort.  Our  objective  is  to  pro¬ 
vide  the  largest  possible  inducement  to 
new  investment  which  would  not  other¬ 
wise  be  undertaken.  Thus,  the  plan  rec¬ 
ommended  above  would  involve  the  same 
revenue  loss — approximately  $1.7  bil- 
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lion — as  only  a  7-percent  credit  across 
the  board  to  all  new  investment. 

The  use  of  current  depreciation  allow¬ 
ances  as  the  threshold  above  which  the 
higher  rate  of  credit  would  apply  recom¬ 
mends  itself  for  a  number  of  reasons. 
Depreciation  reflects  the  average  level 
of  investment  over  the  past,  but  is  a  less 
restrictive  and  more  stable  test  than  the 
use  of  an  average  of  investment  expendi¬ 
tures  for  a  period  such  as  the  preceding 
5  years.  In  addition,  the  depreciation 
allowances  themselves  in  effect  supply 
tax-free  funds  for  investment  up  to  this 
level.  We  now  propose  a  tax  credit — 
which  would  help  to  secure  funds  needed 
for  the  additional  investment  beyond 
that  level. 

The  proposed  credit,  in  terms  of  the 
revenue  loss  involved,  will  also  be  much 
more  effective  as  an  inducement  to  in¬ 
vestment  than  an  outright  reduction  in 
the  rate  of  corporation  income  tax.  Its 
benefits  would  be  distributed  more 
broadly,  since  the  proposed  credit  will 
apply  to  individuals  and  partnerships  as 
well  as  corporations.  It  will  also  be  more 
effective  as  a  direct  incentive  to  corpo¬ 
rate  investment,  and  increase  available 
funds  more  specifically  in  those  corpora¬ 
tions  most  likely  to  use  them  for  addi¬ 
tional  investment.  In  short,  whereas  the 
credit  will  have  the  advantage  of  focus¬ 
ing  on  the  profitability  of  new  invest¬ 
ment,  much  of  the  revenue  loss  under  a 
general  corporate  rate  reduction  would 
be  diverted  into  raising  the  profitability 
of  old  investment. 

It  is  true  that  this  advantage  of  focus¬ 
ing  entirely  on  new  investment  is  shared 
by  the  alternative  strongly  urged  by 
some — a  tax  change  permitting  more 
rapid  depreciation  of  new  assets  (be  it 
accelerated  depreciation  or  an  additional 
depreciation  allowance  for  the  first 
year) .  But  the  proposed  investment 
credit  would  be  superior,  in  my  view,  for 
a  number  of  reasons.  In  the  first  place, 
the  determination  of  the  length  of  an 
asset’s  life  and  proper  methods  of  de¬ 
preciation  have  a  normal  and  important 
function  in  determining  taxable  income, 
wholly  apart  from  any  considerations  of 
incentive;  and  they  should  not  be  altered 
or  manipulated  for  other  purposes  that 
would  interfere  with  this  function.  It 
may  be  that  on  examination  some  of  the 
existing  depreciation  rules  will  be  found 
to  be  outmoded  and  inequitable;  but  that 
is  a  question  that  should  be  separated 
from  investment  incentives.  A  review 
of  these  rules  and  methods  is  underway 
in  the  Treasury  Department  as  a  part 
of  its  overall  tax  reform  study  to  deter¬ 
mine  whether  changes  are  appropriate 
and,  if  so,  what  form  they  should  take. 
Adoption  of  the  proposed  incentive 
credit  would  in  no  way  foreclose  later 
action  on  these  aspects  of  depreciation. 

In  the  second  place,  an  increase  in  tax 
depreciation  tends  to  be  recorded  in  the 
firm’s  accounts,  thereby  raising  current 
costs  and  acting  as  a  deterrent  to  price 
reduction.  The  proposed  investment 
credit  would  not  share  this  defect. 

Finally,  it  is  clear  that  the  tax  credit 
would  be  more  effective  in  inducing  new 
investment  for  the  same  revenue  loss. 
The  entire  credit  would  be  reflected 
immediately  in  the  increased  funds 


available  for  investment  without  in¬ 
creasing  the  company’s  future  tax  lia¬ 
bility.  A  speedup  in  depreciation  only 
postpones  the  timing  of  the  tax  liability 
on  profits  from  the  investment  to  a  later 
date — an  increase  in  profitability  not 
comparable  to  that  of  an  outright  tax 
credit.  Yet  accelerated  depreciation  is 
much  more  costly  in  immediate  reve¬ 
nues. 

For  example,  on  an  average  invest¬ 
ment,  a  tax  credit  of  15  percent  would 
bring  the  same  return  to  the  firm  as  an 
additional  first  year  depreciation  of  over 
50  percent  of  the  cost  of  the  investment. 
Yet  the  immediate  revenue  loss  to  the 
Treasury  from  such  additional  deprecia¬ 
tion  would  be  twice  as  much,  and  would 
remain  considerably  higher  for  many 
years.  The  incentive  to  new  investment 
our  economy  needs,  and  which  this  rec¬ 
ommendation  would  provide  at  a  reve¬ 
nue  loss  of  $1.7  billion,  could  be  supplied 
by  an  initial  write  off  only  at  an  im¬ 
mediate  cost  of  $3.4  billion. 

I  believe  this  investment  tax  credit 
will  become  a  useful  and  continuous  part 
of  our  tax  structure.  But  it  will  be  a 
new  venture  and  remain  in  need  of  re¬ 
view.  Moreover,  it  may  prove  desirable 
for  the  Congress  to  modify  the  credit 
from  time  to  time,  so  as  to  adapt  it  to 
the  needs  of  a  changing  economy.  I 
strongly  urge  its  adoption  in  this  session. 

III.  TAX  TREATMENT  OF  FOREIGN  INCOME 

Changing  economic  conditions  at 
home  and  abroad,  the  desire  to  achieve 
greater  equity  in  taxation,  and  the 
strains  which  have  developed  in  our 
balance-of -payments  position  in  the  last 
few  years,  compel  us  to  examine  criti¬ 
cally  certain  features  of  our  tax  system 
which,  in  conjunction  with  the  tax  sys¬ 
tem  of  other  countries,  consistently  favor 
U.S.  private  investment  abroad  com¬ 
pared  with  investment  in  our  own 
economy. 

1.  Elimination  of  tax  deferral  privi¬ 
leges  in  developed  countries  and  “tax 
haven”  deferral  privileges  in  all  coun¬ 
tries.  Profits  earned  abroad  by  Ameri¬ 
can  firms  operating  through  foreign 
subsidiaries  are,  under  present  tax  laws, 
subject  to  U.S.  tax  only  when  they  are 
returned  to  the  parent  company  in  the 
form  of  dividends.  In  some  cases,  this 
tax  deferral  has  made  possible  indef¬ 
inite  postponement  of  the  U.S.  tax;  and, 
in  those  countries  where  income  taxes 
are  lower  than  in  the  United  States,  the 
ability  to  defer  the  payment  of  U.S.  tax 
by  retaining  income  in  the  subsidiary 
companies  provides  a  tax  advantage  for 
companies  operating  through  oversea 
subsidiaries  that  is  not  available  to  com¬ 
panies  operating  solely  in  the  United 
States.  Many  American  investors  prop¬ 
erly  made  use  of  this  deferral  in  the 
conduct  of  their  foreign  investment. 
Though  changing  conditions  now  make 
continuance  of  the  privilege  undesirable, 
such  change  of  policy  implies  no  criti¬ 
cism  of  the  investors  who  so  utilize  this 
privilege. 

The  undesirability  of  continuing  de¬ 
ferral  is  underscored  where  deferral  has 
served  as  a  shelter  for  tax  escape 
through  the  unjustifiable  use  of  tax 
havens  such  as  Switzerland.  Recently 
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more  and  more  enterprises  organized 
abroad  by  American  firms  have  arranged 
their  corporate  structures — aided  by  ar¬ 
tificial  arrangements  between  parent 
and  subsidiary  regarding  intercompany 
pricing,  the  transfer  of  patent  licensing 
rights,  the  shifting  of  management  fees, 
and  similar  practices  which  maximize 
the  accumulation  of  profits  in  the  tax 
haven — so  as  to  exploit  the  multiplicity 
of  foreign  tax  systems  and  international 
agreements  in  order  to  reduce  sharply 
or  eliminate  completely  their  tax  liabili¬ 
ties  both  at  home  and  abroad. 

To  the  extent  that  these  tax  havens 
and  other  tax  deferral  privileges  result 
in  U.S.  firms  investing  or  locating 
abroad  largely  for  tax  reasons,  the  effi¬ 
cient  allocation  of  international  re¬ 
sources  is  upset,  the  initial  drain  on  our 
already  adverse  balance  of  payments  is 
never  fully  compensated,  and  profits  are 
retained  and  reinvested  abroad  which 
would  otherwise  be  invested  in  the 
United  States.  Certainly  since  the  post¬ 
war  reconstruction  of  Europe  and  Japan 
has  been  completed,  there  are  no  longer 
foreign  policy  reasons  for  providing  tax 
incentives  for  foreign  investment  in  the 
economically  advanced  countries. 

If  we  are  seeking  to  curb  tax  havens,  if 
we  recognize  that  the  stimulus  of  tax 
deferral  is  no  longer  needed  for  invest¬ 
ment  in  the  developed  countries,  and  if 
we  are  to  emphasize  investment  in  this 
country  in  order  to  stimulate  our  econ¬ 
omy  and  our  plant  modernization,  as  well 
as  case  our  balance-of-payments  deficit, 
we  can  no  longer  afford  existing  tax 
treatment  of  foreign  income. 

I  therefore  recommend  that  legislation 
be  adopted  which  would,  after  a  two- 
step  transitional  period,  tax  each  year 
American  corporations  on  their  current 
share  of  the  undistributed  profits 
realized  in  that  year  by  subsidiary  corpo¬ 
rations  organized  in  economically  ad¬ 
vanced  countries.  This  current  taxa¬ 
tion  would  also  apply  to  individual 
shareholders  of  closely  held  corporations 
in  those  countries.  Since  income  taxes 
paid  abroad  are  properly  a  credit 
against  the  U.S.  income  tax,  this  would 
subject  the  income  from  such  business 
activities  to  essentially  the  same  tax 
rates  as  business  activities  conducted  in 
the  United  States.  To  permit  firms  to 
adjust  their  operations  to  this  change,  I 
also  recommend  that  this  result  be 
achieved  in  equal  steps  over  a  2-year 
period,  under  which  only  one-half  of  the 
profits  would  be  affected  during  1962. 
Where  the  foreign  taxes  paid  have  been 
close  to  the  U.S.  rates,  the  impact  of  this 
change  would  be  small. 

This  proposal  will  maintain  U.S.  in¬ 
vestment  in  the  developed  countries  at 
the  level  justified  by  market  forces. 
American  enterprise  aboard  will  con¬ 
tinue  to  compete  with  foreign  firms. 
With  their  access  to  capital  markets  at 
home  and  abroad,  their  advanced  tech¬ 
nical  know-how,  their  energy,  resource¬ 
fulness,  and  many  other  advantages, 
American  firms  will  continue  to  occupy 
their  rightful  place  in  the  markets  of 
the  world.  While  the  rate  of  expansion 
of  some  American  business  operations 
abroad  may  be  reduced  through  the 
withdrawal  of  tax  deferral  such  reduc- 
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tion  would  be  consistent  with  the  effi¬ 
cient  distribution  of  capital  resources  in 
the  world,  our  balance  of  payments 
needs,  and  fairness  to  competing  firms 
located  in  our  own  country. 

At  the  same  time,  I  recommend  that 
tax  deferral  be  continued  for  income 
from  investment  in  the  developing  econ¬ 
omies:  The  free  world  has  a  strong 
obligation  to  assist  in  the  development 
of  these  economies,  and  private  invest¬ 
ment  has  an  important  contribution  to 
make.  Continued  income  tax  deferral 
for  these  areas  will  be  helpful  in  this  re¬ 
spect.  In  addition,  the  proposed  elimi¬ 
nation  of  income  tax  deferral  on  U.S. 
earnings  in  industrialized  countries 
should  enhance  the  relative  attraction 
of  investment  in  the  less  developed 
countries. 

On  the  other  hand,  I  recommend  elim¬ 
ination  of  the  “tax  haven”  device  any¬ 
where  in  the  world,  even  in  the  under¬ 
developed  countries,  through  the  elim¬ 
ination  of  tax  deferral  privileges  for 
those  forms  of  activities,  such  as  trading, 
licensing,  insurance  and  others,  that 
typically  seek  out  tax  haven  methods  of 
operation.  There  is  no  valid  reason  to 
permit  their  remaining  untaxed  regard¬ 
less  of  the  country  in  which  they  are 
located. 

2.  Taxation  of  foreign  investment 
companies :  For  some  years  now  we  have 
witnessed  substantial  outflows  of  capital 
from  the  United  States  into  investment 
companies  created  abroad  whose  prin¬ 
cipal  justification  lies  in  the  tax  benefits 
which  their  method  of  operation  pro¬ 
duces.  I  recommend  that  these  tax  bene¬ 
fits  be  removed  and  that  income  derived 
through  such  foreign  investment  com¬ 
panies  be  treated  in  substantially  the 
same  way  as  income  from  domestic  in¬ 
vestment  companies. 

3.  Taxation  of  American  citizens 
abroad:  It  is  no  more  justifiable  to  pro¬ 
vide  tax  exemptions  for  individuals  liv¬ 
ing  in  the  developed  countries  than  it  is 
to  provide  tax  inducements  for  capital 
investment  there.  Nor  should  we  per¬ 
mit  totally  unjustified  tax  benefits  to  be 
obtained  by  those  Americans  whose 
choice  of  residence  is  dictated  primarily 
by  their  desire  to  minimize  taxes. 

I  therefore  recommend:  that  the  total 
tax  exemption  now  accorded  the  earned 
income  of  American  citizens  residing 
abroad  be  completely  terminated  for 
those  residing  in  economically  advanced 
countries;  that  this  exemption  for 
earned  income  be  limited  to  $20,000  for 
those  residing  in  the  less  developed 
countries;  and  that  the  exemption  of 
$20,000  of  earned  income  now  accorded 
those  citizens  who  stay  (but  do  not  re¬ 
side)  abroad  for  17  out  of  18  months  also 
be  completely  terminated  for  those  living 
or  traveling  in  the  economically  ad¬ 
vanced  countries. 

4.  Estate  tax  on  property  located 
abroad :  I  recommend  that  the  exclusion 
from  the  estate  tax  accorded  real  prop¬ 
erty  situated  abroad  be  terminated. 
With  the  adoption  several  years  ago  of 
the  credit  for  foreign  taxes  under  the 
estate  tax,  there  is  no  justification  for 
the  continued  exemption  of  such  prop¬ 
erty. 


5.  Allowance  for  foreign  tax  on  divi¬ 
dends:  Finally,  the  method  by  which 
the  credit  for  foreign  income  taxes  is 
computed  in  the  case  of  dividends  in¬ 
volves  a  double  allowance  for  foreign  in¬ 
come  taxes  and  should  be  corrected. 

These  proposals,  along  with  more  de¬ 
tailed  and  technical  changes  needed  to 
improve  the  taxation  of  foreign  income, 
are  expected  to  reduce  substantially  our 
balance-of-payments  deficit  and  to  in¬ 
crease  revenues  by  at  least  $250  million 
per  year. 

IV.  COERECTION  OF  OTHER  STRUCTURAL  DEFECTS 

I  next  recommend  a  number  of  meas¬ 
ures  to  remove  other  serious  defects  in 
the  income  tax  structure.  These 
changes,  while  making  a  beginning  to¬ 
ward  the  comprehensive  tax  reform  pro¬ 
gram  mentioned  above,  will  provide 
sufficient  revenue  gains  to  offset  the  cost 
of  the  investment  tax  credit  and  keep 
the  revenue-producing  potential  of  our 
tax  structure  intact. 

1.  Withholding  on  interest  and  divi¬ 
dends:  Our  system  of  combined  with¬ 
holding  and  voluntary  reporting  on 
wages  and  salaries  under  the  individual 
income  tax  has  served  us  well.  Intro¬ 
duced  during  the  war  when  the  income 
tax  was  extended  to  millions  of  new  tax¬ 
payers,  the  wage-withholding  system  has 
been  one  of  the  most  important  and  suc¬ 
cessful  advances  in  our  tax  system  in 
recent  times.  Initial  difficulties  were 
quickly  overcome,  and  the  new  system 
helped  the  taxpayer  no  less  than  the 
tax  collector. 

It  is  the  more  unfortunate,  therefore, 
that  the  application  of  the  withholding 
principle  has  remained  incomplete. 
Withholding  does  not  apply  to  dividends 
and  interest,  with  the  result  that  sub¬ 
stantial  amounts  of  such  income,  par¬ 
ticularly  interest,  improperly  escape  tax¬ 
ation.  It  is  estimated  that  about  $3 
billion  of  taxable  interest  and  dividends 
are  unreported  each  year.  This  is  pat¬ 
ently  unfair  to  those  who  must  as  a 
result  bear  a  larger  share  of  the  tax 
burden.  Recipients  of  dividends  and 
interest  should  pay  their  tax  no  less 
than  those  who  receive  wage  and  salary 
income,  and  the  tax  should  be  paid  just 
as  promptly.  Large  continued  avoid¬ 
ance  of  tax  on  the  part  of  some  has  a 
steadily  demoralizing  effect  on  the  com¬ 
pliance  of  others. 

This  gap  in  reporting  has  not  been 
appreciably  lessened  by  educational  pro¬ 
grams.  Nor  can  it  be  effectively  closed 
by  intensified  enforcement  measures, 
except  by  the  expenditure  of  inordinate 
amounts  of  time  and  money.  With¬ 
holding  on  corporate  dividends  and  on 
investment  type  interest,  such  as  inter¬ 
est  paid  on  taxable  government  and  cor¬ 
porate  securities  and  savings  accounts, 
is  both  necessary  and  practicable. 

I  therefore  recommend  the  enactment 
of  legislation  to  provide  for  a  20-percent 
withholding  rate  on  corporate  dividends 
and  taxable  investment  type  interest,  ef¬ 
fective  January  1,  1962,  under  a  system 
which  would  not  require  the  preparation 
of  withholding  statements  to  be  sent  to 
recipients.  It  would  thus  place  a  rela¬ 
tively  light  burden  of  compliance  on  the 
payers  of  interest  and  dividends — cer¬ 
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tainly  less  than  that  placed  on  payers  of 
wages  and  salaries — while  at  the  same 
time  largely  solving  the  compliance 
problem  for  most  of  the  taxpayers  re¬ 
ceiving  dividends  and  interest.  Steps 
will  also  be  taken  to  avoid  hardships  for 
recipients  who  are  not  subject  to  tax. 

The  remaining  need  for  compliance, 
largely  in  the  high  income  group  sub¬ 
ject  to  a  higher  tax  rate,  would  be  met 
through  the  concentration  of  enforce¬ 
ment  devices  on  taxpayers  in  these 
brackets.  Introduction  of  equipment  for 
the  automatic  processing  of  information 
returns  would  be  especially  helpful  for 
this  purpose  and  would  thus  supplement 
the  extension  of  withholding. 

Enactment  of  this  proposal  is  esti¬ 
mated  to  increase  revenue  by  $600  mil¬ 
lion  per  year. 

2.  Repeal  of  the  dividend  credit  and 
exclusion:  The  present  law  provides  for 
an  exclusion  from  income  of  the  first  $50 
of  dividends  received  from  domestic 
corporations,  and  for  a  4-percent  credit 
against  tax  of  such  dividend  income  in 
excess  of  $50.  These  provisions  were 
enacted  in  1954.  Proponents  argued 
that  they  would  encourage  capital  for¬ 
mation  through  equity  investment,  and 
that  they  would  provide  a  partial  offset 
to  the  so-called  double  taxation  of  divi¬ 
dend  income.  It  is  now  clear  that  they 
serve  neither  purpose  well;  and  I,  there¬ 
fore,  recommend  the  repeal  of  both  the 
dividend  credit  and  exclusion. 

The  dividend  credit  and  exclusion  are 
not  an  efficient  stimulus  to  capital  ex¬ 
pansion  in  the  form  of  plant  and  equip¬ 
ment.  The  revenue  losses  resulting 
from  these  provisions  are  spread  over 
a  large  volume  of  outstanding  shares 
rather  than  being  concentrated  on  new 
shares;  and  the  stimulating  effects  of 
the  provisions  are  thus  greatly  diluted, 
resulting  in  relatively  little  increases  in 
the  supply  of  equity  funds  and  a  rela¬ 
tively  slight  reduction  in  the  cost  of 
equity  financing.  In  fact,  such  reduc¬ 
tion  as  does  occur  is  more  likely  to  bene¬ 
fit  large  corporations  with  easy  access 
to  the  capital  market,  while  being  of 
little  use  to  small  firms  which  are  not  so 
favorably  situated.  Insofar  as  raising 
the  profitability  of  new  investment  in 
plant  and  equipment  is  concerned,  the 
tax  investment  credit  proposed  above 
would  be  far  more  effective  since  it  is 
offered  to  the  corporation,  where  the 
actual  investment  decision  is  made. 

The  dividend  credit  and  exclusion  are 
equally  inadequate  as  a  solution  to  the 
so-called  problem  of  double  taxation. 
Whatever  may  be  the  merits  of  the  argu¬ 
ments  respecting  the  existence  of  double 
taxation,  the  provisions  of  the  1954  act 
clearly  do  not  offer  an  appropriate 
remedy.  They  greatly  overcompensate 
the  dividend  recipient  in  the  high  income 
bracket,  while  giving  either  insufficient 
or  no  relief  to  shareholders  with  smaller 
income. 

This  point  deserves  emphasis.  For 
viewed  simply  as  a  means  of  tax  reduc¬ 
tion,  the  dividend  credit  is  wholly  in¬ 
equitable.  The  distribution  of  its  bene¬ 
fits  is  highly  favorable  to  the  taxpayers 
in  the  upper  income  groups  who  receive 
the  major  part  of  dividend  income.  Only 
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about  10  percent  of  dividend  income  ac¬ 
crues  to  those  with  incomes  below  $5,000; 
about  80  percent  of  it  accrues  to  that 
6.5  percent  of  taxpayers  whose  incomes 
exceed  $10,000  a  year.  Similarly,  divi¬ 
dend  income  is  a  sharply  rising  fraction 
of  total  income  as  we  move  up  the  in¬ 
come  scale.  Thus,  dividend  income  is 
about  1  percent  of  all  income  from  all 
sources  for  those  taxpayers  with  incomes 
of  $3,000  to  $5,000;  but  it  constitutes 
more  than  25  percent  of  the  income  for 
those  with  $100,000  to  $150,000  of  in¬ 
come,  and  about  50  percent  for  those 
with  incomes  over  $1  million. 

The  role  of  the  dividend  credit  should 
not  be  confused  with  the  broader  ques¬ 
tion  of  tax  rates  applicable  to  high  in¬ 
comes.  These  high  rates  deserve  re¬ 
examination;  and  this  is  one  of  the  prob¬ 
lems  which  will  be  examined  in  the  con¬ 
text  of  next  year’s  tax  reform.  But  if  top 
bracket  rates  were  to  be  reduced,  the 
dividend  credit  is  not  the  way  to  do  it. 
Rate  reductions,  if  appropriate,  should 
apply  no  less  to  those  with  high  incomes 
from  other  sources,  such  as  professional 
and  salaried  people  whose  tax  position 
is  particularly  difficult  today. 

If  the  credit  is  eliminated,  the  $50 
exclusion  should  also  be  discarded  for 
similar  reasons.  The  tax  saving  from 
the  exclusion  is  substantially  greater  for 
a  dividend  recipient  with  a  high  income 
than  for  a  recipient  with  low  income. 
Moreover,  on  equity  grounds,  there  is 
no  reason  for  giving  tax  reduction  to 
that  small  fraction  of  low  income  tax¬ 
payers  who  receive  dividends  in  con¬ 
trast  to  those  who  must  live  on  wages, 
interest,  rents  or  other  forms  of  income. 

The  1954  formula  therefore  is  a  dead 
end  and  should  be  rescinded,  effective 
December  31  of  this  year.  The  esti¬ 
mated  revenue  gain  is  $450  million  per 
year. 

3.  Expense  accounts:  In  recent  years 
widespread  abuses  have  developed 
through  the  use  of  the  expense  account. 
Too  many  firms  and  individuals  have 
devised  means  of  deducting  too  many 
personal  living  expenses  as  business  ex¬ 
penses,  thereby  charging  a  large  part 
of  their  cost  to  the  Federal  Government. 
Indeed,  expense  account  living  has  be¬ 
come  a  byword  in  the  American  scene. 

This  is  a  matter  of  national  concern, 
affecting  not  only  our  public  revenues, 
our  sense  of  fairness,  and  our  respect 
for  the  tax  system,  but  our  moral  and 
business  practices  as  well.  This  wide¬ 
spread  distortion  of  our  business  and 
social  structure  is  largely  a  creature  of 
the  tax  system,  and  the  time  has  come 
when  our  tax  laws  should  cease  their 
encouragement  of  luxury  spending  as  a 
charge  on  the  Federal  Treasury.  The 
slogan — “It’s  deductible” — should  pass 
from  our  scene. 

Tighter  enforcement  of  present  legis¬ 
lation  will  not  suffice.  Even  though  in 
some  instances  entertainment  and  re¬ 
lated  expenses  have  an  association  with 
the  needs  of  business,  they  nevertheless 
confer  substantial  tax-free  personal 
benefits  to  the  recipients.  In  other  cases, 
deductions  are  obtained  by  disguising 
personal  expenses  as  business  outlays. 
But  under  present  law,  it  is  extremely 
difficult  to  separate  out  and  disallow 


such  pseudobusiness  expenditures.  New 
legislation  is  needed  to  deal  with  the 
problem. 

I  therefore  recommend  that  the  cost 
of  such  business  entertainment  and  the 
maintenance  of  entertainment  facilities 
(such  as  yachts  and  hunting  lodges)  be 
disallowed  in  full  as  a  tax  deduction  and 
that  restrictions  be  imposed  on  the 
deductibility  of  business  gifts,  expenses 
of  business  trips  combined  with  vaca¬ 
tions,  and  excessive  personal  living  ex¬ 
penses  incurred  on  business  travel  away 
from  home. 

I  feel  confident  that  these  measures 
will  be  welcomed  by  the  American  peo¬ 
ple.  I  am  also  confident  that  business 
firms,  now  forced  to  emulate  the  ex¬ 
pense  account  favors  of  their  competi¬ 
tors,  however  unsound  or  uneconomical 
such  practices  may  be,  will  welcome  the 
removal  of  this  pressure.  These  meas¬ 
ures  will  strengthen  both  our  tax  struc¬ 
ture  and  the  moral  fiber  of  our  society. 
These  provisions  should  be  effective  as 
of  January  1,  1962  and  are  estimated 
to  increase  Treasury  receipts  by  at  least 
$250  million  per  year. 

4.  Capital  gains  on  sale  of  depreciable 
business  property:  Another  flaw  which 
should  be  corrected  at  this  time  relates 
to  the  taxation  of  gains  on  the  sale  of 
depreciable  business  property.  Such 
gains  are  now  taxed  at  the  preferential 
rate  applicable  to  capital  gains,  even 
though  they  represent  ordinary  income. 

This  situation  arises  because  the  statu¬ 
tory  rate  of  depreciation  may  not  co¬ 
incide  with  the  actual  decline  in  the 
value  of  the  asset.  While  the  taxpayer 
holds  the  property,  depreciation  is  taken 
as  a  deduction  from  ordinary  income. 
Upon  its  resale,  where  the  amount  of 
depreciation  allowable  exceeds  the  de¬ 
cline  in  the  actual  value  of  the  asset  so 
that  a  gain  occurs,  this  gain  under  pres¬ 
ent  law  is  taxed  at  the  preferential  capi¬ 
tal  gains  rate.  The  advantages  result¬ 
ing  from  this  practice  have  been 
increased  by  the  liberalization  of  depre¬ 
ciation  rates. 

Our  capital  gains  concept  should  not 
encompass  this  kind  of  income.  This 
inequity  should  be  eliminated,  and  espe¬ 
cially  so  in  view  of  the  proposed  invest¬ 
ment  credit.  We  should  not  encourage 
through  tax  incentives  the  further  ac¬ 
quisition  of  such  property  as  long  as 
this  loophole  remains. 

I  therefore  recommend  that  capital 
gains  treatment  be  withdrawn  from 
gains  on  the  disposition  of  depreciable 
property,  both  personal  and  real  prop¬ 
erty,  to  the  extent  that  depreciation  has 
been  deducted  for  such  property  by  the 
seller  in  previous  years,  permitting  only 
the  excess  of  the  sales  price  over  the 
original  cost  to  be  treated  as  a  capital 
gain.  The  remainder  should  be  treated 
as  ordinary  income.  This  reform  should 
immediately  become  effective  as  to  all 
sales  taking  place  after  the  date  of  en¬ 
actment.  It  is  estimated  to  raise  rev¬ 
enue  by  $200  million  annually. 

5.  Cooperatives  and  financial  insti¬ 
tutions:  Another  area  of  the  tax  laws 
which  calls  for  attention  is  the  treatment 
of  cooperatives,  private  lending  institu¬ 
tions,  and  fire  and  casualty  insurance 
companies. 


Contrary  to  the  intention  of  Congress, 
substantial  income  from  certain  coopera¬ 
tive  enterprises,  reflecting  business  op¬ 
erations,  is  not  being  taxed  either  to  the 
cooperative  organization  itself  or  its 
members.  This  situation  must  be  cor¬ 
rected  in  a  manner  that  is  fair  and  just 
to  both  the  cooperatives  and  competing 
businesses. 

The  present  inequity  has  resulted  from 
court  decisions  which  held  patronage  re¬ 
funds  in  certain  forms  to  be  nontaxable. 
I  recommend  that  the  law  be  clarified  so 
that  all  earnings  are  taxable  to  either  the 
cooperatives  or  to  their  patrons,  assess¬ 
ing  the  patron  on  the  earnings  that  are 
allocated  to  him  as  patronage  dividends 
or  refunds  in  scrip  or  cash.  The  with¬ 
holding  principle  recommended  above 
should  also  be  applied  to  patronage  divi¬ 
dends  or  refunds  so  that  the  average 
patron  receiving  scrip  will,  in  effect,  be 
given  the  cash  to  pay  his  tax  on  his  pa¬ 
tronage  dividend  or  refund.  The  coop¬ 
eratives  should  not  be  penalized  by  the 
assessment  of  a  patronage  tax  upon  divi¬ 
dends  or  refunds  taxable  to  the  patron 
but  left  in  the  business  as  a  substitute 
for  the  sale  of  securities  to  obtain  addi¬ 
tional  equity  capital.  The  exemption  for 
rural  electric  cooperatives  and  credit 
unions  should  be  continued. 

The  tax  provisions  applicable  to  fire 
and  casualty  insurance  companies,  orig¬ 
inally  adopted  in  1942,  need  to  be  re¬ 
viewed  in  the  light  of  current  conditions. 
Many  of  these  companies,  organized  on 
the  mutual  or  reciprocal  basis  are  now 
taxed  under  a  special  formula  which 
does  not  take  account  of  their  under¬ 
writings  gains  and  thus  results  in  an  in¬ 
equitable  distribution  of  the  tax  burden 
among  various  types  of  companies. 
Consideration  should  be  given  to  taxing 
mutual  or  reciprocal  companies  on  a  ba¬ 
sis  similar  to  stock  companies,  following 
the  pattern  of  similar  treatment  of  stock 
and  mutual  enterprise  in  the  life  insur¬ 
ance  field. 

Some  of  the  most  important  types  of 
private  savings  and  lending  institutions 
in  the  country  are  accorded  tax  deducti¬ 
ble  reserve  provisions  which  substan¬ 
tially  reduce  or  eliminate  their  Federal 
income  tax  liability.  These  provisions 
should  be  reviewed  with  the  aim  of  as¬ 
suring  nondiscriminatory  treatment. 

Remedial  legislation  in  these  fields 
would  enlarge  the  revenues  and  con¬ 
tribute  to  a  fair  and  sound  tax  structure. 

V.  TAX  ADMINISTRATION 

One  of  the  major  characteristics  of 
our  tax  system,  and  one  in  which  we  can 
take  a  great  deal  of  pride,  is  that  it  op¬ 
erates  primarily  through  individual 
self-assessment.  The  integrity  of  such 
a  system  depends  upon  the  continued 
willingness  of  the  people  honestly  and 
accurately  to  discharge  this  annual  price 
of  citizenship.  To  the  extent  that  some 
people  are  dishonest  or  careless  in  their 
dealings  with  the  Government,  the  ma¬ 
jority  is  forced  to  carry  a  heavier  tax 
burden. 

For  voluntary  self-assessment  to  be 
both  meaningful  and  productive  of  reve¬ 
nues,  the  citizens  must  not  only  have 
confidence  in  the  fairness  of  the  tax  laws, 
but  also  in  their  uniform  and  vigorous 
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enforcement  of  these  laws.  If  noncom¬ 
pliance  by  the  few  continues  unchecked, 
the  confidence  of  the  many  in  our  self- 
assessment  system  will  be  shaken  and 
one  of  the  cornerstones  of  our  Govern¬ 
ment  weakened. 

I  have  in  this  message  already  recom¬ 
mended  the  application  of  withholding 
to  dividends  and  interest  and  revisions 
to  halt  the  abuses  of  expense  accounts. 
These  measures  will  improve  taxpayer 
compliance  and  raise  the  regard  of  tax¬ 
payers  for  the  fairness  of  our  system. 
In  addition,  I  propose  three  further 
measures  to  improve  the  tax  enforce¬ 
ment  machinery. 

1.  Taxpayer  account  numbers:  The 
Internal  Revenue  Service  has  begun  the 
installation  of  automatic  data  processing 
equipment  to  improve  administration  of 
the  growing  job  of  tax  collection  and  en¬ 
forcement.  A  system  of  identifying  tax¬ 
payer  account  numbers,  which  would 
make  possible  the  bringing  together  of 
all  tax  data  for  any  one  particular  tax¬ 
payer,  is  an  essential  part  of  such  an  im¬ 
proved  collection  and  enforcement  pro¬ 
gram. 

For  this  purpose,  social  security  num¬ 
bers  would  be  used  by  taxpayers  already 
having  them.  The  small  minority  cur¬ 
rently  without  such  numbers  would  be 
assigned  numbers  which  these  persons 
could  later  use  as  well  for  social  security 
purposes  if  needed.  The  numbers  would 
be  entered  on  tax  returns,  information 
returns,  and  related  documents. 

I  recommend  that  legislation  be  en¬ 
acted  to  authorize  the  use  of  taxpayer 
account  numbers  beginning  January  1, 
1962,  to  identify  taxpayer  accounts 
throughout  the  processing  and  record¬ 
keeping  operations  of  the  Internal  Reve¬ 
nue  Service. 

2.  Increased  audit  coverage:  The  ex¬ 
amination  of  tax  returns  is  the  essence 
of  the  enforcement  process.  The  num¬ 
ber  of  examining  personnel  of  the  In¬ 
ternal  Revenue  Service,  however,  has 
been  consistently  inadequate  to  cope 
with  the  audit  workload.  Consequently, 
it  has  been  unable  to  audit  carefully 
many  of  the  returns  which  should  be  so 
examined.  Anticipated  growth  in  our 
population  will,  of  course,  increase  this 
enforcement  problem. 

Related  to  broadened  tax  audit  is  the 
criminal  enforcement  program  of  the 
Revenue  Service.  Here,  the  guiding 
principle  is  the  creation  of  a  deterrent 
to  tax  evasion  and  to  maintain  or,  if 
possible,  increase  voluntary  compliance 
with  all  taxing  statutes.  This  means 
placing  an  appropriate  degree  of  inves¬ 
tigative  emphasis  on  all  types  of  tax 
violations,  in  all  geographical  areas, 
and  identifying  violations  of  substance 
in  all  income  brackets  regardless  of  oc¬ 
cupation,  business,  or  profession. 

Within  this  framework  of  a  balanced 
enforcement  effort,  the  Service  is  plac¬ 
ing  special  investigative  emphasis  on  re¬ 
turns  filed  by  persons  receiving  income 
from  illegal  sources.  I  have  directed 
all  Federal  law  enforcement  agencies 
to  cooperate  fully  with  the  Attorney 
General  in  a  drive  against  organized 
crime,  and  to  utilize  their  resources  to 
the  maximum  extent  in  conducting  in¬ 
vestigations  of  individuals  engaged  in 
criminal  activity  on  a  major  scale. 


With  the  foregoing  in  mind,  I  have 
directed  the  Secretary  of  the  Treasury 
to  provide  through  the  Internal  Revenue 
Service  a  maximum  effort  in  this  field. 

To  fulfill  these  requirements  for  im¬ 
proved  audits,  enforcement  and  anti¬ 
crime  investigation,  it  is  essential  that 
the  Service  be  provided  additional  re¬ 
sources  which  will  pay  their  own  cost 
many  times  over.  In  furthering  the 
Service’s  long-range  plans,  the  prior  ad¬ 
ministration  asked  additional  appropria¬ 
tions  of  $27.4  million  to  hire  about  3,500 
additional  personnel  during  fiscal  1962, 
including  provisions  for  the  necessary 
increases  in  space  and  modern  equip¬ 
ment  vital  to  the  efficient  operation  of 
the  Service.  To  meet  the  commitments 
described  above,  this  administration  re¬ 
viewed  these  proposals  and  recommend¬ 
ed  that  they  be  increased  by  another 
$7  million  and  765  additional  personnel 
to  expedite  the  expansion  and  criminal 
enforcement  programs.  The  pending 
alternative  of  only  1,995  additional  per¬ 
sonnel,  or  less  than  one-half  of  the 
number  requested,  this  administration 
would  constitute  little  more  than  the 
additional  employees  needed  each  year 
during  the  1960’s  just  to  keep  up  with 
the  estimated  growth  in  number  and 
complexity  of  returns  filed.  Thus  I  must 
again  strongly  urge  the  Congress  to  give 
its  full  support  to  my  original  request. 
These  increases  will  safeguard  the  long¬ 
term  adequacy  of  the  Nation’s  tradi¬ 
tional  voluntary  compliance  system  and, 
at  the  same  time,  return  the  added 
appropriations  several  times  over  in 
added  revenue. 

3.  Inventory  reporting:  It  is  increas¬ 
ingly  apparent  that  the  manipulation  of 
inventories  has  become  a  frequent 
method  of  avoiding  taxes.  Current  laws 
and  regulations  generally  permit  the  use 
of  inventory  methods  which  are  accept¬ 
able  in  recognized  accounting  practice. 
Deviations  from  these  methods,  which 
are  not  always  easy  to  detect  during  ex¬ 
amination  of  tax  returns,  can  often  lead 
to  complete  nonpayment  of  taxes  until 
the  inventories  are  liquidated;  and,  for 
some  taxpayers,  this  represents  perma¬ 
nent  tax  reduction.  The  understating  of 
the  valuation  of  inventories  is  the  device 
most  frequently  used. 

I  have  directed  the  Internal  Revenue 
Service  to  give  increasing  attention  to 
this  area  of  tax  avoidance,  through  a 
stepped-up  emphasis  on  both  the  verifi¬ 
cation  of  the  amounts  reported  as  inven¬ 
tories  and  an  examination  of  methods 
used  in  arriving  at  their  reported  valua¬ 
tion. 

VI.  TAX  RATE  EXTENSION 

As  recommended  by  my  predecessor,  it 
is  again  necessary  that  Congress  enact 
an  extension  of  present  corporation  in¬ 
come  and  excise  tax  rates  otherwise 
scheduled  for  reduction  or  termination 
on  July  1,  1961.  Such  extension  has 
been  adopted  by  the  Congress  on  a  num¬ 
ber  of  previous  occasions,  and  our  pres¬ 
ent  revenue  requirements  make  such  ex¬ 
tension  absolutely  necessary  again  this 
year. 

In  the  absence  of  such  legislation,  the 
corporate  tax  rate  would  be  decreased  5 
percentage  points,  from  52  percent  to  47 
percent,  excise  tax  rates  on  distilled 
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spirits,  beer,  wines,  cigarettes,  passenger 
automobiles,  automobile  parts  and  ac¬ 
cessories,  and  the  transportation  of 
persons  would  also  decline;  and  the  ex¬ 
cise  tax  on  general  telephone  service 
would  expire.  We  cannot  afford  the  loss 
of  these  revenues  at  this  time. 

VII.  AVIATION  FUEL 

The  last  item  on  the  agenda  relates 
to  aviation  fuel.  The  two  previous  ad¬ 
ministrations  have  urged  that  civil  avia¬ 
tion,  a  mature  and  growing  industry,  be 
required  to  pay  a  fair  share  of  the  costs 
of  operating  and  improving  the  Federal 
airways  system.  The  rapidly  mounting 
costs  of  these  essential  services  to  air 
transportation  makes  the  imposition  of 
user  charges  more  imperative  now  than 
ever  before.  The  most  efficient  method 
for  recovering  a  portion  of  these  costs 
equitably  from  the  airway  users  is 
through  a  tax  on  aviation  fuel.  Present 
law  provides  for  a  net  tax  of  2  cents  a 
gallon  on  aviation  gasoline  but  no  tax 
on  jet  fuel.  The  freedom  from  tax  of 
jet  fuel  is  inequitable  and  is  resulting  in 
substantial  revenue  losses  due  to  the 
transition  to  jet  power  and  the  resulting 
decline  in  gasoline  consumption. 

My  predecessor  recommended  a  flat 
4J,4 -cent  tax  for  both  aviation  gasoline 
and  jet  fuels.  Such  a  request,  however, 
appears  to  be  unrealistic  in  view  of  the 
current  financial  condition  of  the  airline 
industry. 

Therefore  I  recommend:  Extending 
the  present  net  2 -cent  rate  on  aviation 
gasoline  to  jet  fuels;  holding  this  uni¬ 
form  rate  covering  both  types  of  fuel  at 
the  2-cent  level  for  fiscal  1962;  and  pro¬ 
viding  for  annual  increments  in  this 
rate  of  one-half  cent  after  fiscal  year 
1962  until  the  portion  of  the  cost  of  the 
airways  properly  allocable  to  civil  avia¬ 
tion  is  substantially  recovered  by  this 
tax. 

The  immediate  increase  in  revenue 
from  this  proposal  is  modest  in  com¬ 
parison  with  anticipated  airways  costs; 
and  the  annual  gradation  of  further 
increases  is  intended  to  moderate  the 
impact  of  the  tax  on  the  air  carrier  in¬ 
dustry.  Should  future  economic  or 
other  developments  warrant,  a  more 
rapid  increase  in  the  fuel  tax  will  be 
recommended.  The  decline  from  the 
revenues  estimated  by  my  predecessor 
is  not  large,  and  will  be  met  by  the  re¬ 
forms  previously  proposed.  I  repeat  my 
earlier  recommendation  that,  consist¬ 
ent  with  the  user  charge  principle,  rev¬ 
enues  from  the  aviation  fuels  tax  be 
retained  in  the  general  fund  rather  than 
diverted  to  the  highway  trust  fund. 

CONCLUSION 

The  legislation  recommended  in  this 
message  offers  a  first  step  toward  the 
broader  objective  of  tax  reform.  The 
immediate  need  is  for  encouraging 
economic  growth  through  moderniza¬ 
tion  and  capital  expansion,  and  to  re¬ 
move  tax  preferences  for  foreign  invest¬ 
ment  which  are  no  longer  needed  and 
which  impair  our  balance-of -payments 
position.  A  beginning  is  made  also  to¬ 
ward  removing  some  of  the  more  glaring 
defects  in  the  tax  structure.  The  reve¬ 
nue  gain  in  these  proposals  will  offset 
the  revenue  cost  of  the  investment 
credit.  Finally,  certain  rate  extensions 
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are  needed  to  maintain  the  revenue 
potential  of  our  fiscal  system. 

These  items  need  to  be  done  now;  but 
they  are  a  first  step  only.  They  will  be 
followed  next  year  by  a  second  set  of 
proposals,  aimed  at  thorough  income 
tax  reform.  Their  purpose  will  be  to 
broaden  and  unify  the  income  tax  base, 
and  to  review  the  entire  rate  structure 
in  the  light  of  these  revisions.  Let  us 
join  in  solving  these  immediate  problems 
in  the  coming  months,  and  then  join  in 
further  action  to  strengthen  the  foun¬ 
dations  of  our  revenue  system. 

John  F.  Kennedy. 

The  White  House,  April  20,  1961. 


AMENDMENT  OF  NATIONAL  AERO¬ 
NAUTICS  AND  SPACE  ACT  5>F  1958 

Mr.  MANSFIELD.  Mr.  PresWent,  I 
move  that  the  Senate  proceed  the 
consideration  of  Calendar  No.  147,  Hbuse 
bill  6169.  \ 

The  motion  was  agreed  to;  and  tm^ 
Senate  proceeded  to  consider  the  bill 
(H.R.  6169)  to  amend  section  201  of  the 
National  Aeronautics  and  Space  Act  of 
1958. 

Mr.  KERR.  Mr.  President,  the  pend¬ 
ing  measure  is  an  administration  pro¬ 
posal  to  make  certain  changes  in  section 
201  of  the  National  Aeronautics  and 
Space  Act  of  1958,  which  established  the 
National  Aeronautics  and  Space  Council 
to  advise  the  President  on  space  matters. 
The  Council  is  composed  of  the  Presi¬ 
dent,  the  Secretary  of  State,  the  Secre¬ 
tary  of  Defense,  the  Administrator  of 
NASA,  and  the  Chairman  of  the  Atomic 
Energy  Commission;  and  authority  is 
reposed  in  the  President  to  appoint,  by 
and  with  the  advice  and  consent  of  the 
Senate,  a  member  from  the  Federal  de¬ 
partments  and  agencies  of  the  Govern¬ 
ment  and  three  civilian  members. 

In  his  letter  of  transmittal,  accom¬ 
panying  the  proposal,  the  President 
stated  that  he  contemplated  making  the 
Council  an  active  and  useful  instrumen¬ 
tality.  He  further  stated  that  he  de¬ 
sired  to  place  the  Council  under  the 
chairmanship  of  the  Vice  President. 
The  present  measure  would  amend  the 
law  so  as  to  replace  the  President  by  the 
Vice  President,  as  Chairman  of  tha- 
Council.  It  would  also  repeal  the  exit¬ 
ing  authority  of  the  President  to  ap¬ 
point  a  member  from  the  Federal/ de¬ 
partments  and  agencies  of  the  Govern¬ 
ment  and  three  members  from/civilian 
life,  and  would  make  certain  /Conform¬ 
ing  changes.  There  would  be  no 
changes  which  would  affect/the  present 
concept  of  the  Council,  yhich  was  es¬ 
tablished  as  an  advisory  body  to  the 
President.  / 

The  Committee  on/Aeronautical  and 
Space  Sciences  was ^unanimous  in  its  ac¬ 
tion  in  reporting  td*e  bill  without  amend¬ 
ment;  and  I  request  that  the  bill  be 
passed  by  the  Senate. 

Mr.  BRIDGES.  Mr.  President,  I  sat 
in  the  committee  during  the  hearings  on 
the  bill,  and  I  have  been  familiar  with 
space  legislation  since  it  was  first  intro¬ 
duced  smd  passed  in  this  body. 

Ther  enactment  of  this  bill  will  result 
in  a'  decrease  in  the  number  of  people 
on/the  Space  Council  by  eliminating  the 
^6ur  public  members,  so-called.  It  also 


substitutes  as  the  Chairman  of  the 
Council,  the  Vice  President  of  the 
United  States  instead  of  the  President 
of  the  United  States.  With  the  delega¬ 
tion  of  the  chairmanship  of  the  Council 
to  the  Vice  President,  the  President  con¬ 
tinues  nevertheless  to  be  the  final  deter¬ 
mining  authority  in  aeronautical  and 
space  activities. 

Nothing  in  this  bill  lessens  his  respon¬ 
sibilities  in  this  field. 

There  is  one  point  about  this  legisla¬ 
tion,  into  which  we  inquired  rather  care¬ 
fully  at  the  hearing.  That  was  the  con¬ 
cern  of  some  of  us  that  the  military  of 
this  country,  on  whose  shoulders  rests 
the  responsibility  for  the  security  of  our 
Nation,  not  be  lowered  or  in  any  way 
squeezed  out  of  the  Space  Council  or  the 
consultations  of  the  Space  Council. 
They  are  represented  on  the  Council  by 
the  distinguished  Secretary  of  Defense, 
Mr.  McNamara,  whom  I  consider  a  very 
able  man. 

In  previous  great  projects  in  which 
this  country  has  engaged,  such  as  the 
'Manhattan  project,  which  involved  the 
mailding  of  the  atomic  bomb,  we  had  a 
smsdl  group  consisting  of  four  Members, 
of  the  House  and  four  Members  of  the 
Senath.  who  were  kept  informed  on  the 
projectNand  guided  the  appropriations 
through  (Congress  secretly.  The  project 
had  a  mo^t  effective  advisory /council 
board  composed  of  Dr.  Bush/Dr.  Co- 
nant.  Admiral  Purnell,  ana  General 
Styer.  Lieutenant  Genera?  Groves  of 
course  was  the  head  of  the  Manhattan 
project.  It  was  prbbablv/one  of  the  best 
run,  best  operated,  na<m  successful,  and 
most  secret  operations  in  which  this 
country  or  any  other  country  ever  en¬ 
gaged.  Likewise, y/n  the\old  NACA  or¬ 
ganization  we  ajso  had  military  repre¬ 
sentation,  on  an  levels.  \ 

I  wish  to  /know,  and  I  think  many 
other  persons  want  to  know\and  the 
record  of/the  hearing  developed  this 
matter,  that  the  Council  will  workVlose- 
ly  with/the  military,  whether  it  bevthe 
Joinychiefs  of  Staff,  the  Chief  of  Staff 
of  Die  Air  Force,  or  the  head  of  the  Air 
Research  and  Development  Command* 
in  the  Air  Force,  headed  by1  General 
''Shriever.  That  is  important.  In  the 
reporting  and  passage  of  the  bill,  I  have 
a  concern,  which  I  believe  is  shared  by 
some  of  my  colleagues,  about  which  I 
would  like  to  ask  the  distinguished  and 
able  chairman  of  the  committee,  with 
whom  it  is  such  a  pleasure  to  work. 
Does  he  believe,  and  is  it  understood, 
that  the  military,  on  whose  shoulders 
the  defense  and  security  of  this  coun¬ 
try  is  placed,  will  be  called  in  and  will 
work  closely  with  the  Space  Council, 
and  its  views  will  always  receive  con¬ 
sideration,  and  it  will  have  an  open  door 
to  the  Council? 

Mr.  KERR.  Mr.  President,  in  re¬ 
sponse  to  the  question  of  the  distin¬ 
guished  and  able  Senator  from  New 
Hampshire,  it  is  my  opinion  that  the 
military  will  always  have  access  to  the 
ears  of  those  on  the  Space  Council,  as 
they  have  the  ears  of  the  members  of 
the  committee  which  reported  the  bill, 
and  of  which  the  distinguished  Senator 
from  New  Hampshire  is  the  ranking  Re¬ 
publican  member.  Certainly,  the  mili¬ 
tary’s  part  of  the  space  program  is  very, 


very  important  and  significant.  I  do 
not  believe  there  is  anything  in  the  legis¬ 
lation  or  in  the  program  which  would  ii^ 
any  way  impair  the  position  of  the  mili¬ 
tary  or  prevent  its  position  from  h/ing 
recognized  and  felt  just  as  it  would  be 
without  this  legislation.  / 

Mr.  BRIDGES.  I  thank  the/Senator, 
and  in  view  of  that  assurancyconcur  in 
the  passage  of  the  bill.  / 

Mr.  KERR.  I  thank  the/Senator. 

Mr.  HOLLAND.  Mr. /President,  will 
the  Senator  yield?  / 

Mr.  KERR.  I  yield  to  the  Senator 
from  Florida.  / 

Mr.  HOLLAND^  First,  I  compliment 
my  distinguished^  friend,  the  chairman 
of  the  committee,  for  the  careful  way 
in  which  hmriias  handled  the  bill.  I 
was  not  able  to  remain  throughout  the 
hearings,  but  I  was  pleased  at  the  care 
displayedrin  the  questioning  of  the  prin¬ 
cipal  witness,  both  by  the  distinguished 
chairman  and  the  ranking  minority 
menmer. 

2t  seems  to  me  we  are  not  dealing  with 
this  matter  impersonally,  and  we  cannot 
'do  so,  because  we  all  know  that  the  Vice 
President,  who  will  be  made  the  Chair¬ 
man  of  the  Council,  and  who,  of  course, 
will  be,  in  administration  matters, 
closer  to  the  President  than  any  other 
person,  is  also  moving  from  the  chair¬ 
manship  of  this  very  committee  to  the 
post  as  head  of  the  Council.  We  also 
know,  in  relation  to  the  question  raised 
by  the  Senator  from  New  Hampshire, 
and  I  think  properly  raised,  that  the 
Vice  President  served,  while  he  was  a 
Member  of  the  Senate,  not  only  as  a 
member  of  the  Armed  Services  Commit¬ 
tee,  but  as  chairman  of  the  subcommit¬ 
tee  on  military  preparedness.  So  it 
seems  to  me  a  very  fortuitous  set  of  cir¬ 
cumstances  which  would  make,  under 
the  bill,  chairman  of  the  modified  coun¬ 
cil — somewhat  modified  from  the  orig¬ 
inal  council — the  very  person  who  is  in 
the  best  position  to  serve  in  that  post, 
and  to  bring  together  the  views  of  the 
Senate,  the  administration,  and  the 
armed  services. 

v  I  think  the  bill  is  an  exceptionally 
good  one,  and’  a  fine  adaptation  of  the 
olX  establishment  to  a  new  set  of  cir- 
cunktances  which  we  have  under  the 
natiofcml  administration. 

I  congratulate  the  distinguished  Sena¬ 
tor  from'Oklahoma. 

Mr.  KERR.  I  thank  the  Senator  from 
Florida,  whoris  a  distinguished  and  able 
member  of  the  committee,  both  for  his 
participation  inv  committee  and  for  his 
remarks  on  the  floor. 

Mr.  SPARKMANy  Mr.  President - 

The  PRESIDING.  OFFICER  (Mr. 
Burdick  in  the  chanQ .  The  Senator 
from  Alabama.  \ 

Mr.  SPARKMAN.  Mr\  President,  I 
am  willing  to  yield  the  flyor  in  order 
that  the  bill  may  be  passed,  with  the 
unanimous  understanding  that  I  will 
be  recognized  immediately  thereafter. 

The  PRESIDING  OFFICER. ^With¬ 
out  objection,  it  is  so  ordered.  \ 

The  bill  is  open  to  amendment.Xlf 
there  be  no  amendment  to  be  proposed^ 
the  question  is  on  the  third  reading  andN 
passage  of  the  bill. 
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tribute  projects  widely  among  the  several 
Stated,  so  far  is  feasible  and  proper,  in 
order  mat  actual  experience  with  the  pro¬ 
gram  rngv  be  had  in  as  many  States  and 
areas  ana\under  as  many  different  circum¬ 
stances  as'Rossible. 

GEOGRAPHICAIABOUND  ARIES  OP  REDEVELOPMENT 
\  AREAS 

The  Senate  'bill  provided  that  areas 
designated  as  redevelopment  areas  for  as¬ 
sistance  under  theSmew  program  could  in¬ 
clude  “one  or  more.  States,  one  or  more 
counties,  or  one  or  more  municipalities,  or 
a  part  of  a  county  or  Municipality.”  This 
provision  was  eliminate  by  the  House 
amendment.  The  confer^  agreed  to  fol¬ 
low  the  House  amendment\n  this  respect. 

It  is  the  intent  of  the  conmrees  for  both 
Houses  that  in  designating  industrial  areas 
as  redevelopment  areas  for  assisrance  under 
the  new  program,  the  Secretary  smjuld  have 
broad  discretion.  The  data  on  eligible  areas 
supplied  to  the  Congress  by  the  Labor  De¬ 
partment  during  the  hearings  were  Nsased 
on  existing  labor  market  areas  and  the  :Sec- 
retary  should  certainly  take  this  informa¬ 
tion  into  account  in  determining  geographic 
cal  boundaries  of  redevelopment  areas.  ' 

At  the  same  time,  the  conferees  recog¬ 
nize  that  standard  labor  market  area  bound¬ 
ary  lines  may  not  be  appropriate  to  the 
purposes  of  this  act  because  smaller  areas 
may  be  more  realistic.  The  bill,  therefore, 
does  not  necessarily  require  that  the  labor 
market  area  boundary  lines  be  followed.  It 
is  contemplated  instead  that  the  Secretary 
of  Commerce  may  establish  appropriate  new 
boundaries  for  redevelopment  areas  under 
the  bill. 

It  is  not,  however,  the  intention  of  the 
conferees  to  authorize  designation  of  part 
of  a  municipality  as  a  redevelopment  area 
in  any  case,  but  with  that  exception  it  is 
recognized  that  designation  of  redevelop¬ 
ment  areas  will  not  necessarily  follow  polit¬ 
ical  boundary  lines. 

LOANS  FOR  MACHINERY  AND  EQUIPMENT 

Section  6  of  the  Senate  bill  authorized 
loans  for  machinery  and  equipment  for 
plants  “in  cases  of  demonstrated  need.”  The 
corresponding  provision  of  the  House 
amendment  authorized  such  loans  “in  ex¬ 
ceptional  cases.”  The  conference  substitute 
retains  the  language  of  the  Senate  bill. 

APPROVAL  OF  APPLICANTS  BY  STATE 

Section  6(b)  (2)  of  the  Senate  bill  pro¬ 
vided  for  approval  of  applicants  for  section  6 
loans  (plant  loans)  by  the  State  or  political 
subdivision  concerned,  through  an  agency/ 
directly  concerned  with  problems  of  eco¬ 
nomic  development  in  the  State  or  political 
subdivision.  The  corresponding  provision  in 
the  House  amendment  required  approval  by 
the  State;  it  did  not  authorize  loamr  to  ap¬ 
plicants  on  the  basis  of  approval  b/a  politi¬ 
cal  subdivision.  The  conference/substitute 
conforms  to  the  Senate  bill.  / 

INVESTMENT  BY  INDIAN  TRIBEs/lN  SECTION  6 
PROJECTS  / 

The  House  amendment  ^provided  (in  sec. 
6(b)  (9)  (B)  that  a  Federal  loan  could  be 
made  under  section  6  o/ly  if  at  least  10  per¬ 
cent  of  the  oost  were  invested  by  the  State  or 
political  subdivision/or  by  a  nongovernmen¬ 
tal  community  or/area  organization.  The 
Senate  bill  contained  the  same  requirement 
except  that  it  added  “Indian  tribes”  to  the 
list  of  organizations  which  might  make  the 
required  10 percent  investment.  The  con¬ 
ference  substitute  conforms  to  the  Senate 
bill.  / 

COMPETITION  WITH  PRIVATELY  OWNED  UTILITIES 

The/ Senate  bill  prohibited  assistance  un¬ 
der  Section  7  or  8  for  public  facilities  which 
woflld  compete  with  existing  privately  owned 
nablic  utilities,  unless  the  State  regulatory 
■body  found  a  need  for  such  service  which  the 


existing  public  utility  was  unable  to  meet 
now  “or  through  an  expansion  which  it 
agrees  to  undertake.”  The  House  amend¬ 
ment  substituted  "is  prepared”  for  "agrees.” 
The  conference  substitute  retains  the  pro¬ 
vision  of  the  Senate  bill. 

PUBLIC  FACILITY  GRANTS 

The  Senate  bill  permitted  grants  under 
section  8  covering  the  entire  difference  be¬ 
tween  the  cost  of  the  project  and  the 
amount  obtainable  from  other  sources. 
The  House  amendment  limited  the  grants 
under  section  8  to  65  percent  of  the  differ¬ 
ence  between  the  cost  of  the  project  and 
the  amount  obtainable  from  loans  and  other 
Federal  grant  programs.  The  conference 
substitute  follows  the  language  of  the 
Senate  bill. 

FINANCING  OF  LOAN  PROGRAMS 

The  House  amendment  authorized  appro¬ 
priations  to  provide  funds  for  loans  under 
sections  6  and  7  of  the  bill.  The  Senate 
bill  authorized  the  Secretary  of  the  Treasury 
to  obtain  such  funds  through  public  debt 
transactions  under  the  Second  Liberty  Bond 
Act.  The  conference  substitute  follows  the 
provisions  of  the  Senate  bill  in  this  respect 
.but  adopts  the  House  provisions  with  re¬ 
spect  to  (1)  the  establishment  of  one  area/ 
redevelopment  fund  (rather  than  three  x/- 
volVing  funds  as  in  the  Senate  bill),  and 
(2)  N(he  requirement  that  the  fund  A on - 
tributk  to  the  civil  service  retirement  and 
disabiliV  fund  with  respect  to  employees 
performing  activities  under  sections  6  and 
7.  \  / 

URBAN  PLANNING  GRANTS 

Both  the  House  and  Senate  versions  of 
the  bill  contained  identical /language  mak¬ 
ing  it  possible  for  urban /planning  grants 
to  be  made  directrv  to  ar/as  designated  un¬ 
der  section  5(a)  of\he  Xrea  Redevelopment 
Act  as  redevelopmenMareas.  It  is  our  un¬ 
derstanding  that  thleNpro vision  is  not  in¬ 
tended  to  bypass  SnateVplanning  agencies. 
Rather  it  is  our/  understanding  that  the 
intention  is  to  provide  an  \lternative  route 
for  extending  tinis  planning  distance  where 
deemed  necessary  or  advisaSle  but  that 
existing  %  le  agencies  will  continue  to  be 
consulted  i(nd  utilized  wherever  m-acticable. 

The  Senate  bill  also  authoriz^  urban 
planning  grants  of  up  to  75  percent\pf  cost 
for  such  areas.  This  provision  was  mot  in¬ 
cluded  in  the  House  amendment  which  Tiept 
the  50-percent  limit  applicable  to  urban 
planning  grants  under  existing  law.  The 
/House  recedes.  Under  the  substitute  agreecN, 
to  in  conference,  75-percent  grants  could 
be  made  for  such  areas  either  directly  or 
through  State  planning  agencies. 


The  conference  substitute  follows  the 
language  of  the  House  amendment  as  to 
reports  to  the  Congress,  and  does  not  in¬ 
clude  all  of  the  specific  provisions  of  the 
Senate  bill  with  respect  to  matters  to  be 
included  in  such  reports.  The  conferees 
on  the  part  of  both  Houses  intend,  how¬ 
ever,  that  such  reports  shall  give  full  and 
complete  information  concerning  the  op¬ 
eration  of  the  program,  and  shall  include 
the  following  items  in  addition  to  those 
specified  in  the  act;  (1)  The  total  number 
of  unemployed  persons  in  redevelopment 
areas;  (2)  the  total  principal  amount  of 
loans  outstanding  under  the  act,  ,the  ag¬ 
gregate  expenditures  incurred  by  the  Gov¬ 
ernment  in  providing  grants  and  other 
forms  of  assistance  under  the  act,  and  the 
administrative  expenses  incurred  by  the 
Government  in  providing  assistance  under 
the  act;  (3)  the  number  of  applications  for 
assistance  under  the  act  which  are  pend¬ 
ing  and  the  total  amount  of  assistance  re¬ 
quested  in  such  applications;  (4)  the  num¬ 
ber  of  industrial  or  commercial  enterprises 
which  have  commenced  or  expanded  opera¬ 


6077 

tions  in  redevelopment  areas  as  a  result  of 
assistance  under  the  act,  the  total  asset 
value  of  such  enterprises,  and  a  descrip¬ 
tion  of  each  such  enterprise  in  terms  of 
whether  it  is  an  expanding  enterprise  al¬ 
ready  located  in  a  redevelopment  area,  a 
wholly  new  enterprise,  an  enterprise  which 
has  moved  from  another  area/ or  a  branch 
of  an  existing  enterprise  located  elsewhere; 
and  (5)  the  total  number/Of  jobs  directly 
created  in  each  redevelopment  area  as  a 
result  of  assistance  extended  under  the  act, 
and  the  Secretary's  estimate  of  the  increase 
in  employment  in  ea9h  such  area  indirectly 
resulting  from  such  assistance. 

USE  OF  OTHER  AGENCIES  BY  DEPARTMENT  OF 
/COMMERCE 

The  conferei/e  substitute  follows  the  lan¬ 
guage  of  the  riouse  bill  with  respect  to  dele¬ 
gation  of  authority  by  the  Secretary  of 
Commerce/to  other  Federal  agencies.  The 
Secretary/of  Commerce  has  testified  before 
the  committees  of  both  the  House  and  the 
Senat/  that  he  will  delegate  to  the  Depart¬ 
ment  of  Agriculture  major  responsibility  for 
assistance  to  be  rendered  in  rural  redevelop¬ 
ment  areas,  as  designated  under  section  5(b) 
/Of  the  act,  and  the  Secretary  of  Agriculture 
has  testified  to  his  willingness  to  accept 
such  responsibility.  It  is  the  understanding 
of  the  conferees  that  the  Department  of 
Agriculture  has  services  and  facilities  avail¬ 
able  of  requisite  competence  and  experience 
for  effectively  carrying  out  such  delegation. 
It  is,  therefore,  the  expectation  of  the  con¬ 
ferees  that  this  delegation  to  the  Depart¬ 
ment  of  Agriculture  will  be  made  promptly 
upon  enactment  of  the  bill. 

STUDY  BY  THE  SECRETARY  OF  COMMERCE 

The  House  amendment  (sec.  27)  directed 
the  Secretary  of  Commerce,  when  the  De¬ 
partment  of  Defense  proposes  to  deactivate 
a  permanent  military  installation  or  major 
unit  thereof  in  an  area  where  the  employ¬ 
ment  rate  is  6  percent  or  more,  to  make  a 
study  to  determine  the  economic  effects  of 
such  deactivation  when  requested  to  do 
so  by  the  Governor  of  the  State  where  the 
installation  is  located.  It  provided  that  the 
Secretary’s  findings  would  be  transmitted 
to  the  Secretary  of  Defense  and  the  Con¬ 
gress.  The  House  recedes  and  the  provision 
is  omitted  from  the  substitute  agreed  to  in 
conference. 

RESEARCH  ON  CAUSES  OF  UNEMPLOYMENT 

The  House  amendment  (sec.  28)  directed 
the  Secretary  of  Commerce  to  conduct  a 
continuing  program  of  study  and  research 
\to  assist  in  determining  the  causes  of  unem¬ 
ployment,  underemployment,  underdevelop¬ 
ment,  and  chronic  depression  in  the  vari- 
ou;C\areas  of  the  Nation  and  in  the  Nation 
as  a  Vhole,  and  to  assist  in  developing  pro¬ 
grams'^)  solve  these  problems.  The  Senate 
bill  contained  no  corresponding  provision. 
The  substitute  agreed  to  in  conference  re¬ 
tains  this  Movision  with  two  amendments. 
One  amendment  provides  that  the  study 
shall  be  maote  in  cooperation  with  other 
agencies  having  similar  functions.  The 
second  amendmMt  eliminates  the  phrase 
“and  in  the  NatioK  as  a  whole.” 

TERMINATION  OF  PROGRAM 

The  conference  sub^tute  contains  a  pro¬ 
vision  that  was  in  the  Vienate  bill  but  not 
in  the  House  amendment,  terminating  the 
program  on  June  30,  1965\  It  also  provides 
for  liquidation  of  the  proWam  after  that 
date  by  the  Secretary  of  the  treasury.  The 
carrying  out  of  contracts,  commitments, 
and  other  obligations  theretofore  entered 
into  under  the  program  would  not  be  af¬ 
fected  by  its  termination.  \ 

Brent  Spence,  \ 
Wright  Patman,  \ 
Albert  Rains,  \ 

Abraham  J.  Multer, 
Managers  on  the  Part  of  the  House. 
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t-AMERICAN  SOCIAL  AND  ECO- 
NdMIC  COOPERATION  PROGRAM 

AND  THE  CHILEAN  RECONSTRUC¬ 
TION  XjSTD  REHABILITATION  PRO¬ 
GRAM 

Mr.  PASSMAN,  from  the  Committee 
on  Appropriations,  reported  the  bill 
(H.R.  6518)  making  appropriations  for 
the  inter-American  social  and  economic 
cooperation  program  and  the  Chilean 
reconstruction  and  \rehabilitation  pro¬ 
gram  for  the  fiscal  yefcx  ending  June  30, 
1961,  and  for  other  purposes  (Rept.  No. 
254),  which  was  read  a  nrst  and  second 
time,  and,  with  the  aceonapanying  pa¬ 
pers,  referred  to  the  Committee  of  the 
Whole  House  on  the  State  oi\the  Union 
and  ordered  to  be  printed. 

Mr.  WILSON  of  Indiana  rese^yed  all 
points  of  order  on  the  bill. 

COMMISSION  APPOINTMENTS'1 

The  SPEAKER.  Pursuant  to  the  pro' 
visions  of  16  United  States  Code  513,  the 
Chair  appoints  as  members  of  the  Na¬ 
tional  Forest  Reservation  Commission 
the  following  Members  on  the  part  of  the 
House:  Mr.  Colmer  and  Mr.  Westland. 

Pursuant  to  the  provisions  of  section 
1,  Public  Law  742,  83d  Congress,  the 
Chair  appoints  as  members  of  the  Na¬ 
tional  Monument  Commission  the  fol¬ 
lowing  Members  on  the  part  of  the 
House:  Mr.  Jones,  Mr.  Ullman,  Mrs.  St. 
George,  and  Mr.  Nygaard. 

Pursuant  to  the  provisions  of  section  3, 
Public  Law  85-470,  the  Chair  appoints 
as  members  of  the  National  Outdoor  Rec¬ 
reation  Resources  Review  Commission 
the  following  Members  on  the  part  of 
the  House:  Mrs.  Pfost,  Mr.  Rivers  of 
Alaska,  Mr.  Saylor,  and  Mr.  Kyl. 

Pursuant  to  the  provisions  of  section 
1,  Public  Resolution  32,  73d  Congress, 
the  Chair  appoints  as  members  of  the 
U.S.  Territorial  Expansion  Memorial 
Commission  the  following  Members  on 
the  part  of  the  House:  Mr.  Karsten,  Mr. 
Hays,  and  Mr.  Cunningham. 

Pursuant  to  the  provisions  of  section 
105(c),  Public  Law  624,  84th  Congress, 
the  Chair  appoints  as  members  of  the 
Committee  on  the  House  Recording 
Studio  the  following  Members  of  the. 
House:  Mr.  Gary,  Mr.  O’Brien  of  Ne, 
York,  and  Mr.  Bow. 

Pursuant  to  the  provisions  of  seofion 
6,  Public  Law  754,  81st  Congress  the 
Chair  appoints  as  members  of  Hfe  Fed¬ 
eral  Records  Council  the  following 
Members  on  the  part  of  the  Jlouse:  Mr. 
Staggers  and  Mr.  Goodell, 

THIRTEENTH  BIRTHDAY  OF  STATE 
OF  ISRAEL 

(Mr.  TOLL  asked/and  was  given  per¬ 
mission  to  extend/his  remarks  at  this 
point  in  the  Record.) 

Mr.  TOLL.  mv.  Speaker,  today  is  the 
13th  birthday'  of  the  State  of  Israel. 
Traditionally  in  Jewish  chronology  the 
13th  birthday  is  the  day  marking  the 
growth  into  adulthood.  The  State  of 
Israel  has  attained  maturity  not  only 
in  yea/s.  The  population  has  increased 
irony  790,000  to  2,128,000.  Industrial 
production  is  now  over  a  billion  dollars, 
tports  are  over  a  quarter  of  a  billion, 
id  imports  over  a  half  a  billion.  Agri¬ 


cultural  production  is  $183  million.  In 
1960  a  fleet  of  53  ships  handled  445,000 
tons  of  cargo.  Elementary  school  edu¬ 
cation  to  600,000  students,  and  Israel 
has  now  over  22,000  teachers. 

In  the  House  today  a  distinguished 
rabbi  of  my  district,  Alex  J.  Goldman, 
the  spiritual  leader  of  the  West  Oak 
Lane  Jewish  Community  Center,  has 
delivered  the  opening  prayer  calling  at¬ 
tention  to  this  anniversary.  The  Phil¬ 
adelphia  Zionist  Council,  in  conjunction 
with  the  city  of  Philadelphia,  has  sched¬ 
uled  a  celebration  luncheon  at  the  War¬ 
wick  Hotel  on  Sunday,  April  23,  in  honor 
of  His  Excellency,  Michael  S.  Comay, 
Ambassador  of  Israel  to  the  United 
Nations.  Immediately  following  the 
luncheon  a  public  celebration  will  be 
held  at  Independence  Hall.  The  mem¬ 
bers  of  the  Philadelphia  congressional 
delegation  will  participate  in  this  ob¬ 
servance,  and  the  Lieutenant  Governor 
of  the  Commonwealth  of  Pennsylvania, 
the  Honorable  John  Morgan  Davis,  will 
join  with  the  Ambassador  in  commem- 
irating  Israel’s  bar  mitzvah  anniver¬ 
sary. 

le  chairman  of  the  Philadelphi: 
Zionist  Council  is  the  distinguish) 
spiritual  leader  of  the  Germantown 
Jewish  Community  Center,  Rabbi  JElias 
Charry  o\my  district.  The  chairman 
of  the  Independence  Hall  celebration  is 
an  outstanding  leader  of  the  /Philadel¬ 
phia  bar,  Herbert  S.  Levin,  Esq. 

I  hope  that  at  the  nexy  celebration 
of  Israel’s  birthday  I  will/be  able  to  in¬ 
clude  a  statement  \hat /Israel  has  been 
able  to  establish  pea^/  with  her  neigh¬ 
bors. 


FEDERAL  TAX  SYSTEM— MESSAGE 
FROM  THE  PRESIDENT  OF  THE 
UNITED  STATES  (H.  DOC.  NO.  140) 

The  SPEAKER  laid  before  the  House 
the  following  message  from  the  Presi¬ 
dent  of  the  United  States,  which  was 
read,  referred  to  the  Committee  on  Ways 
and  Means,  and  ordered  to  be  printed: 

To  the  Congress  of  the  United  States: 

A  strong  and  sound  Federal  tax  sys¬ 
tem  is  essential  to  America’s  future. 
Without  such  a  system,  we  cannot  main¬ 
tain  our  defenses  and  give  leadership 
to  the  free  world.  Without  such  a  sys¬ 
tem,  we  cannot  render  the  public  serv¬ 
ices  necessary  for  enriching  the  lives 
of  our  people  and  furthering  the  growth 
of  our  economy. 

The  tax  system  must  be  adequate  to 
meet  our  public  needs.  It  must  meet 
them  fairly,  calling  on  each  of  us  to 
contribute  his  proper  share  to  the  cost 
of  Government.  It  must  encourage  ef¬ 
ficient  use  of  our  resources.  It  must 
promote  economic  stability  and  stimu¬ 
late  economic  growth.  Economic  ex¬ 
pansion  in  turn  creates  a  growing  tax 
base,  thus  increasing  revenue  and  there¬ 
by  enabling  us  to  meet  more  readily  our 
public  needs,  as  well  as  our  needs  as 
private  individuals. 

This  message  recognizes  the  basic 
soundness  of  our  tax  structure.  But  it 
also  recognizes  the  changing  needs  and 
standards  of  our  economic  and  interna¬ 
tional  position,  and  the  constructive  re¬ 


form  needs  to  keep  our  tax  system  up 
to  date  and  to  maintain  its  equity.  Pre¬ 
vious  messages  have  emphasized  the 
need  for  prompt  congressional  and  ex¬ 
ecutive  action  to  alleviate  the  deficit  in 
our  international  balance  of  payments — 
to  increase  the  modernization,  produc¬ 
tivity  and  competitive  status  of  Ameri¬ 
can  industry — to  stimulate  the  expan¬ 
sion  and  growth  of  our  economy — to 
eliminate  to  the  extent  possible  eco¬ 
nomic  injustice  within  our  own  so¬ 
ciety — and  to  maintain  the  level  of 
revenues  requested  in  my  predecessor’s 
budget.  In  each  of  these  endeavors, 
tax  policy  has  an  important  role  to  play 
and  necessary  tax  changes  are  herein 
proposed. 

The  elimination  of  certain  defects  and 
inequities  as  proposed  below  will  pro¬ 
vide  revenue  gains  to  offset  the  tax  re¬ 
ductions  offered  to  stimulate  the  econ¬ 
omy.  Thus  no  net  loss  of  revenue  is 
involved  in  this  set  of  proposals.  I  wish 
to  emphasize  here  that  they  are  a 
“set” — and  that  considerations  of  both 
revenue  and  equity,  as  well  as  the  in¬ 
terrelationship  of  many  of  the  proposals, 
urge  their  consideration  as  a  unit. 

I  am  instructing  the  Secretary  of  the 
Treasury  to  furnish  the  Committee  on 
Ways  and  Means  of  the  House  a  detailed 
explanation  of  these  proposals  in  con¬ 
nection  with  their  legislative  considera¬ 
tion. 

I.  LONG-RANGE  TAX  REFORM 

While  it  is  essential  that  the  Congress 
receive  at  this  time  this  administration’s 
proposals  for  urgent  and  obvious  tax 
adjustments  needed  to  fulfill  the  aims 
listed  above,  time  has  not  permitted  the 
comprehensive  review  necessary  for  a 
tax  structure  which  is  so  complicated 
and  so  critically  important  to  so  many 
people.  This  message  is  but  a  first 
though  urgent  step  along  the  road  to 
constructive  reform. 

I  am  directing  the  Secretary  of  the 
Treasury,  building  on  recent  tax  studies 
of  the  Congress,  to  undertake  the  re¬ 
search  and  preparation  of  a  compre¬ 
hensive  tax  reform  program  to  be  placed 
before  the  next  session  of  the  Congress. 

Progressing  from  these  studies,  par¬ 
ticularly  those  of  the  Committee  on 
Ways  and  Means  and  the  Joint  Eco¬ 
nomic  Committee,  the  program  should 
be  aimed  at  providing  a  broader  and 
more  uniform  tax  base,  together  with  an 
appropriate  rate  structure.  We  can 
thereby  work  toward  the  goal  of  a  higher 
rate  of  economic  growth,  a  more  equita¬ 
ble  tax  structure,  and  a  simpler  tax  law. 
I  know  these  objectives  are  shared  by — 
and,  at  this  particular  time  of  year, 
acutely  desired  by — the  vast  majority  of 
the  American  people. 

In  meeting  the  demands  of  war 
finance,  the  individual  income  tax  moved 
from  a  selective  tax  imposed  on  the 
wealthy  to  the  means  by  which  the  great 
majority  of  our  citizens  participates  in 
paying  for  well  over  one-half  of  our 
total  budget  receipts.  It  is  supplemented 
by  the  corporation  income  tax,  which 
provides  for  another  quarter  of  the  total. 

This  emphasis  on  income  taxation  has 
been  a  sound  development.  But  so  many 
taxpayers  have  become  so  preoccupied 
with  so  many  tax-saving  devices  that 
business  decisions  are  interfered  with, 
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and  the  efficient  functioning  of  the  price 
system  is  distorted. 

Moreover,  special  provisions  have  de- 
preferential  treatmentl723456 
veloped  into  an  increasing  source  of 
preferential  treatment  to  various  groups. 
Whenever  one  taxpayer  is  permitted  to 
pay  less,  someone  else  must  be  asked  to 
pay  more.  The  uniform  distribution  of 
the  tax  burden  is  thereby  disturbed  and 
higher  rates  are  made  necessary  by  the 
narrowing  of  the  tax  base.  Of  course, 
some  departures  from  uniformity  are 
needed  to  promote  desirable  social  or 
economic  objectives  of  overriding  impor¬ 
tance  which  can  be  achieved  most  effec¬ 
tively  through  the  tax  mechanism.  But 
many  of  the  preferences  which  have  de¬ 
veloped  do  not  meet  such  a  test  and  need 
to  be  reevaluated  in  our  tax  reform  pro¬ 
gram. 

It  will  be  a  major  aim  of  our  tax  re¬ 
form  program  to  reverse  this  process  by 
broadening  the  tax  base  and  reconsider¬ 
ing  the  rate  structure.  The  result 
should  be  a  tax  system  that  is  more  equi¬ 
table,  more  efficient  and  more  conducive 
to  economic  growth. 

IX.  TAX  INCENTIVE  FOR  MODERNIZATION  AND 
EXPANSION 

The  history  of  our  economy  has  been 
one  of  rising  productivity,  based  on- im¬ 
provement  in  skills,  advances  in  technol¬ 
ogy,  and  a  growing  supply  of  more  ef¬ 
ficient  tools  and  equipment.  This  rise 
has  been  reflected  in  rising  wages  and 
standards  of  living  for  our  workers,  as 
well  as  a  healthy  rate  of  growth  for  the 
economy  as  a  whole.  It  has  also  been 
the  foundation  of  our  leadership  in 
world  markets,  even  as  we  enjoyed  the 
highest  wage  rates  in  the  world. 

Today,  as  we  face  serious  pressure  on 
our  balance-of -payments  position,  we 
must  give  special  attention  to  the  mod¬ 
ernization  of  our  plant  and  equipment. 
Forced  to  reconstruct  after  wartime  dev¬ 
astation,  our  friends  abroad  now  possess 
a  modem  industrial  system  helping  to 
make  them  formidable  competitors  in 
world  markets.  If  our  own  goods  are  to 
compete  with  foreign  goods  in  price  and 
quality,  both  at  home  and  abroad,  we 
shall  need  the  most  efficient  plant  and 
equipment. 

At  the  same  time,  to  meet  the  needs 
of  a  growing  population  and  labor  force, 
and  to  achieve  a  rising  per  capita  in¬ 
come  and  employment  level,  we  need  a 
high  and  rising  level  of  both  private  and 
public  capital  formation.  In  my  pre¬ 
ceding  messages,  I  have  proposed  pro¬ 
grams  to  meet  some  of  our  needs  for 
such  capital  formation  in  the  public 
area,  including  investment  in  intangible 
capital  such  as  education  and  research, 
as  well  as  investment  in  physical  capital 
such  as  buildings  and  highways.  I  am 
now  proposing  additional  incentives  for 
the  modernization  and  expansion  of 
private  plant  and  equipment. 

Inevitably,  capital  expansion  and  mod¬ 
ernization — now  frequently  under  the 
name  of  automation — alter  established 
modes  of  production.  Great  benefits  re¬ 
sult  and  are  distributed  widely — but 
some  hardships  result  as  well.  This 
places  heavy  responsibilities  on  public 
policy,  not  to  retard  modernization  and 


capital  expansion  but  to  promote  growth 
and  ameliorate  hardships  when  they  do 
occur — to  maintain  a  high  level  of  de¬ 
mand  and  employment,  so  that  those 
who  are  displaced  will  be  reabsorbed 
quickly  into  new  positions — and  to  assist 
in  retraining  and  finding  new  jobs  for 
such  displaced  workers.  We  are  develop¬ 
ing,  through  such  measures  as  the  area 
redevelopment  bill  and  a  strengthened 
Employment  Service,  as  well  as  assist¬ 
ance  to  the  unemployed,  the  programs 
designed  to  achieve  these  objectives. 

High  capital  formation  can  be  sus¬ 
tained  only  by  a  high  and  rising  level 
of  demand  for  goods  and  service.  In¬ 
deed,  the  investment  incentive  itself  can 
contribute  materially  to  achieving  the 
prosperous  economy  under  which  this  in¬ 
centive  will  make  its  maximum  contribu¬ 
tion  to  economic  growth.  Rather  than 
delaying  its  adoption  until  all  excess  ca¬ 
pacity  has  disappeared  and  unemploy¬ 
ment  is  low,  we  should  take  this  step 
now  to  strengthen  our  antirecession  pro¬ 
gram,  stimulate  employment  and  in¬ 
crease  our  export  markets. 

Additional  expenditures  on  plant  and 
equipment  will  immediately  create  more 
jobs  in  the  construction,  lumber,  steel, 
cement,  machinery,  and  other  related 
capital  goods  industries.  The  staffing  of 
these  new  plants — and  filling  the  orders 
for  new  export  markets — will  require  ad¬ 
ditional  employees.  The  additional 
wages  of  these  workers  will  help  create 
still  more  jobs  in  consumer  goods  and 
service  industries.  The  increase  in  jobs 
resulting  from  a  full  year’s  operation  of 
such  an  incentive  is  estimated  at  about 
half  a  million. 

Specifically,  therefore,  I  recommend 
enactment  of  an  investment  tax  incen¬ 
tive  in  the  form  of  a  tax  credit  of  15  per¬ 
cent  of  all  new  plant  and  equipment  in¬ 
vestment  expenditures  in  excess  of 
current  depreciation  allowances;  6  per¬ 
cent  of  such  expenditures  below  this 
level  but  in  excess  of  50  percent  of  de¬ 
preciation  allowances;  with  10  percent 
on  the  first  $5,000  of  new  investment  as  a 
minimum  credit. 

This  credit  would  be  taken  as  an  offset 
against  the  firm’s  tax  liability,  up  to  an 
overall  limitation  of  30  percent  in  the 
reduction  of  that  liability  in  any  one 
year.  It  would  be  separate  from  and  in 
addition  to  depreciation  of  the  eligible 
new  investment  at  cost.  It  would  be 
available  to  individually  owned  busi¬ 
nesses  as  well  as  corporate  enterprises, 
and  apply  to  eligible  investment  expendi¬ 
tures  made  after  January  1  of  this  year. 
To  remain  a  real  incentive  and  make  a 
maximum  contribution  to  those  areas  of 
capital  expansion  and  modernization 
where  it  is  most  needed,  and  to  permit 
efficient  administration,  eligible  invest¬ 
ment  expenditures  would  be  limited  to 
expenditures  on  new  plant  and  equip¬ 
ment,  on  assets  located  in  the  United 
States,  and  on  assets  with  a  life  of  6 
years  or  more.  Investments  by  public 
utilities  other  than  transportation  would 
be  excluded,  as  would  be  investment  in 
residential  construction  including  apart¬ 
ments  and  hotels. 

Of  the  eligible  firms,  it  is  expected 
that  many  small  firms  would  be  able  to 


take  advantage  of  the  minimum  credit 
of  10  percent  on  the  first  $5,000  of  new 
investment  which  is  designed  to  provide 
a  helpful  stimulus  to  the  many  small 
businesses  in  need  of  modernization. 
Other  small  firms,  subject  to  a  30-per¬ 
cent  tax  rate,  would  strive  to  be  eligible 
for  the  full  15-percent  credit — the  equiv¬ 
alent  for  such  firms  of  a  deduction  from 
their  gross  income  for  tax  purposes  of 
50  percent  of  the  cost  of  new  investment. 
Among  the  remaining  firms,  it  is  ex¬ 
pected  that  a  majority  would  be  induced 
to  make  new  investments  in  modem 
plant  and  equipment  in  excess  of  their 
depreciation  in  order  to  earn  the  15-per¬ 
cent  credit.  New  and  growing  firms 
would  be  particularly  benefited.  The 
6-percent  credit  for  those  whose  new  in¬ 
vestment  expenditures  fall  between  50 
percent  and  100  percent  of  their  depre¬ 
ciation  allowances  is  designed  to  afford 
some  substantial  incentive  to  the  de¬ 
pressed  or  hesitant  firm  which  knows  it 
cannot  yet  achieve  the  15 -percent  credit. 

In  arriving  at  this  form  of  tax  encour¬ 
agement  to  investment,  careful  con¬ 
sideration  was  given  to  other  alterna¬ 
tives.  If  the  credit  were  given  across 
the  board  to  all  new  investment,  a  much 
larger  revenue  loss  would  result  from 
those  expenditures  which  would  have 
been  undertaken  anyway  or  represent  no 
new  level  of  effort.  Our  objective  is  to 
provide  the  largest  possible  inducement 
to  new  investment  which  would  not 
otherwise  be  undertaken.  Thus  the 
plan  recommended  above  would  involve 
the  same  revenue  loss — approximately 
$1.7  billion — as  only  a  7-percent  credit 
across  the  board  to  all  new  investment. 

The  use  of  current  depreciation  allow¬ 
ances  as  the  threshold  above  which  the 
higher  rate  of  credit  would  apply  rec¬ 
ommends  itself  for  a  number  of  reasons. 
Depreciation  reflects  the  average  level  of 
investment  over  the  past,  but  is  a  less 
restrictive  and  more  stable  test  than  the 
use  of  an  average  of  investment  expend¬ 
itures  for  a  period  such  as  the  preced¬ 
ing  5  years.  In  addition,  the  deprecia¬ 
tion  allowances  themselves  in  effect 
supply  tax-free  funds  for  investment  up 
to  this  level.  We  now  propose  a  tax 
credit — which  would  help  to  secure 
funds  needed  for  the  additional  invest¬ 
ment  beyond*that  level. 

The  proposed  credit,  in  terms  of  the 
revenue  loss  involved,  will  also  be  much 
more  effective  as  an  inducement  to  in¬ 
vestment  than  an  outright  reduction  in 
the  rate  of  corporation  income  tax.  Its 
benefits  would  be  distributed  more 
broadly,  since  the  proposed  credit  will 
apply  to  individuals  and  partnerships 
as  well  as  corporations.  It  will  also  be 
more  effective  as  a  direct  incentive  to 
corporate  investment,  and  increase  avail¬ 
able  funds  more  specifically  in  those  cor¬ 
porations  most  likely  to  use  them  for  ad¬ 
ditional  investment.  In  short,  whereas 
the  credit  will  have  the  advantage  of 
focusing  on  the  profitability  of  new  in¬ 
vestment,  much  of  the  revenue  loss  un¬ 
der  a  general  corporate  rate  reduction 
would  be  diverted  into  raising  the  profit¬ 
ability  of  old  investment. 

It  is  true  that  this  advantage  of  fo¬ 
cusing  entirely  on  new  investment  is 
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shared  by  the  alternative  strongly  urged 
by  some — a  tax  change  permitting  more 
rapid  depreciation  of  new  assets  (be  it 
accelerated  depreciation  or  an  addi¬ 
tional  depreciation  allowance  for  the 
first  year) .  But  the  proposed  invest¬ 
ment  credit  would  be  superior,  in  my 
view,  for  a  number  of  reasons.  In  the 
first  place,  the  determination  of  the 
length  of  an  asset’s  life  and  proper 
methods  of  depreciation  have  a  normal 
and  important  function  in  determining 
taxable  income,  wholly  apart  from  any 
considerations  of  incentive;  and  they 
should  not  be  altered  or  manipulated  for 
other  purposes  that  would  interfere  with 
this  function.  It  may  be  that  on  exami¬ 
nation  some  of  the  existing  depreciation 
rules  will  be  found  to  be  outmoded  and 
inequitable;  but  that  is  a  question  that 
should  be  separated  from  investment  in¬ 
centives.  A  review  of  these  rules  and 
methods  is  underway  in  the  Treasury 
Department  as  a  part  of  its  overall  tax 
reform  study  to  determine  whether 
changes  are  appropriate  and,  if  so,  what 
form  they  should  take.  Adoption  of  the 
proposed  incentive  credit  would  in  no 
way  foreclose  later  action  on  these  as¬ 
pects  of  depreciation. 

In  the  second  place,  an  increase  in 
tax  depreciation  tends  to  be  recorded  in 
the  firm’s  accounts,  thereby  raising  cur¬ 
rent  costs  and  acting  as  a  deterrent  to 
price  reduction.  The  proposed  invest¬ 
ment  credit  would  not  share  this  defect. 

Finally,  it  is  clear  that  the  tax  credit 
would  be  more  effective  in  inducing  new 
investment  for  the  same  revenue  loss. 
The  entire  credit  would  be  reflected  im¬ 
mediately  in  the  increased  funds  avail¬ 
able  for  investment  without  increasing 
the  company’s  future  tax  liability.  A 
speedup  in  depreciation  only  postpones 
the  timing  of  the  tax  liability  on  profits 
from  the  investment  to  a  later  date — 
an  increase  in  profitability  not  compara¬ 
ble  to  that  of  an  outright  tax  credit. 
Yet  accelerated  depreciation  is  much 
more  costly  in  immediate  revenues. 

For  example,  on  an  average  invest¬ 
ment,  a  tax  credit  of  15  percent  would 
bring  the  same  return  to  the  firm  as  an 
additional  fii’st  year  depreciation  of  over 
50  percent  of  the  cost  of  the  investment. 
Yet  the  immediate  revenue  loss  to  the 
Treasury  from  such  additi&nal  deprecia¬ 
tion  would  be  twice  as  much,  and  would 
remain  considerably  higher  for  many 
years.  The  incentive  to  new  investment 
our  economy  needs,  and  which  this  rec¬ 
ommendation  would  provide  at  a  revenue 
loss  of  $1.7  billion,  could  be  supplied  by 
an  initial  writeoff  only  at  an  immediate 
cost  of  $3.4  billion. 

I  believe  this  investment  tax  credit 
will  become  a  useful  and  continuous  part 
of  our  tax  structure.  But  it  will  be  a 
new  venture  and  remain  in  need  of  re¬ 
view.  Moreover,  it  may  prove'  desirable 
for  the  Congress  to  modify  the  credit 
from  time  to  time,  so  as  to  adapt  it  to 
the  needs  of  a  changing  economy.  I 
strongly  urge  its  adoption  in  this  session. 

HI.  TAX  TREATMENT  OF  FOREIGN  INCOME 

Changing  economic  conditions  at 
home  and  abroad,  the  desire  to  achieve 
greater  equity  in  taxation,  and  the 
strains  which  have  developed  in  our  bal¬ 


ance  of  payments  position  in  the  last 
few  years,  compel  us  to  examine  criti¬ 
cally  certain  features  of  our  tax  system 
which,  in  conjunction  with  the  tax  sys¬ 
tem  of  other  countries,  consistently  favor 
U.S.  private  investment  abroad  com¬ 
pared  with  investment  in  our  own 
economy. 

1.  Elimination  of  tax  deferral  privi¬ 
leges  in  developed  countries  and  “tax 
haven”  deferral  privileges  in  all  coun¬ 
tries  :  Profits  earned  abroad  by  American 
firms  operating  through  foreign  sub¬ 
sidiaries  are,  under  present  tax  laws, 
subject  to  U.S.  tax  only  when  they  are 
returned  to  the  parent  company  in  the 
form  of  dividends.  In  some  cases,  this 
tax  deferral  has  made  possible  indef¬ 
inite  postponement  of  the  U.S.  tax;  and, 
in  those  countries  where  income  taxes 
are  lower  than  in  the  United  States,  the 
ability  to  defer  the  payment  of  U.S.  tax 
by  retaining  income  in  the  subsidiary 
companies  provides  a  tax  advantage  for 
companies  operating  through  oversea 
subsidiaries  that  is  not  available  to  com¬ 
panies  operating  solely  in  the  United 
States.  Many  American  investors  prop¬ 
erly  made  use  of  this  deferral  in  the 
conduct  of  their  foreign  investment. 
Though  changing  conditions  now  make 
continuance  of  the  privilege  undesirable, 
such  change  of  policy  implies  no  criti¬ 
cism  of  the  investors  who  so  utilize  this 
privilege.  » 

The  undesirability  of  continuing  de¬ 
ferral  is  underscored  where  deferral  has 
served  as  a  shelter  for  tax  escape 
through  the  unjustifiable  use  of  tax 
haven — so  as  to  exploit  the  multiplicity 
more  and  more  enterprises  organized 
abroad  by  American  firms  have  arranged 
their  corporate  structures — aided  by 
artificial  arrangements  between  parent 
and  subsidiary  regarding  intercompany 
pricing,  the  transfer  of  patent  licensing 
rights,  the  shifting  of  management  fees, 
and  similar  practices  which  maximize 
the  accumulation  of  profits  in  the  tax 
haven — so  as  to  exploit  the  multiplicity 
of  foreign  tax  systems  and  international 
agreements  in  order  to  reduce  sharply  or 
eliminate  completely  their  tax  liabilities 
both  at  home  and  abroad. 

To  the  extent  that  these  tax  havens 
and  other  tax  deferral  privileges  result 
in  U.S.  firms  investing  or  locating 
abroad  largely  for  tax  reasons,  the 
efficient  allocation  of  international  re¬ 
sources  is  upset,  the  initial  drain  on 
our  already  adverse  balance  of  payments 
is  never  fully  compensated,  and  profits 
are  retained  and  reinvested  abroad 
which  would  otherwise  be  invested  in 
the  United  States.  Certainly  since  the 
postwar  reconstruction  of  Europe  and 
Japan  has  been  completed,  there  are  no 
longer  foreign  policy  reasons  for  pro¬ 
viding  tax  incentives  for  foreign  invest¬ 
ment  in  the  economically  advanced 
countries. 

If  we  are  seeking  to  curb  tax  havens, 
if  we  recognize  that  the  stimulus  of  tax 
deferral  is  no  longer  needed  for  invest¬ 
ment  in  the  developed  countries,  and  if 
we  are  to  emphasize  investment  in  this 
country  in  order  to  stimulate  our  econ¬ 
omy  and  our  plant  modernization,  as 
well  as  ease  our  balance-of-payments 
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deficit,  we  can  no  longer  afford  exist¬ 
ing  tax  treatment  of  foreign  income. 

I  therefore  recommend  that  legisla¬ 
tion  be  adopted  which  would,  after  a 
two-step  transitional  period,  tax  each 
year  American  corporations  on  their 
current  share  of  the  undistributed  prof¬ 
its  realized  in  that  year  by  subsidiary 
corporations  organized  in  economically 
advanced  countries.  This  current  taxa¬ 
tion  would  also  apply  to  individual 
shareholders  of  closely  held  corpora¬ 
tions  in  those  countries.  Since  income 
taxes  paid  abroad  are  properly  a  credit 
against  the  U.S.  income  tax,  this  would 
subject  the  income  from  such  business 
activities  to  essentially  the  same  tax 
rates  as  business  activities  conducted  in 
the  United  States.  To  permit  firms  to 
adjust  their  operations  to  this  change, 
I  also  recommend  that  this  result  be 
achieved  in  equal  steps  over  a  2-year 
period,  under  which  only  one-half  of  the 
profits  would  be  affected  during  1962. 
Where  the  foreign  taxes  paid  have  been 
close  to  the  U.S.  rates,  the  impact  of 
this  change  would  be  small. 

This  proposal  will  maintain  U.S. 
investment  in  the  developed  coun¬ 
tries  at  the  level  justified  by  market 
forces.  American  enterprise  abroad  will 
continue  to  compete  with  foreign  firms. 
With  their  access  to  capital  markets  at 
home  and  abroad,  their  advanced  tech¬ 
nical  know-how,  their  energy,  resource¬ 
fulness,  and  many  other  advantages, 
American  firms  will  continue  to  occupy 
their  rightful  place  in  the  markets  of 
the  world.  While  the  rate  of  expansion 
of  some  American  business  operations 
abroad  may  be  reduced  through  the 
withdrawal  of  tax  deferral  such  reduc¬ 
tion  would  be  consistent  with  the  efficient 
distribution  of  capital  resources  in  the 
world,  our  balance-of-payments  needs, 
and  fairness  to  competing  firms  located 
in  our  own  country. 

At  the  same  time,  I  recommend  that 
tax  deferral  be  continued  for  income 
from  investment  in  the  developing 
economies.  The  free  world  has  a  strong 
obligation  to  assist  in  the  development 
of  these  economies,  and  private  invest¬ 
ment  has  an  important  contribution  to 
make.  Continued  income  tax  deferral 
for  these  areas  will  be  helpful  in  this 
respect.  In  addition,  the  proposed  elim¬ 
ination  of  income  tax  deferral  on  U.S. 
earnings  in  industrialized  countries 
should  enhance  the  relative  attraction 
of  investment  in  the  less  developed  coun¬ 
tries. 

On  the  other  hand,  I  recommend  elim¬ 
ination  of  the  “tax  haven”  device 
anywhere  in  the  world,  even  in  the  un¬ 
derdeveloped  countries,  through  the 
elimination  of  tax  deferral  privileges  for 
those  forms  of  activities,  such  as  trad¬ 
ing,  licensing,  insurance  and  others,  that 
typically  seek  out  tax  haven  methods 
of  operation.  There  is  no  valid  reason 
to  permit  their  remaining  untaxed  re¬ 
gardless  of  the  country  in  which  they 
are  located. 

2.  Taxation  of  foreign  investment 
companies;  For  some  years  now  we  have 
witnessed  substantial  outflows  of  capi¬ 
tal  from  the  United  States  into  invest¬ 
ment  companies  created  abroad  whose 
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principal  justification  lies  in  the  tax 
benefits  which  their  method  of  opera¬ 
tion  produces.  I  recommend  that  these 
tax  benefits  be  removed  and  that  in¬ 
come  derived  through  such  foreign  in¬ 
vestment  companies  be  treated  in  sub¬ 
stantially  the  same  way  as  income  from 
domestic  investment  companies. 

3.  Taxation  of  American  citizens 
abroad:  It  is  no  more  justifiable  to  pro¬ 
vide  tax  exemptions  for  individuals  liv¬ 
ing  in  the  developed  countries  than  it 
is  to  provide  tax  inducements  for  capi¬ 
tal  investment  there.  Nor  should  we 
permit  totally  unjustified  tax  benefits 
to  be  obtained  by  those  Americans  whose 
choice  of  residence  is  dictated  primarily 
by  their  desire  to  minimize  taxes. 

I,  therefore,  recommend: 

That  the  total  tax  exemption  now  ac¬ 
corded  the  earned  income  of  American 
citizens  residing  abroad  be  completely 
terminated  for  those  residing  in  eco¬ 
nomically  advanced  countries: 

That  this  exemption  for  earned  income 
be  limited  to  $20,000  for  those  residing 
in  the  less  developed  countries ;  and 

That  the  exemption  of  $20,000  of 
earned  income  now  accorded  those  citi¬ 
zens  who  stay  (but  do  not  reside)  abroad 
for  17  out  of  18  months  also  be  com¬ 
pletely  terminated  for  those  living  or 
traveling  in  the  economically  advanced 
countries. 

4.  Estate  tax  on  property  located 
abroad:  I  recommend  that  the  exclusion 
from  the  estate  tax  accorded  real  prop¬ 
erty  situated  abroad  be  terminated. 
With  the  adoption  several  years  ago  of 
the  credit  for  foreign  taxes  under  the 
estate  tax,  there  is  no  justification  for 
the  continued  exemption  of  such  prop¬ 
erty. 

5.  Allowance  for  foreign  tax  on  divi¬ 
dends:  Finally,  the  method  by  which  the 
credit  for  foreign  income  taxes  is  com¬ 
puted  in  the  case  of  dividends  involves 
a  double  allowance  for  foreign  income 
taxes  and  should  be  corrected. 

These  proposals,  along  with  more  de¬ 
tailed  and  technical  changes  needed  to 
improve  the  taxation  of  foreign  income, 
are  expected  to  reduce  substantially  our 
balance  of  payments  deficit  and  to  in¬ 
crease  revenues  by  at  least  $250  million 
per  year. 

IV.  CORRECTION"  OF  OTHER  STRUCTURAL  DEFECTS 

I  next  recommend  a  number  of  meas¬ 
ures  to  remove  other  serious  defects  in 
the  income  tax  structure.  These 
changes,  while  making  a  beginning  to¬ 
ward  the  comprehensive  tax  reform  pro¬ 
gram  mentioned  above,  will  provide  suffi¬ 
cient  revenue  gains  to  offset  the  cost  of 
the  investment  tax  credit  and  keep  the 
revenue-producing  potential  of  our  tax 
structure  intact. 

1.  Withholding  on  interest  and  divi¬ 
dends:  Our  system  of  combined  with¬ 
holding  and  voluntary  reporting  on 
wages  and  salaries  under  the  individual 
income  tax  has  served  us  well.  Intro¬ 
duced  during  the  war  when  the  income 
tax  was  extended  to  millions  of  new  tax¬ 
payers,  the  wage-withholding  system  has 
been  one  of  the  most  important  and  suc¬ 
cessful  advances  in  our  tax  system  in 
recent  times.  Initial  difficulties  were 
quickly  overcome,  and  the  new  system 


helped  the  taxpayer  no  less  than  the  tax 
collector. 

It  is  the  more  unfortunate,  therefore, 
that  the  application  of  the  withholding 
principle  has  remained  incomplete. 
Withholding  does  not  apply  to  dividends 
and  interest,  with  the  result  that  sub¬ 
stantial  amounts  of  such  income,  par¬ 
ticularly  interest,  improperly  escape  tax¬ 
ation.  It  is  estimated  that  about  $3 
billion  of  taxable  interest  and  dividends 
are  unreported  each  year.  This  is  pat¬ 
ently  unfair  to  those  who  must  as  a 
result  bear  a  larger  share  of  the  tax 
burden.  Recipients  of  dividends  and 
interest  should  pay  their  tax  no  less  than 
those  who  receive  wage  and  salary  in¬ 
come,  and  the  tax  should  be  paid  just  as 
promptly.  Large  continued  avoidance 
of  tax  on  the  part  of  some  has  a  steadily 
demoralizing  effect  on  the  compliance  of 
others. 

This  gap  in  reporting  has  not  been 
appreciably  lessened  by  educational  pro¬ 
grams.  Nor  can  it  be  effectively  closed 
by  intensified  enforcement  measures,  ex¬ 
cept  by  the  expenditure  of  inordinate 
amounts  of  time  and  money.  Withhold¬ 
ing  on  corporate  dividends  and  on  in¬ 
vestment  type  interest,  such  as  interest 
paid  on  taxable  government  and  corpo¬ 
rate  securities  and  savings  accounts,  is 
both  necessary  and  practicable. 

1,  therefore,  recommend  the  enact¬ 
ment  of  legislation  to  provide  for  a  20 
percent  withholding  rate  on  corporate 
dividends  and  taxable  investment  type 
interest,  effective  January  1,  1962,  under 
a  system  which  would  not  require  the 
preparation  of  withholding  statements 
to  be  sent  to  recipients.  It  would  thus 
place  a  relatively  light  burden  of  com¬ 
pliance  on  the  payers  of  interest  and 
dividends — certainly  less  than  that 
placed  on  payers  of  wages  and  salaries — 
while  at  the  same  time  largely  solving 
the  compliance  problem  for  most  of  the 
taxpayers  receiving  dividends  and  in¬ 
terest.  Steps  will  also  be  taken  to  avoid 
hardships  for  recipients  who  are  not 
subject  to  tax. 

The  remaining  need  for  compliance, 
largely  in  the  high  income  group  sub¬ 
ject  to  a  higher  tax  rate,  would  be  met 
through  the  concentration  of  enforce¬ 
ment  devices  on  taxpayers  in  these 
brackets.  Introduction  of  equipment  for 
the  automatic  processing  of  information 
returns  would  be  especially  helpful  for 
this  purpose  and  would  thus  supplement 
the  extension  of  withholding. 

Enactment  of  this  proposal  is  esti¬ 
mated  to  increase  revenue  by  $800  mil¬ 
lion  per  year. 

2.  Repeal  of  the  dividend  credit  and 
exclusion:  The  present  law  provides  for 
an  exclusion  from  income  of  the  first 
$50  of  dividends  received  from  domestic 
corporations,  and  for  a  4  percent  credit 
against  tax  of  such  dividend  income  in 
excess  of  $50.  These  provisions  were 
enacted  in  1954.  Proponents  argued 
that  they  would  encourage  capital  for¬ 
mation  through  equity  investment,  and 
that  they  would  provide  a  partial  offset 
to  the  so-called  double  taxation  of  div¬ 
idend  income.  It  is  now  clear  that  they 
serve  neither  purpose  well;  and  I,  there¬ 
fore,  recommend  the  repeal  of  both  the 
dividend  credit  and  exclusion. 
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The  dividend  credit  and  exclusion  are 
not  an  efficient  stimulus  to  capital  ex¬ 
pansion  in  the  form  of  plant  and  equip¬ 
ment.  The  revenue  losses  resulting 
from  these  provisions  are  spread  over 
a  large  volume  of  outstanding  shares 
rather  than  being  concentrated  on  new 
shares;  and  the  stimulating  effects  of 
the  provisions  are  thus  greatly  diluted, 
resulting  in  relatively  little  increases  in 
the  supply  of  equity  funds  and  a  rela¬ 
tively  slight  reduction  in  the  cost  of 
equity  financing.  In  fact,  such  reduction 
as  does  occur  is  more  likely  to  benefit 
large  corporations  with  easy  access  to 
the  capital  market,  while  being  of  little 
use  to  small  firms  which  are  not  so 
favorably  situated.  Insofar  as  raising 
the  profitability  of  new  investment  in 
plant  and  equipment  is  concerned,  the 
tax  investment  credit  proposed  above 
would  be  far  more  effective  since  it  is 
offered  to  the  corporation,  where  the 
actual  investment  decision  is  made. 

The  dividend  credit  and  exclusion  are 
equally  inadequate  as  a  solution  to  the 
so-called  problem  of  double  taxation. 
Whatever  may  be  the  merits  of  the  argu¬ 
ments  respecting  the  existence  of  double 
taxation,  the  provisions  of  the  1954  act 
clearly  do  not  offer  an  appropriate 
remedy.  They  greatly  overcompensate 
the  dividend  recipient  in  the  high  in¬ 
come  bracket,  while  giving  either  in¬ 
sufficient  or  no  relief  to  shareholders 
with  smaller  income. 

This  point  deserves  emphasis.  For 
viewed  simply  as  a  means  of  tax  reduc¬ 
tion,  the  dividend  credit  is  wholly  in¬ 
equitable.  The  distribution  of  its  bene¬ 
fits  is  highly  favorable  to  the  taxpayers 
in  the  upper  income  groups  who  receive 
the  major  part  of  dividend  income. 
Only  about  10  percent  of  dividend  income 
accrues  to  those  with  incomes  below 
$5,000;  about  80  percent  of  it  accrues 
to  that  6.5  percent  of  taxpayers  whose 
incomes  exceed  $10,000  a  year.  Simi¬ 
larly,  dividend  income  is  a  sharply  ris¬ 
ing  fraction  of  total  income  as  we  move 
up  the  income  scale.  Thus,  dividend 
income  is  about  1  percent  of  all  income 
from  all  sources  for  those  taxpayers  with 
incomes  of  $3,000  to  $5,000;  but  it  consti¬ 
tutes  more  than  25  percent  of  the  income 
for  those  with  $100,000  to  $150,000  of  in¬ 
come,  and  about  50  percent  for  those 
with  incomes  over  $1  million. 

The  role  of  the  dividend  credit  should 
not  be  confused  with  the  broader  ques¬ 
tion  of  tax  rates  applicable  to  high  in¬ 
comes.  These  high  rates  deserve  re¬ 
examination;  and  this  is  one  of  the  prob¬ 
lems  which  will  be  examined  in  the  con¬ 
text  of  next  year’s  tax  reform.  But  if 
top  bracket  rates  were  to  be  reduced,  the 
dividend  credit  is  not  the  way  to  do  it. 
Rate  reductions,  if  appropriate,  should 
apply  no  less  to  those  with  high  in¬ 
comes  from  other  sources,  such  as  pro¬ 
fessional  and  salaried  people  whose  tax 
position  is  particularly  difficult  today. 

If  the  credit  is  eliminated,  the  $50  ex¬ 
clusion  should  also  be  discarded  for  simi¬ 
lar  reasons.  The  tax  saving  from  the  ex¬ 
clusion  is  substantially  greater  for  a 
dividend  recipient  with  a  high  income 
than  for  a  recipient  with  low  income. 
Moreover,  on  equity  grounds,  there  is  no 
reason  for  giving  tax  reduction  to  that 
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small  fraction  of  low  income  taxpayers 
who  receive  dividends  in  contrast  to  those 
who  must  live  on  wages,  interest,  rents 
or  other  forms  of  income. 

The  1954  formula  therefore  is  a  dead 
end  and  should  be  rescinded,  effective 
December  31  of  this  year.  The  estimated 
revenue  gain  is  $450  million  per  year. 

3.  Expense  accounts:  In  recent  years 
widespread  abuses  have  developed 
through  the  use  of  the  expense  account. 
Too  many  firms  and  individuals  have  de¬ 
vised  means  of  deducting  too  many  per¬ 
sonal  living  expenses  as  business  ex¬ 
penses,  thereby  charging  a  large  part  of 
their  cost  to  the  Federal  Government. 
Indeed,  expense  account  living  has  be¬ 
come  a  byword  in  the  American  scene. 

This  is  a  matter  of  national  concern, 
affecting  not  only  our  public  revenues, 
our  sense  of  fairness,  and  our  respect 
for  the  tax  system,  but  our  moral  and 
business  practices  as  well.  This  wide¬ 
spread  distortion  of  our  business  and 
social  structure  is  largely  a  creature  of 
the  tax  system,  and  the  time  has  come 
when  our  tax  laws  should  cease  their 
encouragment  of  luxury  spending  as  a 
charge  on  the  Federal  Treasury.  The 
slogan — “It’s  deductible” — should  pass 
from  our  scene. 

Tighter  enforcement  of  present  legis¬ 
lation  will  not  suffice.  Even  though  in 
some  instances  entertainment  and  re¬ 
lated  expenses  have  an  association  with 
the  needs  of  business,  they  nevertheless 
confer  substantial  tax-free  personal 
benefits  to  the  recipients.  In  other 
cases,  deductions  are  obtained  by  dis¬ 
guising  personal  expenses  as  business 
outlays.  But  under  present  law,  it  is 
extremely  difficult  to  separate  out  and 
disallow  such  pseudo-business  expendi¬ 
tures.  New  legislation  is  needed  to  deal 
with  the  problem. 

I,  therefore,  recommend  that  the  cost 
of  such  business  entertainment  and  the 
maintenance  of  entertainment  facilities 
(such  as  yachts  and  hunting  lodges)  be 
disallowed  in  full  as  a  tax  deduction  and 
that  restrictions  be  imposed  on  the  de¬ 
ductibility  of  business  gifts,  expenses  of 
business  trips  combined  with  vacations, 
and  excessive  personal  living  expenses 
incurred  on  business  travel  away  from 
home. 

I  feel  confident  that  these  measures 
will  be  welcomed  by  the  American  peo¬ 
ple.  I  am  also  confident  that  business 
firms,  now  forced  to  emulate  the  expense 
account  favors  of  their  competitors,'' 
however  unsound  or  uneconomical  such 
practices  may  be,  will  welcome  the  re¬ 
moval  of  this  pressure.  These  measures 
will  strengthen  both  our  tax  structure 
and  the  moral  fiber  of  our  society.  These 
provisions  should  be  effective  as  of  Jan¬ 
uary  1,  1962,  and  are  estimated  to  in¬ 
crease  Treasury  receipts  by  at  least  $250 
million  per  year. 

4.  Capital  gains  on  sale  of  depreciable 
business  property:  Another  flaw  which 
should  be  corrected  at  this  time  relates 
to  the  taxation  of  gains  on  the  sale  of 
depreciable  business  property.  Such 
gains  are  now  taxed  at  the  preferential 
rate  applicable  to  capital  gains,  even 
though  they  represent  ordinary  income. 

This  situation  arises  because  the  stat¬ 
utory  rate  of  depreciation  may  not  co¬ 


incide  with  the  actual  decline  in  the 
value  of  the  asset.  While  the  taxpayer 
holds  the  property,  depreciation  is  taken 
as  a  deduction  from  ordinary  income. 
Upon  its  resale,  where  the  amount  of 
depreciation  allowable  exceeds  the  de¬ 
cline  in  the  actual  value  of  the  asset  so 
that  a  gain  occurs,  this  gain  under  pres¬ 
ent  law  is  taxed  at  the  preferential  capi¬ 
tal  gains  rate.  The  advantages  resulting 
from  this  practice  have  been  increased 
by  the  liberalization  of  depreciation 
rates. 

Our  capital  gains  concept  should  not 
encompass  this  kind  of  income.  This 
inequity  should  be  eliminated,  and  espe¬ 
cially  so  in  view  of  the  proposed  invest¬ 
ment  credit.  We  should  not  encourage 
through  tax  incentives  the  further  ac¬ 
quisition  of  such  property  as  long  as 
this  loophole  remains. 

I  therefore  recommend  that  capital 
gains  treatment  be  withdrawn  from 
gains  on  the  disposition  of  depreciable 
property,  both  personal  and  real  prop¬ 
erty,  to  the  extent  that  depreciation  has 
been  deducted  for  such  property  by  the 
seller  in  previous  years,  permitting  only 
the  excess  of  the  sales  price  over  the 
original  cost  to  be  treated  as  a  capital 
gain.  The  remainder  should  be  treated 
as  ordinary  income.  This  reform  should 
immediately  become  effective  as  to  all 
sales  taking  place  after  the  date  of  en¬ 
actment.  It  is  estimated  to  raise  revenue 
by  $200  million  annually. 

5.  Cooperatives  and  financial  institu¬ 
tions:  Another  area  of  the  tax  laws 
which  calls  for  attention  is  the  treat¬ 
ment  of  cooperatives,  private  lending  in¬ 
stitutions,  and  fire  and  casualty  insur¬ 
ance  companies. 

Contrary  to  the  intention  of  Congress, 
substantial  income  from  certain  coop¬ 
erative  enterprises,  reflecting  business 
operations,  is  not  being  taxed  either  to 
the  cooperative  organization  itself  or  its 
members.  This  situation  must  be  cor¬ 
rected  in  a  manner  that  is  fair  and  just 
to  both  the  cooperatives  and  competing 
businesses. 

The  present  inequity  has  resulted 
from  court  decisions  which  held  patron¬ 
age  refunds  in  certain  forms  to  be  non- 
taxable.  I  recommend  that  the  law  be 
clarified  so  that  all  earnings  are  taxable 
to  either  the  cooperatives  or  to  their 
patrons,  assessing  the  patron  on  the 
earnings  that  are  allocated  to  him  as 
patronage  dividends  or  refunds  in  scrip 
or  cash.  The  withholding  principle  rec¬ 
ommended  above  should  also  be  applied 
to  patronage  dividends  or  refunds  so 
that  the  average  patron  receiving  scrip 
will,  in  effect,  be  given  the  cash  to  pay 
his  tax  on  his  patronage  dividend  or 
refund.  The  cooperatives  should  not  be 
penalized  by  the  assessment  of  a  patron¬ 
age  tax  upon  dividends  or  refunds  tax¬ 
able  to  the  patron  but  left  in  the  busi¬ 
ness  as  a  substitute  for  the  sale  of 
securities  to  obtain  additional  equity 
capital.  The  exemption  for  rural  elec¬ 
tric  cooperatives  and  credit  unions 
should  be  continued. 

The  tax  provisions  applicable  to  fire 
and  casualty  insurance  companies, 
originally  adopted  in  1942,  need  to  be 
reviewed  in  the  light  of  current  condi¬ 
tions.  Many  of  these  companies,  or¬ 


ganized  on  the  mutual  or  reciprocal 
basis  are  now  taxed  under  a  special  for¬ 
mula  which  does  not  take  account  of 
their  underwritings  gains  and  thus  re¬ 
sults  in  an  inequitable  distribution  of  the 
tax  burden  among  various  types  of  com¬ 
panies.  Consideration  should  be  given 
to  taxing  mutual  or  reciprocal  com¬ 
panies  on  a  basis  similar  to  stock  com¬ 
panies,  following  the  pattern  of  similar 
treatment  of  stock  and  mutual  enter¬ 
prise  in  the  life  insurance  field. 

Some  of  the  most  important  types  of 
private  savings  and  lending  institutions 
in  the  country  are  accorded  tax  deduc¬ 
tible  reserve  provisions  which  substan¬ 
tially  reduce  or  eliminate  their  Federal 
income  tax  liability.  These  provisions 
should  be  reviewed  with  the  aim  of  as¬ 
suring  nondiscriminatory  treatment. 

Remedial  legislation  in  these  fields 
would  enlarge  the  revenues  and  con¬ 
tribute  to  a  fair  and  sound  tax  structure. 

V.  TAX  ADMINISTRATION 

One  of  the  major  characteristics  of 
our  tax  system,  and  one  in  which  we  can 
take  a  great  deal  of  pride,  is  that  it  op¬ 
erates  primarily  through  individual  self- 
assessment.  The  integrity  of  such  a  sys¬ 
tem  depends  upon  the  continued  will¬ 
ingness  of  the  people  honestly  and 
accurately  to  discharge  this  annual  price 
of  citizenship.  To  the  extent  that  some 
people  are  dishonest  or  careless  in  their 
dealings  with  the  Government,  the  ma¬ 
jority  is  forced  to  carry  a  heavier  tax 
burden. 

For  voluntary  self-assessment  to  be 
both  meaningful  and  productive  of  rev¬ 
enues,  the  citizens  must  not  only  have 
confidence  in  the  fairness  of  the  tax 
laws,  but  also  in  their  uniform  and  vig¬ 
orous  enforcement  of  these  laws.  If 
noncompliance  by  the  few  continues 
unchecked,  the  confidence  of  the  many 
in  our  self-assessment  system  will  be 
shaken  and  one  of  the  cornerstones  of 
our  Government  weakened. 

I  have  in  this  message  already  recom¬ 
mended  the  application  of  withholding 
to  dividends  and  interest  and  revisions  to 
halt  the  abuses  of  expense  accounts. 
These  measures  will  improve  taxpayer 
compliance  and  raise  the  regard  of  tax¬ 
payers  for  the  fairness  of  our  system. 
In  addition,  I  propose  three  further 
measures  to  improve  the  tax  enforce¬ 
ment  machinery. 

1.  Taxpayer  account  numbers:  The 
Internal  Revenue  Service  has  begun  the 
installation  of  automatic  data  process¬ 
ing  equipment  to  improve  administra¬ 
tion  of  the  growing  job  of  tax  collection 
and  enforcement.  A  system  of  identify¬ 
ing  taxpayer  account  numbers,  which 
would  make  possible  the  bringing  to¬ 
gether  of  all  tax  data  for  any  one  par¬ 
ticular  taxpayer,  is  an  essential  part  of 
such  an  improved  collection  and  enforce¬ 
ment  program. 

For  this  purpose,  social  security  num¬ 
bers  would  be  used  by  taxpayers  already 
having  them.  The  small  minority  cur¬ 
rently  without  such  numbers  would  be 
assigned  numbers  which  these  persons 
could  later  use  as  well  for  social  secu¬ 
rity  purposes  if  needed.  The  numbers 
would  be  entered  on  tax  returns,  infor¬ 
mation  returns,  and  related  documents. 
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I  recommend  that  legislation  be  en¬ 
acted  to  authorize  the  use  of  taxpayer 
account  numbers  beginning  January  1, 
1962,  to  identify  taxpayer  accounts 
throughout  the  processing  and  record¬ 
keeping  operations  of  the  Internal  Rev¬ 
enue  Service. 

2.  Increased  audit  coverage:  The  ex¬ 
amination  of  tax  returns  is  the  essence 
of  the  enforcement  process.  The  num¬ 
ber  of  examining  personnel  of  the  Inter¬ 
nal  Revenue  Service,  however,  has  been 
consistently  inadequate  to  cope  with  the 
audit  workload.  Consequently,  it  has 
been  unable  to  audit  carefully  many  of 
the  returns  which  should  be  so  examined. 
Anticipated  growth  in  our  population 
will,  of  course,  increase  this  enforcement 
problem. 

Related  to  broadened  tax  audit  is  the 
criminal  enforcement  program  of  the 
Revenue  Service.  Here,  the  guiding 
principle  is  the  creation  of  a  deterrent  to 
tax  evasion  and  to  maintain  or,  if  pos¬ 
sible,  increase  voluntary  compliance  with 
all  taxing  statutes.  This  means  placing 
an  appropriate  degree  of  investigative 
emphasis  on  all  types  of  tax  violations, 
in  all  geographical  areas,  and  identify¬ 
ing  violations  of  substance  in  all  income 
brackets  regardless  of  occupation,  busi¬ 
ness  or  profession. 

Within  this  framework  of  a  balanced 
enforcement  effort,  the  service  is  placing 
special  investigative  emphasis  on  returns 
filed  by  persons  receiving  income  from 
illegal  sources.  I  have  directed  all  Fed¬ 
eral  law  enforcement  agencies  to  coop¬ 
erate  fully  with  the  Attorney  General  in 
a  drive  against  organized  crime,  and  to 
utilize  their  resources  to  the  maximum 
extent  in  conducting  investigations  of 
individuals  engaged  in  criminal  activity 
on  a  major  scale.  With  the  foregoing 
in  mind,  I  have  directed  the  Secretary  of 
the  Treasury  to  provide  through  the  In¬ 
ternal  Revenue  Service  a  maximum 
effort  in  this  field. 

To  fulfill  these  requirements  for  im¬ 
proved  audits,  enforcement,  and  anti¬ 
crime  investigation,  it  is  essential  that 
the  Service  be  provided  additional  re¬ 
sources  which  will  pay  their  own  cost 
many  times  over.  In  furthering  the 
Service’s  long-range  plans,  the  prior  ad¬ 
ministration  asked  additional  appropria¬ 
tions  of  $27.4  million  to  hire  about  3,500 
additional  personnel  during  fiscal  1962, 
including  provisions  for  the  necessary  in¬ 
creases  in  space  and  modern  equipment 
vital  to  the  efficient  operation  of  the 
Service.  To  meet  the  commitments  de¬ 
scribed  above,  this  administration  re¬ 
viewed  these  proposals  and  recom¬ 
mended  that  they  be  increased  by 
another  $7  million  and  765  additional 
personnel  to  expedite  the  expansion  and 
criminal  enforcement  programs.  The 
pending  alternative  of  only  1,995  addi¬ 
tional  personnel,  or  less  than  one-half 
of  the  number  requested,  this  adminis¬ 
tration  would  constitute  little  more  than 
the  additional  employees  needed  each 
year  during  the  1960’s  just  to  keep  up 
with  the  estimated  growth  in  number 
and  complexity  of  returns  filed.  Thus 
I  must  again  strongly  urge  the  Congress 
to  give  its  full  support  to  my  original 
request.  These  increases  will  safeguard 
the  long-term  adequacy  of  the  Nation’s 
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traditional  voluntary  compliance  system 
and,  at  the  same  time,  return  the  added 
appropriations  several  times  over  in 
added  revenue. 

3.  Inventory  reporting:  It  is  increas¬ 
ingly  apparent  that  the  manipulation  of 
inventories  has  become  a  frequent 
method  of  avoiding  taxes.  Current  laws 
and  regulations  generally  permit  the  use 
of  inventory  methods  which  are  accept¬ 
able  in  recognized  accounting  practice. 
Deviations  from  these  methods,  which 
are  not  always  easy  to  detect  during 
examination  of  tax  returns,  can  often 
lead  to  complete  nonpayment  of  taxes 
until  the  inventories  are  liquidated ;  and, 
for  some  taxpayers,  this  represents 
permanent  tax  reduction.  The  under¬ 
stating  of  the  valuation  of  inventories 
is  the  device  most  frequently  used. 

I  have  directed  the  Internal  Revenue 
Service  to  give  increasing  attention  to 
this  area  of  tax  avoidance,  through  a 
stepped-up  emphasis  on  both  the  verifi¬ 
cation  of  the  amounts  reported  as  in¬ 
ventories  and  an  examination  of  meth¬ 
ods  used  in  arriving  at  their  reported 
valuation. 

VI.  TAX  RATE  EXTENSION 

As  recommended  by  my  predecessor, 
it  is  again  necessary  that  Congress  enact 
an  extension  of  present  corporation  in¬ 
come  and  excise  tax  rates  otherwise 
scheduled  for  reduction  or  termination 
on  July  1,  1961.  Such  extension  has 
been  adopted  by  the  Congress  on  a  num¬ 
ber  of  previous  occasions,  and  our  pres¬ 
ent  revenue  requirements  make  such 
extension  absolutely  necessary  again  this 
year. 

In  the  absence  of  such  legislation,  the 
corporate  tax  rate  would  be  decreased  5 
percentage  points,  from  52  percent  to 
47  percent,  excise  tax  rates  on  distilled 
spirits,  beer,  wines,  cigarettes,  passenger 
automobiles,  automobile  parts  and  acces¬ 
sories,  and  the  transportation  of  per¬ 
sons  would  also  decline;  and  the  excise 
tax  on  general  telephone  service  would 
expire.  We  cannot  afford  the  loss  of 
these  revenues  at  this  time. 

VH.  AVIATION  FUEL 

The  last  item  on  the  agenda  relates 
to  aviation  fuel.  The  two  previous  ad¬ 
ministrations  have  urged  that  civil  avi¬ 
ation,  a  mature  and  growing  industry, 
be  required  to  pay  a  fair  share  of  the 
costs  of  operating  and  improving  the 
Federal  airways  system.  The  rapidly 
mounting  costs  of  these  essential  serv¬ 
ices  to  air  transportation  makes  the  im¬ 
position  of  user  charges  more  impera¬ 
tive  now  than  ever  before.  The  most 
efficient  method  for  recovering  a  por¬ 
tion  of  these  costs  equitably  from  the 
airway  users  is  through  a  tax  on  avia¬ 
tion  fuel.  Present  law  provides  for  a 
net  tax  of  2  cents  a  gallon  on  aviation 
gasoline  but  no  tax  on  jet  fuel.  The 
freedom  from  tax  of  jet  fuel  is  inequi¬ 
table  and  is  resulting  in  substantial  rev¬ 
enue  losses  due  to  the  transition  to  jet- 
power  and  the  resulting  decline  in  gaso¬ 
line  consumption. 

My  predecessor  recommended  a  flat 
4 14 -cent  tax  for  both  aviation  gasoline 
and  jet  fuels.  Such  a  request,  however, 
appears  to  be  unrealistic  in  view  of  the 
current  financial  condition  of  the  airline 
industry. 


Therefore,  I  recommend  extending  the 
present  net  2-cent  rate  on  aviation  gaso¬ 
line  to  jet  fuels;  holding  this  uniform 
rate  covering  both  types  of  fuel  at  the 
2-cent  level  for  fiscal  1962;  and  provid¬ 
ing  for  annual  increments  in  this  rate 
of  one-half  cent  after  fiscal  year  1962 
until  the  portion  of  the  cost  of  the  air¬ 
ways  properly  allocable  to  civil  aviation 
is  substantially  recovered  by  this  tax. 

The  immediate  increase  in  revenue 
from  this  proposal  is  modest  in  compari¬ 
son  with  anticipated  airways  costs;  and 
the  annual  gradation  of  further  increas¬ 
es  is  intended  to  moderate  the  impact  of 
the  tax  on  the  air  carrier  industry. 
Should  future  economic  or  other  devel¬ 
opments  warrant,  a  more  rapid  increase 
in  the  fuel  tax  will  be  recommended. 
The  decline  from  the  revenues  estimated 
by  my  predecessor  is  not  large,  and  will 
be  met  by  the  reforms  previously  pro¬ 
posed.  I  repeat  my  earlier  recommenda¬ 
tion  that,  consistent  with  the  user 
charge  principle,  revenues  from  the  avi¬ 
ation  fuels  tax  be  retained  in  the  gen¬ 
eral  fund  rather  than  diverted  to  the 
highway  trust  fund. 

CONCLUSION 

The  legislation  recommended  in  this 
message  offers  a  first  step  toward  the 
broader  objective  of  tax  reform.  The 
immediate  need  is  for  encouraging  eco¬ 
nomic  growth  through  modernization 
and  capital  expansion,  and  to  remove 
tax  preferences  for  foreign  investment 
which  are  no  longer  needed  and  which 
impair  our  balance  of  payments  position. 
A  beginning  is  made  also  toward  remov¬ 
ing  some  of  the  more  glaring  defects 
in  the  tax  structure.  The  revenue  gain 
in  these  proposals  will  offset  the  revenue 
cost  of  the  investment  credit.  Finally, 
certain  rate  extensions  are  needed  to 
maintain  the  revenue  potential  of  our 
fiscal  system. 

These  items  need  to  be  done  now;  but 
they  are  a  first  step  only.  They  will  be 
followed  next  year  by  a  second  set  of 
proposals,  aimed  at  thorough  income 
tax  reform.  Their  purpose  will  be  to 
broaden  and  unify  the  income  tax  base, 
and  to  review  the  entire  rate  structure 
in  the  light  of  these  revisions.  Let  us 
join  in  solving  these  immediate  problems 
in  the  coming  months,  and  then  join  in 
further  action  to  strengthen  the  foun¬ 
dations  of  our  revenue  system. 

John  F.  Kennedy. 

The  White  House,  April  20,  1961. 


PRESIDENT’S  TAX  PROPOSAL  RE¬ 
FLECTS  PHILOSOPHY  OF  ROBIN 
HOOD  IN  REVERSE 

(Mr.  PI5LLY  asked  and  was  given  per¬ 
mission  toxpctend  his  remarks  at  this 
point  in  the  Rsxiord.) 

Mr.  PELLY.NMr.  Speaker,  to  me  the 
White  House  message  on  taxation  in 
certain  respects  reflects  a  “Robin  Hood  in 
reverse”  policy.  I  refer  to  the  proposal 
to  allow  big  business  tax  exemptions  for 
new  plant  expansion  white  taking  away 
from  15  million  little  people,  who  have 
invested  hard-won  savings  mAmerican 
industry,  the  meager  tax  exemptions 
they  have  on  their  investments.X 

Later  in  the  day,  Mr.  Speaker,  u.  will 
elaborate  on  this  and  address  myVe- 
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rks  to  certain  aspects  of  the  philos¬ 
ophy.  back  of  the  President’s  recom¬ 
mendation  just  read  to  the  House. 


OF  THE  HOUSE 

Mr.  GROS$.  Mr.  Speaker,  I  make  the 
point  of  ora&p  that  a  quorum  is  not 
present. 

The  SPEAKER  Evidently  a  quorum 
is  not  present. 

Mr.  BOLLING,  ft^r.  Speaker,  I  move 
a  call  of  the  House. 

A  call  of  the  House  v>os  ordered. 

The  Clerk  called  the  nsll  and  the  fol¬ 
lowing  Members  failed  to  answer  to  their 
names : 

[Roll  No.  39] 

Auchincloss  Holifleld  Powe> 

Bass,  Tenn.  Landrum  Rousselpt 

Blatnik  Macdonald  Shelley 

Boggs  Moorehead,  Sheppard'1 

Davis,  Ohio  Slack 

James  C.  Morse  Taylor 

Dawson  Moulder  Teague,  Tex. 

Fenton  Nygaard  Utt 

Fountain  O’Hara,  Mich.  Young 

Harsha  Peterson 

The  SPEAKER.  On  this  rollcall  401 
Members  have  answered  to  their  names, 
a  quorum. 

By  unanimous  consent  further  pro¬ 
ceedings  under  the  call  were  dispensed 
with. 


CORRECTION  OF  ROLLCALL 

Mr.  BROOKS  of  Louisiana.  Mr. 
Speaker,  on  rollcall  No.  37  yesterday, 
page  5912  of  the  Record,  I  am  recorded 
as  being  absent.  Mr.  Speaker,  I  was  here 
present,  and  answered  to  my  name,  the 
last  one  voting  on  that  occasion. 

The  SPEAKER.  Without  objection, 
the  permanent  Record  and  Journal  will 
be  corrected  accordingly. 

There  was  no  objection. 


CONSIDERATION  OF  H.R.  4726,  AGRI¬ 
CULTURAL  TRADE  DEVELOPMENT 

AND  ASSISTANCE  ACT  OF  1954 

Mr.  MADDEN,  from  the  Committee 
on  Rules,  reported  the  following  priv 
ileged  resolution  (H.  Res.  262,  Rept.  No. 
255)  which  was  referred  to  the  Ho' 
Calendar  and  ordered  to  be  printed  i 

Resolved,  That  upon  the  adoption  of  this 
resolution  it  shall  be  in  order  to  move  that 
the  House  resolve  itself  into  the  Committee 
of  the  Whole  House  on  the  Stone  of  the 
Union  for  the  consideration  /Of  the  bill 
(H.R.  4728)  to  amend  title  I/of  the  Agri¬ 
cultural  Trade  Development/und  Assistance 
Act  of  1954,  and  all  points/of  order  against 
said  bill  are  hereby  waived.  After  general 
debate,  which  shall  be  .confined  to  the  bill 
and  shall  continue  not  to  exceed  2  hours, 
to  be  equally  dividecg  and  controlled  by  the 
chairman  and  ranking  minority  member  of 
the  Committee  o^Agriculture,  the  bill  shall 
be  read  for  amendment  under  the  5-minute 
rule.  At  the /conclusion  of  the  considera¬ 
tion  of  the  Jm.ll  for  amendment,  the  Com¬ 
mittee  sha If  rise  and  report  the  bill  to  the 
House  with  such  amendments  as  may  have 
been  adopted,  and  the  previous  question 
shall  be  considered  as  ordered  on  the  bill 
and  ^amendments  thereto  to  final  passage 
witJrfout  intervening  motion  except  one  mo¬ 
tion  to  recommit. 


SOCIAL  SECURITY  AMENDMENTS 
OF  1961 

Mr.  O’NEILL.  Mr.  Speaker,  by  direc¬ 
tion  of  the  Committee  on  Rules,  I  call 
up  House  Resolution  258  and  ask  for 
its  immediate  consideration. 

The  Clerk  read  as  follows: 

Resolved,  That  upon  the  adoption  of  this 
resolution  it  shall  be  in  order  to  move  that 
the  House  resolve  itself  into  the  Committee 
of  the  Whole  House  on  the  State  of  the 
Union  for  the  consideration  of  the  bill  (H.R. 
6027)  to  improve  benefits  under  the  old-age, 
survivors,  and  disability  insurance  program 
by  increasing  the  minimum  benefits  and  aged 
widow’s  benefits  and  by  making  additional 
persons  eligible  for  benefits  under  the  pro¬ 
gram,  and  for  other  purposes,  and  all  points 
of  order  against  said  bill  are  hereby  waived. 
After  general  debate,  which  shall  be  confined 
to  the  bill,  and  shall  continue  not  to  exceed 
three  hours,  to  be  equally  divided  and  con¬ 
trolled  by  the  chairman  and  ranking  minor¬ 
ity  member  of  the  Committee  on  Ways  and 
Means,  the  bill  shall  be  considered  as  hav¬ 
ing  been  read  for  amendment.  No  amend- 
lents  shall  be  in  order  to  said  bill  except 
amendments  offered  by  direction  of  the  Com- 
mruee  on  Ways  and  Means,  but  said  amend¬ 
ments  shall  not  be  subject  to  amendmei 
At  thk  conclusion  of  such  consideration,  the 
Committee  shall  rise  and  report  the  bi/f  to 
the  House  with  such  amendments  a /  may 
have  been\adopted,  and  the  previous  ques¬ 
tion  shall  be  considered  as  ordered  on  the 
bill  and  amendments  thereto  to  fi/al  passage 
without  intervening  motion,  except  one  mo¬ 
tion  to  recommh,  with  or  without  instruc¬ 
tions. 

The  SPEAKER.  \The/^entleman  from 
Massachusetts  is  recbumized. 

Mr.  O’NEILL.  M*v\Speaker,  I  yield 
30  minutes  to  the gentleman  from  Ohio 
[Mr.  Brown],  anj*  yield  myself  such  time 
as  I  may  use. 

Mr.  Speaks^  House  Resolution  258 
provides  for/the  consideration  of  H.R. 
6027,  a  bill/to  improve  benefits  uHder  the 
old-age,  survivors,  and  disability\nsur- 
ance  program  by  increasing  the  naini- 
mum  benefits  and  aged  widow’s  benefits 
and/oy  making  additional  persons  eligi, 
ble/ror  benefits  under  the  program,  anc. 
yfr  other  purposes.  The  resolution  pro- 
ides  for  a  closed  rule,  waiving  points  of 
order,  with  3  hours  of  general  debate. 

The  proposals  embodied  in  H.R.  6027 
would  provide  improvements  in  our  so¬ 
cial  insurance  system.  These  changes 
will  make  the  old-age,  survivors,  and 
disability  insurance  program  more  flexi¬ 
ble  and  effective  in  carrying  out  its  basic 
*  purpose,  and  are  along  the  lines  of  the 
changes  recommended  by  the  President. 

The  bill  would  make  benefits  available 
for  men  beginning  at  age  62,  with  the 
benefits  payable  to  men  claiming  benefits 
before  age  65  reduced  to  take  account 
of  the  longer  period  over  which  the  bene¬ 
fits  will  be  paid. 

The  bill  would  liberalize  the  insured 
status  requirements  so  that  a  worker 
would  be  fully  insured  if  he  had  one 
quarter  of  coverage  for  every  year 
elapsing  after  1950  or  after  the  year  in 
which  he  attained  age  21,  if  that  was 
later  and  up  to  the  year  of  disability, 
death,  or  attainment  of  age  65  for  men, 
62  for  women. 


The  bill  would  increase  aged  widow's* 
widower’s,  and  parent’s  benefits  from 
to  82  y2  percent  of  the  workers’  retire¬ 
ment  benefit — a  10-percent  increase  in 
benefits  for  these  people. 

Beginning  in  1962,  contribution  rates 
cent  each  for  employees  and  employers 
would  be  raised  by  one-eightn  of  1  per¬ 
cent  each  for  employees  aprQ  employers 
and  by  three -sixteenths  oY 1  percent  for 
the  self-employed.  Tha'  level-premium 
increase  in  cost  which  ivould  result  from 
the  bill  is  0.25  percent  of  payroll  and 
the  level-premium  Equivalent  of  the  in¬ 
come  from  the  increase  in  the  contribu¬ 
tion  rates  is  al po  0.25  percent  of  pay¬ 
roll.  This  means  that  the  improvements 
would  be  fufiy  financed  and  the  system 
would  remain  actuarially  sound. 

The  old-age,  survivors,  and  disability 
insurance  program,  providing  as  it  does 
a  regular  income  for  many  millions  of 
fami/fes  who  might  otherwise  be  without 
the/basic  means  of  subsistence,  is  one  of 
tj/e  most  important  of  our  economic  sta- 
lilizers.  Under  the  improvements  rec¬ 
ommended  in  the  bill,  additional  pur¬ 
chasing  power  will  be  placed  in  the  hands 
of  people  who  very  much  need  it.  These 
proposed  changes  would  benefit  about 
4,420,000  people  within  the  first  12 
months  through  new  or  increased  bene¬ 
fits  amounting  to  $780  million.  The 
changes  constitute  desirable  and  sound 
longrun  improvements  in  the  system. 

Consistent  with  policies  established  by 
the  Congress  in  the  past,  the  improve¬ 
ments  made  by  the  bill  will  be  fully 
financed  and  the  program  will  continue 
to  be  self-supporting  and  on  a  sound 
actuarial  basis. 

Mr.  Speaker,  I  urge  the  adoption  of 
House  Resolution  258. 

Mr.  BROWN.  Mr.  Speaker,  I  yield 
myself  such  time  as  I  might  consume. 

(Mr.  BROWN  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  BROWN.  Mr.  Speaker,  the 
gentleman  from  Massachusetts  [Mr. 
O’Neill],  has  explained  something  of 
‘  he  provisions  of  the  rule  making  this 
bffi  in  order  for  consideration. 

twever,  I  think  I  should  call  the  at¬ 
tention  of  the  House  to  the  fact  that 
this  is'&nother  occasion  where  we  might 
say,  “HS^e  we  go  again,”  because  once 
more  we  nave  before  us  a  closed  or  gag 
rule  which\of  course,  will  prohibit  or 
prevent  any  Vember  of  this  House  from 
offering  any  amendment  to  this  meas¬ 
ure,  except  tho^e  amendments  which 
may  be  approved \y  the  majority  mem¬ 
bership  of  the  Committee  on  Ways  and 
Means.  Of  course,  tftis  means  there  will 
be  no  opportunity  rtt  vote  on  any 
amendment  except  submitted  in  the 
form  of  a  motion  to  recohjmit  with  in¬ 
structions. 

There  are  those  who  willOay  this  is 
the  usual  rule,  and  of  course  iuhas  been 
the  usual  practice  in  this  House  \o  have 
closed  or  gag  rules  on  various  tyfces  of 
tax  bills,  including  some  of  the  meas¬ 
ures  of  the  past  dealing  with  social 
curity  matters.  However,  that  has  nc 
always  been  the  situation  by  any  means' 
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(c)  Amendment  of  1954  Code. — Whenever  in  this 
Act  an  amendment  or  repeal  is  expressed  in  terms  of  an 
amendment  to,  or  repeal  of,  a  section  or  other  provision, 
the  reference  shall  he  considered  to  be  made  to  a  section  or 
other  provision  of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  Allowance  of  Credit.— Part  IV  of  subchapter 
A  of  chapter  1  (relating  to  credits  against  tax)  is  amended 
by  redesignating  section  38  as  section  40  and  by  inserting 
after  section  37  the  following  new  section: 

“SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP¬ 
ERTY. 

“  (a)  General  Rule, — There  shall  be  allowed,  as  a 
credit  against  the  tax  imposed  by  this  chapter,  the  amount 
determined  under  subpart  B  of  this  part. 

“(b)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  may  be  necessary  to  cany 
out  the  purposes  of  this  section  and  subpart  B.” 

(b)  Rules  for  Computing  Credit. — Part  IV  of  sub- 
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chapter  A  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  subpart: 

“Subpart  B — Rules  for  Computing  Credit  for  Investment 

in  Certain  Depreciable  Property 

“Sec.  46.  Amount  of  credit. 

“Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions ;  special  rules. 

“SEC.  46.  AMOUNT  OF  CREDIT. 

“  (a)  Determination  of  Amount. — 

“  ( 1 )  General  rule— The  amount  of  the  credit 
allowed  by  section  38  for  the  taxable  year  shall  be  equal 
to  8  percent  of  the  qualified  investment  (as  defined  in 
subsection  (c)  ) . 

“(2)  Limitation  based  on  amount  of  tax. — 
Notwithstanding  paragraph  (1),  the  credit  allowed  by 
section  38  for  the  taxable  year  shall  not  exceed — 

“  (A)  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  does  not  exceed  $100,000,  plus 
“  (B)  50  percent  of  so  much  of  the  liability 
for  tax  for  the  taxable  year  as  exceeds  $100,000. 

(3)  Liability  for  tax. — For  purposes  of  para¬ 
graph  (2) ,  the  liability  for  tax  for  the  taxable  year  shall 
be  the  tax  imposed  by  this  chapter  for  such  year, 
reduced  by  the  sum  of  the  credits  allowable  under — 

‘  (A)  section  33  (relating  to  foreign  tax 
credit) , 
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“(B)  section  34  (relating  to  dividends  re¬ 
ceived  by  individuals) , 

“(O)  section  35  (relating  to  partially  tax- 
exempt  interest) ,  and 

“(D)  section  37  (relating  to  retirement  in¬ 
come)  . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the 
taxable  year  by  section  531  (relating  to  accumulated 
earnings  tax)  or  by  section  541  (relating  to  personal 
holding  company  tax)  shall  not  be  considered  tax 
imposed  by  this  chapter  for  such  year. 

“  (4)  Makried  individuals. — In  the  case  of  a 
husband  or  wife  who  files  a  separate  return,  the  amount 
specified  under  subparagraphs  (A)  and  (B)  of  para¬ 
graph  (2)  shall  be  $50,000  in  lieu  of  $100,000.  This 
paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer 
has  no  qualified  investment  for,  and  no  unused  credit 
carryover  to,  the  taxable  year  of  such  spouse  which  ends 
within  or  with  the  taxpayer’s  taxable  year. 

“  (5)  Affiliated  groups— In  the  case  of  an 
affiliated  group,  the  $100,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  paragraph  (2)  shall  be 
reduced  for  each  member  of  the  group  bj^  apportioning 
$100,000  among  the  members  of  such  group  in  such 
manner  as  the  Secretary  or  his  delegate  shall  by  regular 
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tions  prescribe.  For  purposes  of  the  preceding  sentence, 
the  term  ‘affiliated  group’  has  the  meaning  assigned  to 
such  term  by  section  1504(a),  except  that  all  corpora¬ 
tions  shall  be  treated  as  includible  corporations  (with¬ 
out  any  exclusion  under  section  1504  (b)  ) . 

“(b)  5-Year  Carryover  of  Unused  Credits  — 
“(1)  Allowance  of  credit. — If  the  amount  of 
the  credit  determined  under  subsection  (a)  (1)  for  any 
taxable  year  exceeds  the  limitation  provided  by  subsec¬ 
tion  (a)  (2)  for  such  taxable  year  (hereinafter  in  this 
subsection  referred  to  as  ‘unused  credit  year’),  such 
excess  shall  be  added  to  the  amount  allowable  as  a  credit 
by  section  38  for  each  of  the  5  succeeding  taxable  years 
to  the  extent  not  taken  into  account  for  taxable  years 
intervening  between  the  unused  credit  year  and  such 
succeeding  taxable  year. 

(2)  Limitation. — The  amount  of  the  unused 
credit  which  may  be  added  under  paragraph  ( 1 )  for  any 
succeeding  taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  provided  by  subsection  (a)  (2)  for 
such  taxable  year  exceeds  the  sum  of — 

(A)  the  credit  allowable  under  subsection 
(a)  (1)  for  such  taxable  year,  and 

‘(B)  the  amounts  which,  by  reason  of  this 
subsection,  are  added  to  the  amount  allowable  for 
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such  taxable  year  and  attributable  to  taxable  years 
preceding  the  unused  credit  year. 

“  (c)  Qualified  Investment. — 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  'qualified  investment’  means,  with  respect  to 
any  taxable  year,  the  aggregate  of — 

“  (A)  the  applicable  percentage  of  the  basis  of 
each  new  section  38  property  (as  defined  in  section 
48(b)  )  placed  in  service  by  the  taxpayer  during 
such  taxable  year,  plus 

"(B)  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  (as  defined  in  section 
48  (c)  (1)  )  placed  in  service  by  the  taxpayer  dur¬ 
ing  such  taxable  year. 

u  (2)  Applicable  percentage. — For  purposes  of 
paragraph  ( 1 ) ,  the  applicable  percentage  for  any  prop¬ 
erty  shall  be  determined  under  the  following  table: 


“If  the  useful  life  is — 

The  applicable 
percentage  is — 

4  years  or  more  but  less  than  6  years. 

33H 

66% 

100 

6  years  or  more  but  less  than  8  years.  _  _ 

8  years  or  more  ...  __  _ _ 

For  purposes  of  this  paragraph,  the  useful  life  of  any 
property  shall  be  determined  as  of  the  time  such  property 
is  placed  in  service  by  the  taxpayer. 
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“  ( 3 )  Public  utility  peopeety. — 

“  (A)  In  the  case  of  section  38  property  which 
is  public  utility  property,  the  amount  of  the  qualified 
investment  shall  be  50  percent  of  the  amount  deter¬ 
mined  under  paragraph  ( 1 ) . 

“  (B)  For  purposes  of  subparagraph  (A) ,  the 
term  ‘public  utility  property’  means  property  used 
predominantly  in  the  trade  or  business  of  the  fur¬ 
nishing  or  sale  of — 

“  (i)  electrical  energy,  water,  or  sewage 
disposal  services, 

“  (ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“  (iii)  telephone  service,  or 

“  (iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222  (a)  (5)  of  the  Communications  Act 
of  1934,  as  amended;  47  U.S.C.,  sec.  222(a) 
(5)), 

if  the  rates  for  such  furnishing  or  sale,  as  the  case 
may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
or  instrumentality  of  the  United  States,  or  by  a 
public  service  or  public  utility  commission  or  other 
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similar  body  of  any  State  or  political  subdivision 
thereof. 

“(d)  Limitations  With  Respect  to  Ceetain  Per¬ 
sons— 

“  (1)  In  general.— In  the  case  of— 

“  (A)  an  organization  to  which  section  593 
applies, 

“(B)  a  regulated  investment  company  or  a 
real  estate  investment  trust  subject  to  taxation  un¬ 
der  subchapter  M  (sec.  851  and  following),  and 
“(0)  a  cooperative  organization  described  in 
section  1381  (a) , 

the  qualified  investment  and  the  $100,000  amount 
specified  under  subparagraphs  (A)  and  (B)  of  sub¬ 
section  (a)  (2)  shall  equal  such  person’s  ratable  share 
of  such  items. 

“(2)  Ratable  share. — For  purposes  of  para¬ 
graph  ( 1 ) ,  the  ratable  share  of  any  person  for  any 
taxable  year  of  the  items  described  therein  shall  be — 

“  (A)  in  the  case  of  an  organization  referred 
to  in  paragraph  (1)  (A) ,  50  percent  thereof, 

“(B)  in  the  case  of  a  regulated  investment 
company  or  a  real  estate  investment  trust,  the  ratio 
(i)  the  numerator  of  which  is  its  taxable  income  and 
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(ii)  the  denominator  of  which  is  iu  taxable  income 
computed  without  regard  to  the  deduction  for  divi¬ 
dends  paid  provided  by  section  852(b)  (2)  (D)  or 
857  (b)  (2)  (C) ,  as  the  case  may  be,  and 

“(C)  in  the  case  of  a  cooperative  organization, 
the  ratio  (i)  the  numerator  of  which  is  its  taxable 
income  and  (ii)  the  denominator  of  which  is  its 
taxable  income  increased  by  amounts  to  wRich 
section  1382  (b)  or  (c)  applies  and  similar  amounts 
the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  (sec.  1381  and  following) . 
For  purposes  of  subparagraph  (B)  of  the  preceding 
sentence,  the  term  ‘taxable  income’  means  in  the  case  of 
a  regulated  investment  company  its  investment  company 
taxable  income  (within  the  meaning  of  section 
852(b)  (2)  ),  and  in  the  case  of  a  real  estate  invest¬ 
ment  trust  its  real  estate  investment  trust  taxable  in¬ 
come  (within  the  meaning  of  section  857(b)  (2)). 
“SEC.  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38 
PROPERTY. 

“(a)  General  Rule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate — 

“  ( 1 )  Early  disposition,  etc— If  during  any  tax¬ 
able  year  any  property  is  disposed  of,  or  otherwise 
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ceases  to  be  section  38  property  with  respect  to  the  tax¬ 
payer,  before  the  close  of  the  useful  life  which  was  taken 
into  account  in  computing  the  credit  under  section  38, 
then  the  tax  under  this  chapter  for  such  taxable  year 
shall  be  increased  by  an  amount  equal  to  the  aggregate 
decrease  in  the  credits  allowed  under  section  38  for  all 
prior  taxable  years  which  would  have  resulted  solely 
from  substituting,  in  determining  qualified  investment, 
for  such  useful  life  the  period  beginning  with  the  time 
such  property  was  placed  in  service  by  the  taxpayer  and 
ending  with  the  time  such  property  ceased  to  be  section 
38  property. 

“  ( 2 )  Property  becomes  public  utility  prop¬ 
erty. — If  during  any  taxable  year  any  property  taken 
into  account  in  determining  qualified  investment  becomes 
public  utility  property  (within  the  meaning  of  section 
46(c)  (3)  (B)  ) ,  then  the  tax  under  this  chapter  for 
such  taxable  year  shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits  allowed  under 
section  38  for  all  prior  taxable  years  which  would  have 
resulted  solely  from  treating  the  property,  for  purposes 
of  determining  qualified  investment,  as  public  utility 
property  (after  giving  due  regard  to  the  period  before 
such  change  in  use) .  If  the  application  of  this  paragraph 
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to  any  property  is  followed  by  the  application  of  para¬ 
graph  ( 1 )  to  such  property,  proper  adjustment  shall  be 
made  in  applying  paragraph  ( 1 ) . 

‘‘(3)  Carryovers  adjusted— In  the  case  of 
any  cessation  described  in  paragraph  ( 1 )  or  any 
change  in  use  described  in  paragraph  (2),  the  carry¬ 
overs  under  section  46(b)  shall  be  adjusted  by  reason 
of  such  cessation  (or  change  in  use). 

“(b)  Section  Not  To  Apply  in  Certain  Cases. — 
Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  a  transfer  by  reason  of  death,  or 
“  (2)  a  transaction  to  which  section  381  (a)  applies. 
For  purposes  of  subsection  (a) ,  property  shall  not  be  treated 
as  ceasing  to  be  section  38  property  with  respect  to  the  tax¬ 
payer  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  so  long  as  the  property  is  retained  in 
such  trade  or  business  as  section  38  property  and  the  tax¬ 
payer  retains  a  substantial  interest  in  such  trade  or  business. 

“  (c)  Special  Rule. — Any  increase  in  tax  under  sub¬ 
section  (a)  shall  not  be  treated  as  tax  imposed  by  this 
chapter  for  purposes  of  determining  the  amount  of  any  credit 
allowable  under  subpart  A. 
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“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Section  38  Property.— 

“  ( 1 )  In  general. — Except  as  provided  in  this 
subsection,  the  term  ‘section  38  property’  means — 

“  (A)  tangible  personal  property,  or 
“(B)  other  tangible  property  (not  including 
a  building  and  its  structural  components)  but  only 
if  such  property — 

“  (i)  is  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  elec¬ 
trical  energy,  gas,  water,  or  sewage  disposal 
services,  or 

“  (ii)  constitutes  a  research  or  storage  fa¬ 
cility  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

Such  term  includes  only  property  with  respect  to  which 
depreciation  (or  amortization  in  lieu  of  depreciation)  is 
allowable  and  having  a  useful  life  (determined  as  of 
the  time  such  property  is  placed  in  service)  of  4  years 


or  more. 
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“(2)  Property  used  outside  the  united 
STATES. — 

“  (A)  In  general. — Except  as  provided  in 
subparagraph  (B),  the  term  ‘section  38  property’ 
does  not  include  property  which  is  used  predomi¬ 
nantly  outside  the  United  States. 

•‘(B)  Exceptions.— Subparagraph  (A)  shall 
not  apply  to — 

“  (i)  any  aircraft  which  is  registered  by 
the  Administrator  of  the  Federal  Aviation 
Agency  and  which  is  operated  to  and  from  the 
United  States; 

“  (ii)  rolling  stock,  of  a  domestic  railroad 
corporation  subject  to  part  I  of  the  Interstate 
Commerce  Act,  which  is  used  within  and  with¬ 
out  the  United  States; 

“  (iii)  any  vessel  documented  under  the 
laws  of  the  United  States  which  is  operated  in 
the  foreign  or  domestic  commerce  of  the  United 
States ; 

“  (iv)  any  motor  vehicle  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)  ) 
which  is  operated  to  and  from  the  United 
States ; 

“(v)  any  container  of  a  United  States 
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person  which  is  used  in  the  transportation  of 
property  to  and  from  the  United  States;  and 
“  (vi)  any  property  (other  than  a  vessel 
or  an  aircraft)  of  a  United  States  person  which 
is  used  for  the  purpose  of  exploring  for,  de¬ 
veloping,  removing,  or  transporting  resources 
from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental 
Shelf  Lands  Act,  as  amended  and  supple¬ 
mented;  43  U.S.C.,  sec.  1331). 

“(3)  Pkoperty  used  for  lodging. — Property 
which  is  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging  shall  not  be 
treated  as  section  38  property.  The  preceding  sentence 
shall  not  apply  to — 

“(A)  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facili¬ 
ties  on  the  same  basis  as  they  are  available  to  per¬ 
sons  using  the  lodging  facilities,  and 

“  (B)  property  used  by  a  hotel  or  motel  in  con¬ 
nection  with  the  trade  or  business  of  furnishing 
lodging  where  the  predominant  portion  of  the  ac¬ 
commodations  is  used  by  transients. 

“  (4)  Property  used  by  certain  tax-exempt 
H.B.  10650 - 2 
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organizations. — Property  used  by  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter 
shall  be  treated  as  section  38  property  only  if  such 
property  is  used  predominantly  in  an  unrelated  trade  or 
business  the  income  of  which  is  subject  to  tax  under 
section  511. 

“  (5)  Property  used  by  governmental 
units. — Property  used  by  the  United  States,  any  State 
or  political  subdivision  thereof,  any  international  organ¬ 
ization,  or  any  agency  or  instrumentality  of  any  of  the 
foregoing  shall  not  be  treated  as  section  38  property. 
“(b)  New  Section  38  Property. — For  purposes  of 
this  subpart,  the  term  ‘new  section  38  property’  means  sec¬ 
tion  38  property — 

“  ( 1 )  the  construction,  reconstruction,  or  erection 
of  which  is  completed  by  the  taxpayer  after  December 
31,  1961,  or 

“(2)  acquired  after  December  31,  1961,  if  the 
original  use  of  such  property  commences  with  the  tax¬ 
payer  and  commences  after  such  date. 

In  applying  section  46(c)  (1)  (A)  in  the  case  of  property 
described  in  paragraph  ( 1 ) ,  there  shall  be  taken  into  account 
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only  that  portion  of  the  basis  which  is  properly  attributable 
to  construction,  reconstruction,  or  erection  after  December 
31,  1961. 

“(c)  Used  Section  38  Property. — 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘used  section  38  property’  means  section  38 
property  acquired  by  purchase  after  December  31,  1961, 
which  is  not  new  section  38  property.  Property  shall 
not  be  treated  as  ‘used  section  38  property’  if,  after  its 
acquisition  by  the  taxpayer,  it  is  used  by  a  person  who 
used  such  property  before  such  acquisition  (or  by  a 
person  who  bears  a  relationship  described  in  section 
179(d)  (2)  (A)  or  (B)  to  a  person  who  used  such 

property  before  such  acquisition) . 

“(2)  Dollar  limitation. — 

“(A)  In  general. — The  cost  of  used  section 
38  property  taken  into  account  under  section  46 
(c)  (1)  (B)  for  any  taxable  year  shall  not  exceed 
$50,000.  If  such  cost  exceeds  $50,000,  the  tax¬ 
payer  shall  select  (at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe)  the  items  to  he  taken  into  account,  but 
only  to  the  extent  of  an  aggregate  cost  of  $50,000. 
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Such  a  selection,  once  made,  may  be  changed  only 
in  the  manner,  and  to  the  extent,  provided  by  such 
regulations. 

“(B)  Married  individuals —In  the  case  of 
a  husband  or  wife  who  files  a  separate  return,  the 
limitation  under  subparagraph  (A)  shall  he 
$25,000  in  lieu  of  $50,000.  This  subparagraph 
shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into 
account  as  qualified  investment  for  the  taxable  year 
of  such  spouse  which  ends  within  or  with  the  tax¬ 
payer’s  taxable  year. 

(C)  Affiliated  groups.— In  the  case  of  an 
affiliated  group,  the  $50,000  amount  specified  under 
subparagraph  (A)  shall  be  reduced  for  each  mem¬ 
ber  of  the  group  by  apportioning  $50,000  among 
the  members  of  such  group  in  accordance  with  their 
respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account. 

“(D)  Partnerships— In  the  case  of  a  part¬ 
nership,  the  limitation  contained  in  subparagraph 
(A)  shall  apply  with  respect  to  the  partnership  and 
with  respect  to  each  partner. 

“(3)  Definitions.— For  purposes  of  this  sub¬ 


section — 
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“(A)  Purchase. — The  term  "purchase’  has 
the  meaning  assigned  to  such  term  by  section 

179(d)  (2). 

""(B)  Cost. — The  cost  of  used  section  38 
property  does  not  include  so  much  of  the  basis  of 
such  property  as  is  determined  by  reference  to  the 
adjusted  basis  of  other  property  held  at  any  time  by 
the  person  acquiring  such  property.  If  property  is 
disposed  of  and  used  section  38  property  similar  or 
related  in  service  or  use  is  acquired  as  a  replace¬ 
ment  therefor  in  a  transaction  to  which  the  pre¬ 
ceding  sentence  does  not  apply,  the  cost  of  the  used 
section  38  property  acquired  shall  be  its  basis  re¬ 
duced  by  the  adjusted  basis  of  the  property  re¬ 
placed.  The  cost  of  used  section  38  property  shall 
not  be  reduced  with  respect  to  the  adjusted  basis  of 
any  property  disposed  of  if,  by  reason  of  section  47, 
such  disposition  involved  an  increase  of  tax  or 
a  reduction  of  the  unused  credit  carryovers  described 
in  section  46  (b) . 

""(C)  Affiliated  gkoijp. — The  term  "affili¬ 
ated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a) ,  except  that — 

""  (i)  the  phrase  "more  than  50  percent’ 

shall  be  substituted  for  the  phrase  "at  least  80 
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percent’  each  place  it  appears  in  section 
1504  (a) ,  and 

“  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion 
under  section  1504  (h)  ) . 

“(d)  Certain  Leased  Property. — A  person  (other 
than  a  person  referred  to  in  section  46  (d)  )  engaged  in  the 
business  of  leasing  property  may  (at  such  time,  in  such 
manner,  and  subject  to  such  conditions  as  are  provided  by 
regulations  prescribed  by  the  Secretary  or  his  delegate) 
elect  with  respect  to  any  new  section  38  property  to  treat 
the  lessee  as  having  acquired  such  property  for  an  amount 
equal  to — 

“  (1)  if  such  property  was  constructed  by  the  lessor 
(or  by  a  corporation  which  controls  or  is  controlled  by 
the  lessor  within  the  meaning  of  section  368  (c)  ) ,  the 
fair  market  value  of  such  property,  or 

“(2)  if  paragraph  (1)  does  not  apply,  the  basis 
of  such  property  to  the  lessor. 

The  election  provided  by  the  preceding  sentence  may  be 
made  only  with  respect  to  property  which  would  he  new 
section  38  property  if  acquired  by  the  lessee.  Eor  purposes 
of  the  preceding  sentence  and  section  46  (c) ,  the  useful  life 
of  property  in  the  hands  of  the  lessee  is  the  useful  life  of  such 
property  in  the  hands  of  the  lessor.  If  a  lessor  makes  the 
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election  provided  by  this  subsection  with  respect  to  any 
property,  the  lessee  shall  be  treated  for  all  purposes  of  this 
subpart  as  having  acquired  such  property. 

“(e)  Subchapter  S  Corporations. — In  the  case  of 
an  electing  small  business  corporation  (as  defined  in  section 
1371)  — 

“  (1)  the  qualified  investment  for  each  taxable  year 
shall  be  apportioned  pro  rata  among  the  persons  who 
are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year;  and 

“  (2)  any  person  to  whom  any  investment  has  been 
apportioned  under  paragraph  (l)  shall  be  treated  (for 
purposes  of  this  subpart)  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  shall  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an 
investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be. 

“  (f)  Estates  and  Trusts. — In  the  case  of  an  estate 
or  trust — 

“  ( 1 )  the  qualified  investment  for  any  taxable  year 
shall  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or 
trust  allocable  to  each, 

“  ( 2 )  any  beneficiary  to  whom  any  investment  has 
been  apportioned  under  paragraph  ( 1 )  shall  be  treated 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


24 


(for  purposes  of  this  subpart)  as  the  taxpayer  with  re¬ 
spect  to  such  investment,  and  such  investment  shall  not 
(by  reason  of  such  apportionment)  lose  its  character  as 
an  investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be,  and 

“(3)  the  $100,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)  (2)  ap¬ 
plicable  to  such  estate  or  trust  shall  be  reduced  to  an 
amount  which  hears  the  same  ratio  to  $100,000  as  the 
amount  of  the  qualified  investment  allocated  to  the 
estate  or  trust  under  paragraph  (1)  bears  to  the  entire 
amount  of  the  qualified  investment. 

“(g)  Cross  Reference  — 

“For  application  of  this  subpart  to  certain  acquiring 
corporations,  see  section  381(c)  (23).” 

(c)  Certain  Corporate  Acquisitions.— Section 
381  (c)  (relating  to  items  taken  into  account  in  certain 
corporate  acquisitions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(23)  Credit  under  section  38  for  invest¬ 
ment  IN  CERTAIN  DEPRECIABLE  PROPERTY.— The  ac¬ 
quiring  corporation  shall  take  into  account  (to  the  ex¬ 
tent  proper  to  carry  out  the  purposes  of  this  section  and 
section  38,  and  under  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  the  items  re- 
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quired  to  be  taken  into  account  for  purposes  of  section 
38  in  respect  of  the  distributor  or  transferor  corpora¬ 
tion.” 

(d)  Clerical  Amendment.— Part  IV  of  subchapter 
A  of  chapter  1  is  amended  by  inserting  after  the  heading 
and  before  the  table  of  sections  the  following : 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in 
certain  depreciable  property. 

“Subpart  A — Credits  Allowable” 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
December  31,  1961. 

SEC.  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGIS¬ 
LATION. 

(a)  In  General. — Section  162  (relating  to  trade  or 
business  expenses)  is  amended  by  redesignating  subsection 
(e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 
the  following  new  subsection : 

“(e)  Appearances,  etc.,  With  Respect  to  Legis¬ 
lation— 

“(1)  In  general. — The  deduction  allowed  by 
subsection  (a)  shall  include  all  the  ordinary  and  neces¬ 
sary  expenses  (including,  but  not  limited  to,  traveling 
expenses  described  in  subsection  (a)  (2)  and  the  cost 
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of  preparing  testimony )  paid  or  incurred  during  the  tax¬ 
able  year  in  carrying  on  any  trade  or  business — 

“(A)  in  direct  connection  with  appearances 
before,  submission  of  statements  to,  or  sending  com¬ 
munications  to,  the  committees,  or  individual  mem¬ 
bers,  of  Congress  or  of  any  legislative  body  of  a 
State,  a  possession  of  the  United  States,  or  a  politi¬ 
cal  subdivision  of  any  of  the  foregoing  with  respect 
to  legislation  or  proposed  legislation  of  direct  inter¬ 
est  to  the  taxpayer,  or 

“  (B)  in  direct  connection  with  communication 
of  information  between  the  taxpayer  and  an  organ¬ 
ization  of  which  he  is  a  member  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest 
to  the  taxpayer  and  to  such  organization, 
and  that  portion  of  the  dues  so  paid  or  incurred  with 
respect  to  any  organization  of  which  the  taxpayer  is  a 
member  which  is  attributable  to  the  expenses  of  the 
activities  described  in  subparagraphs  (A)  and  (B) 
carried  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  con¬ 
tribution,  gift,  or  otherwise )  — 

“(A)  for  participation  in,  or  intervention  in, 
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any  political  campaign  on  behalf  of  any  candidate 
for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  in¬ 
fluence  the  general  public,  or  segments  thereof,  with 
respect  to  legislative  matters,  elections,  or  referen- 
dums.” 

(b)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 

SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

(a)  Denial  of  Deduction. — 

(1)  Part  IX  of  subchapter  B  of  chapter  1  (relating 
to  items  not  deductible  in  computing  taxable  income)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

“  (a)  Entertainment,  Amusement,  or  Recrea¬ 
tion. — 

“  (1)  In  general. — Xo  deduction  otherwise  allow¬ 
able  under  this  chapter  shall  be  allowed  for  any  item — 
“(A)  Activity. — With  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  consti¬ 
tute  entertainment,  amusement,  or  recreation,  unless 
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the  taxpayer  establishes  that  the  item  was  directly 
related  to  the  active  conduct  of  the  taxpayer’s  trade 
or  business,  or 

“(B)  Facility. — With  respect  to  a  facility 
used  in  connection  with  an  activity  referred  to  in 
subparagraph  (A),  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business  and  that  the 
item  was  directly  related  to  the  active  conduct  of 
such  trade  or  business, 

and  such  deduction  shall  in  no  event  exceed  the  portion 
of  such  item  directly  related  to  the  active  conduct  of  the 
taxpayer’s  trade  or  business. 

“(2)  Special  rules. — For  purposes  of  applying 
paragraph  (1)  — 

“(A)  Dues  or  fees  to  any  social,  athletic,  or 
sporting  club  or  organization  shall  be  treated  as 
items  with  respect  to  facilities. 

“(B)  An  activity  described  in  section  212 
shall  be  treated  as  a  trade  or  business. 

“(b)  Gifts  — 

“  (1)  Limitation. — No  deduction  shall  be  allowed 
imder  section  162  or  section  212  for  any  expense  for 
gifts  made  directly  or  indirectly  to  any  individual  to  the 
extent  that  such  expense,  when  added  to  prior  expenses 
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of  the  taxpayer  for  gifts  made  to  such  individual  during 
the  same  taxable  year,  exceeds  $25.  For  purposes  of 
this  section,  the  term  'gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102 
which  is  not  excludable  from  his  gross  income  under  any 
other  provision  of  this  chapter. 

"(2)  Special  rules. — 

“  (A)  In  the  case  of  a  gift  by  a  partnership,  the 
limitation  contained  in  paragraph  (1)  shall  apply 
to  the  partnership  as  well  as  to  each  member  thereof. 

"(B)  For  purposes  of  paragraph  (1),  a  hus¬ 
band  and  wife  shall  be  treated  as  one  taxpayer. 

"(c)  Substantiation  Required —No  deduction  shall 
be  allowed — 

"(1)  under  section  162  or  212  for  any  traveling 
expense  (including  meals  and  lodging  while  away  from 
home) , 

"  (2)  for  any  item  with  respect  to  an  activity  which 
is  of  a  type  generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation,  or  with  respect  to  a 
facility  used  in  connection  with  such  an  activity,  or 
"  (3)  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by 
sufficient  evidence  corroborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B)  the  time  and 
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place  of  the  travel,  entertainment,  amusement,  recreation,  or 
use  of  the  facility,  or  the  date  and  description  of  the  gift,  (0) 
the  business  purpose  of  the  expense  or  other  item,  and  (D) 
the  business  relationship  to  the  taxpayer  of  persons  enter¬ 
tained,  using  the  facility,  or  receiving  the  gift.  The  Secre¬ 
tary  or  his  delegate  may  by  regulations  provide  that  some 
or  all  of  the  requirements  of  the  preceding  sentence  shall  not 
apply  in  the  case  of  an  expense  which  does  not  exceed  an 
amount  prescribed  pursuant  to  such  regulations. 

“(d)  Specific  Exceptions  to  Application  of  Sub¬ 
section  (a) . — Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  Business  meals. — Expenses  for  food  and 
beverages  furnished  to  any  individual  under  circum¬ 
stances  which  (taking  into  account  the  surroundings  in 
which  furnished,  the  taxpayer’s  trade,  business,  or  in¬ 
come-producing  activity  and  the  relationship  to  such 
trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  are  furnished)  are  of  a  type  generally 
considered  to  be  conducive  to  a  business  discussion. 

“(2)  Eood  and  beverages  for  employees. — 
Expenses  for  food  and  beverages  (and  facilities  used 
in  connection  therewith)  furnished  on  the  business  prem¬ 
ises  of  the  taxpayer  primarily  for  his  employees. 

“(3)  Expenses  treated  as  compensation. — 
Expenses  for  goods,  services,  and  facilities,  to  the  ex- 
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tent  that  the  expenses  are  treated  by  the  taxpayer,  with 
respect  to  the  recipient  of  the  entertainment,  amusement, 
or  recreation,  as  compensation  to  an  employee  on  the 
taxpayer’s  return  of  tax  under  this  chapter  and  as  wages 
to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“  (4)  Reimbursed  expenses. — Expenses  paid  or 
incurred  by  the  taxpayer,  in  connection  with  the  per¬ 
formance  by  him  of  services  for  another  person 
(whether  or  not  such  other  person  is  his  employer) , 
under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  para¬ 
graph  shall  apply — 

“(A)  where  the  services  are  performed  for 
an  employer,  only  if  the  employer  has  not  treated 
such  expenses  in  the  manner  provided  in  paragraph 
(3),  or 

“(B)  where  the  services  are  performed  for  a 
person  other  than  an  employer,  only  if  the  tax¬ 
payer  accounts  (to  the  extent  provided  by  sub¬ 
section  (c)  )  to  such  person. 

“(5)  Recreational,  etc.,  expenses  for  em¬ 
ployees. — Expenses  for  recreational,  social,  or  similar 
activities  (including  facilities  therefor)  primarily  for 
the  benefit  of  employees  (other  than  employees  who 
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are  officers,  shareholders  or  other  owners,  or  highly 
compensated  employees) .  For  purposes  of  this  para¬ 
graph,  an  individual  owning  less  than  a  10-percent  in¬ 
terest  in  the  taxpayer’s  trade  or  business  shall  not  be 
considered  a  shareholder  or  other  owner,  and  for  such 
purposes  an  individual  shall  be  treated  as  owning  any 
interest  owned  by  a  member  of  his  family  (within  the 
meaning  of  section  267  (c)  (4)  ) . 

“(6)  Employee  and  stockholder  business 
meetings. — Expenses  directly  related  to  business  meet¬ 
ings  of  employees  or  stockholders. 

“  ( 7 )  Meetings  of  business  leagues,  etc. — 
Expenses  directly  related  and  necessary  to  attendance  at 
a  business  meeting  or  convention  of  any  organization 
described  in  section  501  (c)  (6)  (relating  to  business 
leagues,  chambers  of  commerce,  real  estate  boards,  and 
boards  of  trade)  and  exempt  from  taxation  under  section 
501 (a). 

“  (8)  Items  available  to  public. — Expenses  for 
goods,  services,  and  facilities  made  available  by  the  tax¬ 
payer  to  the  general  public. 

“  (9)  Entertainment  sold  to  customers. — Ex¬ 
penses  for  goods  or  services  (including  the  use  of  facili¬ 
ties)  which  are  sold  by  the  taxpayer  in  a  bona  fide 
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transaction  for  an  adequate  and  full  consideration  in 
money  or  money’s  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  sub¬ 
section  (a)  shall  be  treated  as  an  expense. 

“(e)  Interest,  Taxes,  Casualty  Losses,  etc. — 
This  section  shall  not  apply  to  any  deduction  allowable  to 
the  taxpayer  without  regard  to  its  connection  with  his  trade 
or  business  (or  with  his  income-producing  activity) .  In  the 
case  of  a  taxpayer  which  is  not  an  individual,  the  preceding 
sentence  shall  be  applied  as  if  it  were  an  individual. 

“  (f)  Treatment  of  Entertainment,  etc.,  Type 
Facility. — For  purposes  of  this  chapter,  if  deductions  are 
disallowed  under  subsection  (a)  with  respect  to  any  portion 
of  a  facility,  such  portion  shall  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes  (and  not  as 
an  asset  used  in  the  trade  or  business) . 

“  (g)  Regulatory  Authority— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section,  includ¬ 
ing  regulations  prescribing  whether  subsection  (a)  or  sub¬ 
section  (b)  applies  in  cases  where  both  such  subsections 
would  otherwise  apply.” 
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( 2 )  The  table  of  sections  for  such  part  IX  is  amended 

by  adding  at  the  end  thereof  the  following: 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses.” 

( b )  Traveling  Expenses . — Section  162(a)(2)  (re¬ 
lating  to  traveling  expenses)  is  amended  by  striking  out 
“  (including  the  entire  amount  expended  for  meals  and  lodg¬ 
ing)  ”  and  inserting  in  lieu  thereof  “  (including  a  reasonable 
allowance  for  amounts  expended  for  meals  and  lodging) 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
June  30,  1962,  but  only  in  respect  of  periods  after  such 
date. 

SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 
FOREIGN  CORPORATIONS  DISTRIBUTE  PROP¬ 
ERTY  IN  KIND. 

(a)  Amount  Distributed.— Section  301(b)(1) 
(relating  to  amount  distributed  to  corporate  distributees)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

“(C)  Certain  corporate  distributees  of 
foreign  corporation. — Notwithstanding  subpara¬ 
graph  (B) ,  if  the  shareholder  is  a  corporation  and 
the  distributing  corporation  is  a  foreign  corporation, 
the  amount  taken  into  account  with  respect  to 
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property  (other  than  money)  shall  be  the  fair 
market  value  of  such  property;  except  that  if  any 
deduction  is  allowable  under  section  245  with  respect 
to  such  distribution,  then  the  amount  taken  into 
account  shall  be  the  sum  (determined  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
of— 

“  (i)  the  proportion  of  the  adjusted  basis 
of  such  property  (or,  if  lower,  its  fair  market 
value)  properly  attributable  to  gross  income 
from  sources  within  the  United  States,  and 

(ii)  the  proportion  of  the  fair  market 
value  of  such  property  properly  attributable  to 
gross  income  from  sources  without  the  United 
States.” 

(b)  Basis. — Section  301  (d)  (relating  to  basis  of  prop¬ 
erty)  is  amended  by  adding  at  the  end  thereof  the  following- 
new  paragraph: 

“  (3)  Certain  corporate  distributees  of  for¬ 
eign  corporation. — In  the  case  of  property  described 
in  subparagraph  (C)  of  subsection  (b)  (1),  the  basis 
shall  be  determined  by  substituting  the  amount  deter¬ 
mined  under  such  subparagraph  (C)  for  the  amount 
described  in  paragraph  (2)  of  this  subsection.” 
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(c)  Dividends  Received  From  Certain  Foreign 
Corporations. — 

(1)  Section  245  (relating  to  dividends  received 
from  certain  foreign  corporations)  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  subsection: 

“  (b)  Property  Distributions— For  purposes  of  sub¬ 
section  (a) ,  the  amount  of  any  distribution  of  property  other 
than  money  shall  be  the  amount  determined  by  applying 
section  301  (b)  (1)  (B) .” 

(2)  Section  245  is  amended  by  striking  out  “In 
the  case  of”  and  inserting  in  lieu  thereof  “  (a)  General 
Rule. — In  the  case  of”. 

(d)  Credit  for  Foreign  Taxes— Section  902(a) 
(relating  to  credit  for  foreign  taxes)  is  amended  hy  adding 
at  the  end  thereof  the  following  new  sentence:  “For  pur¬ 
poses  of  this  subsection  and  subsection  (b),  the  amount  of 
any  distribution  in  property  other  than  money  shall  be  the 
amount  determined  by  applying  section  301  (b)  (1)  (B) 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  distributions  made  after  December  31, 
1962. 

SEC.  6.  AMENDMENT  OF  SECTION  482. 

(a)  In  General. — Section  482  (relating  to  allocation 
of  income  and  deductions  among  taxpayers)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

28 

24 

25 


37 


“(b)  Sales  and  Purchases  Within  a  Related 
Group  Which  Includes  a  Foreign  Organization.— 
“(1)  In  general. — In  applying  subsection  (a) 
to  sales  of  tangible  property  within  a  group  of  organiza¬ 
tions — 

“(A)  owned  or  controlled  directly  or  indi¬ 
rectly  by  the  same  interests,  and 

“(B)  at  least  one  of  which  is  a  domestic  or¬ 
ganization  and  at  least  one  of  which  is  a  foreign 
organization, 

the  Secretary  or  his  delegate  may  allocate  the  taxable 
income  of  the  group  arising  from  such  sales  in  the 
manner  set  forth  in  paragraph  (2).  This  subsection 
shall  not  apply  with  respect  to  any  sale  of  tangible 
property  for  which  the  taxpayer  can  establish  an  arm’s 
length  price  (within  the  meaning  of  paragraph  (4)  ) . 
“(2)  Methods  of  allocation.— 

“(A)  Consideration  of  certain  fac¬ 
tors. — Except  as  provided  in  subparagraph  ( B ) , 
the  allocation  referred  to  in  paragraph  (1)  shall  be 
made  by  the  Secretary  or  his  delegate  by  taking  into 
consideration  that  portion  of  the  following  factors 
which  is  attributable  to  the  United  States  and  that 
portion  thereof  which  is  not  attributable  to  the 
United  States — 
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“  (i)  assets  of  the  group,  to  the  extent  used 
in  the  production,  distribution,  and  sale  of  the 
property, 

“  (ii)  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the  pro¬ 
duction,  distribution,  and  sale  of  the  property, 
and 

“  (iii)  advertising,  selling,  and  sales  promo¬ 
tion  expenses  (including  technical  and  servic¬ 
ing  expenses) ,  to  the  extent  attributable  to 
the  property. 

Such  method  of  allocation  may  also  give  considera¬ 
tion  to  other  factors,  including  the  special  risks  (if 
any)  of  the  market  in  which  the  property  is  sold. 

“(B)  Alternative  methods. — If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  an  alternative  method  of  alloca¬ 
tion  clearly  reflects  the  income  of  each  member  of 
the  group  with  respect  to  the  property  referred  to  in 
paragraph  ( 1 ) ,  such  alternative  method  shall  be 
used  (in  lieu  of  the  method  provided  in  subpara¬ 
graph  (A)  ) . 

“(3)  Special  rules. — In  applying  the  method 
of  allocation  referred  to  in  paragraph  (2)  (A),  the 
following  rules  shall  be  applied : 
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“(A)  Adjusted  basis  of  assets. — The 
values  to  be  assigned  to  the  assets  referred  to  in 
paragraph  (2)  (A)  (i)  is  their  adjusted  basis  in  the 
hands  of  the  taxpayer  or,  if  such  basis  is  not  avail¬ 
able  in  the  case  of  a  foreign  organization,  then  their 
book  values,  adjusted  to  approximate  their  adjusted 
basis. 

“(B)  Includible  assets. — The  assets  re¬ 
ferred  to  in  paragraph  (2)  (A)  (i)  include  real 
property  and  tangible  personal  property  (whether 
owned  or  leased  by  a  member  of  the  group) ,  but  do 

,  „  »i*l»  ^  r 

not  include  inventory  and  stock  in  trade. 

“  (4)  Arm’s  length  price  defined. — For  pur¬ 
poses  of  this  subsection,  the  term  ‘arm’s  length  price’ 
means — 

“  (A)  the  price  at  which  tangible  property  sim¬ 
ilar  or  comparable  to  the  property  referred  to  in 
paragraph  ( 1 )  generally  is  or  can  be  sold  in  trans¬ 
actions  in  the  same  areas  involving  unrelated  per¬ 
sons  and  made  under  similar  conditions  of  sale;  and 

“(B)  if  subparagraph  (A)  does  not  apply,  the 
price  at  which  tangible  property  similar  or  com¬ 
parable  to  the  property  referred  to  in  paragraph 
( 1 )  is  sold  in  the  same  or  other  areas  under  similar 
circumstances  and  in  transactions  involving  unre- 
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latecl  persons,  with  adjustment  for  material  differ¬ 
ences  in  quantity,  marketing  conditions  (including 
customs  duties  and  transportation  costs),  and  other 
relevant  factors. 

Subparagraph  (B)  shall  apply  only  if  the  adjustment 
referred  to  therein  is  properly  determinable. 

“(5)  Sales  commissions. — The  Secretary  or  his 
delegate  shall  by  regulation  prescribe  rules  for  the  allo¬ 
cation  of  commissions  arising  from  sales  of  tangible 
property  within  a  group  of  organizations  described  in 
paragraph  ( 1 ) .  Such  rules  shall  be  consistent  with  the 
principles  specified  in  the  other  paragraphs  of  this 
subsection. 

“(6)  Grossly  inadequate  assets,  etc.,  out¬ 
side  united  states. — In  allocating  taxable  income 
under  this  subsection,  no  amount  shall  be  allocated  to  a 
foreign  organization  whose  assets,  personnel,  and  office 
and  other  facilities  which  are  not  attributable  to  the 
United  States  are  grossly  inadequate  for  its  activities 
outside  the  United  States. 

“(7)  Information  necessary  for  considera¬ 
tion  of  factors. — In  the  case  of  any  transaction  to 
which  paragraph  (2)  (A)  applies,  if— 

“(A)  the  information  submitted  with  respect 
to  the  group  of  organizations  is  insufficient  for  the 
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proper  application  of  the  method  of  allocation  set 
forth  in  the  first  sentence  of  such  paragraph,  and 
“(B)  upon  request  of  the  Secretary  or  his 
delegate,  such  group  fails  to  furnish  such  additional 
information  with  respect  to  such  transaction  as  may 
be  reasonably  supplied, 

the  Secretary  or  his  delegate  may  estimate  the  taxable 
income  arising  from  such  transaction  and  may  allocate 
such  taxable  income  among  the  members  of  the  group 
or  to  any  single  member  thereof. 

“(8)  Teeatment  of  foeeign  taxes. — 

“(A)  For  purposes  of  this  subsection,  taxable 
income  shall  be  determined  without  regard  to  any 
income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the 
United  States. 

“(B)  Where  the  application  of  this  subsection 
results  in  a  decrease  in  the  taxable  income  of  any 
foreign  organization  and  an  increase  in  the  taxable 
income  of  any  domestic  organization,  then  any  of 
the  taxes  referred  to  in  subparagraph  (A)  paid  by 
such  foreign  organization  and  attributable  to  the 
taxable  income  so  transferred  shall  be  treated  for 
purposes  of  this  chapter — 
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“  (i)  as  paid  by  such  domestic  organiza- 
tion,  and 

“  (ii)  as  not  paid  by  such  foreign  organi¬ 
zation.” 

(b)  Cleeical  Amendment. — Section  482  is  amended 
by  striking  out  “In  any  case  of  two  or  more  organizations” 
and  inserting  in  lieu  thereof  the  following: 

“(a)  General  Exile. — In  the  case  of  two  or  more 
organizations”. 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  7.  DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLD¬ 
ING  COMPANY  INCOME. 

(a)  Definition  of  Eoreign  Personal  Holding 
Company. — So  much  of  subsection  (a)  of  section  522  (re¬ 
lating  to  definition  of  foreign  personal  holding  company)  as 
precedes  paragraph  (2)  is  amended  to  read  as  follows: 

“(a)  General  Eule. — Eor  purposes  of  this  subtitle, 
the  term  ‘foreign  personal  holding  company’  for  a  taxable 
year  beginning  after  December  31,  1962,  means  any  for¬ 
eign  corporation  if — 

“  (1)  Gross  income  requirement. — At  least  20 
percent  of  its  gross  income  (as  defined  in  section  555 
(a)  )  for  the  taxable  year  is  foreign  personal  holding 
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company  income  (as  defined  in  section  553).  For 
purposes  of  this  paragraph,  there  shall  be  included  in 
the  gross  income  the  amount  includible  therein  as  a 
dividend  by  reason  of  the  application  of  section  555  (c) 
(2)  ;  and”. 

(b)  Amount  of  Undistributed  Income.— Subsec¬ 
tion  (a)  of  section  556  (relating  to  undistributed  foreign 
personal  holding  company  income)  is  amended  to  read  as 
follows : 

“  (a)  Definition. — For  purposes  of  this  part — 

“(1)  If  the  foreign  personal  holding  company  in¬ 
come  of  a  foreign  personal  holding  company  exceeds 
80  percent  of  its  gross  income,  the  ‘undistributed  for¬ 
eign  personal  holding  company  income’  of  such  com¬ 
pany  is  its  taxable  income  adjusted  in  the  manner 
provided  in  subsection  (h),  minus  the  dividends  paid 
deduction  (as  defined  in  section  561) . 

“(2)  If  the  foreign  personal  holding  company 
income  of  a  foreign  personal  holding  company  does  not 
exceed  80  percent  of  its  gross  income,  the  ‘undistributed 
foreign  personal  holding  company  income’  of  such  com¬ 
pany  is  that  amount  which  bears  the  same  ratio  to — 
“(A)  its  taxable  income  adjusted  in  the  man¬ 
ner  provided  in  subsection  (b) ,  minus  the  dividends 
paid  deduction  (as  defined  in  section  561),  as 
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“(B)  its  foreign  personal  holding  company  in¬ 
come  bears  to  its  gross  income.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  in  respect  of  taxable  years  of 
foreign  corporations  beginning  after  December  31,  1962. 
SEC.  8.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  Reserves  for  Losses  on  Loans.— Section  593 
is  amended  to  read  as  follows : 

“SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

“  (a)  Organizations  to  Which  Section  Applies. — 
This  section  shall  apply  to  any  mutual  savings  bank  not 
having  capital  stock  represented  by  shares,  domestic  building 
and  loan  association,  or  cooperative  bank  without  capital 
stock  organized  and  operated  for  mutual  purposes  and  with¬ 
out  profit. 

“(b)  Addition  to  Reserves  for  Bad  Debts. — 
“(1)  In  general. — For  purposes  of  section  166 
(c) ,  the  reasonable  addition  for  the  taxable  year  to  the 
reserve  for  bad  debts  of  any  taxpayer  described  in  sub¬ 
section  (a)  shall  be  an  amount  equal  to  the  sum  of — 
(A)  the  amount  determined  under  section 
166  (c)  to  be  a  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus 

“(B)  the  amount  determined  by  the  taxpayer 
to  be  a  reasonable  addition  to  the  reserve  for  losses 
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on  qualifying  real  property  loans,  but  such  amount 
shall  not  exceed  the  amount  determined  under  para¬ 
graph  (2),  (3),  or  (4),  whichever  amount  is  the 
largest. 

“(2)  60  PERCENT  OF  TAXABLE  INCOME  METH¬ 
OD. — The  amount  determined  under  this  paragraph  for 
the  taxable  year  shall  be  the  excess  of — 

“(A)  an  amount  equal  to  60  percent  of  the 
taxable  income  for  such  year,  over 

"(B)  the  amount  referred  to  in  paragraph 
(1)  (A)  for  such  year. 

Tor  purposes  of  this  paragraph,  taxable  income  shall 
be  computed  (i)  by  excluding  from  gross  income  any 
amount  included  therein  by  reason  of  subsection  (f) , 
and  (ii)  without  regard  to  any  deduction  allowable 
for  any  addition  to  the  reserve  for  bad  debts. 

“(3)  3  PERCENT  OP  REAL  PROPERTY  LOANS 
method. — The  amount  determined  under  this  para¬ 
graph  for  the  taxable  year  shall  be  an  amount  equal  to 
the  amount  necessary  to  increase  the  balance  (as  of  the 
close  of  the  taxable  year)  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  3  percent  of  such 
loans  outstanding  at  such  time. 

“(4)  Experience  method. — The  amount  deter¬ 
mined  under  this  paragraph  for  the  taxable  year  shall 
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be  an  amount  equal  to  the  amount  determined  under 
section  166(c)  (without  regard  to  this  subsection)  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans. 

“  (c)  Treatment  of  Reserves  for  Bad  Debts. — 

“  ( 1 )  Establishment  of  reserves. — Each  tax¬ 
payer  described  in  subsection  (a)  which  uses  the  reserve 
method  of  accounting  for  bad  debts  shall  establish  and 
maintain  a  reserve  for  losses  on  qualifying  real  property 
loans,  a  reserve  for  losses  on  nonqualifying  loans,  and  a 
supplemental  reserve  for  losses  on  loans.  For  purposes 
of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any 
addition  to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-196  3  reserves— For 
purposes  of  this  section,  the  pre-1963  reserves  shall,  as 
of  the  close  of  December  31,  1962,  be  allocated  to,  and 
constitute  the  opening  balance  of — 

“  (A)  the  reserve  for  losses  on  nonqualifying 
loans, 

“  (B)  the  reserve  for  losses  on  qualifying  real 
property  loans,  and 

“(C)  the  supplemental  reserve  for  losses  on 
loans. 
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“(3)  Method  of  allocation.— The  allocation 
provided  by  paragraph  (2)  shall  be  made — 

“  (A)  first,  to  the  reserve  described  in  para¬ 
graph  (2)  (A),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  he  a 
reasonable  addition  under  section  166  (c)  for  a 
period  in  which  the  nonqualifying  loans  increased 
from  zero  to  the  amount  thereof  outstanding  at  the 
close  of  December  31,  1962; 

“(B)  second,  to  the  reserve  described  in  para¬ 
graph  (2)  (B),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  deter¬ 
mined  under  paragraph  (3)  or  (4)  of  subsection 
(h)  (whichever  such  amount  is  the  larger)  for  a 
period  in  which  the  qualifying  real  property  loans 
increased  from  zero  to  the  amount  thereof  outstand¬ 
ing  at  the  close  of  December  31,  1962;  and 

“(C)  then  to  the  supplemental  reserve  for 
losses  on  loans. 

“  (4)  Pbe-1963  eeseeves  defined. — Dor  purposes 
of  this  subsection,  the  term  ‘pre-1963  reserves’  means 
the  net  amount,  determined  as  of  the  close  of  December 
31,  1962  (after  applying  subsection  (d)  (1)  ),  accumu¬ 
lated  in  the  reserve  for  bad  debts  pursuant  to  section 
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166  (c)  (or  the  corresponding  provisions  of  prior  reve¬ 
nue  laws)  for  taxable  years  beginning  after  December 
31,  1951. 

“(5)  Charging  of  bad  debts  to  reserves. — 
Any  debt  becoming  worthless  or  partially  worthless 
in  respect  of  a  qualifying  real  property  loan  shall  be 
charged  to  the  reserve  for  losses  on  such  loans,  and  any 
debt  becoming  worthless  or  partially  worthless  in  re¬ 
spect  of  a  nonqualifying  loan  shall  be  charged  to  the 
reserve  for  losses  on  nonqualifying  loans;  except  that 
any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

“  (d)  Taxable  Years  Beginning  in  1962  and  End¬ 
ing  in  1963. — In  the  case  of  a  taxable  year  beginning  before 
January  1,  1963,  and  ending  after  December  31,  1962,  of 
a  taxpayer  described  in  subsection  (a)  which  uses  the 
reserve  method  of  accounting  for  bad  debts,  the  taxable  in¬ 
come  shall  be  the  sum  of — 

“(1)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  before  January 
1,  1963,  reduced  by  the  amount  of  the  deduction  for  an 
addition  to  a  reserve  for  bad  debts  which  would  be  allow¬ 
able  under  section  166(c)  (without  regard  to  the 
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amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year,  plus 
“(2)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  after  December 
31,  1962,  reduced  by  the  amount  of  the  deduction  for 
an  addition  to  a  reserve  for  bad  debts  which  would  be 
allowed  under  section  166(c)  (taking  into  account  the 
amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year. 
For  purposes  of  the  preceding  sentence,  the  taxable  income 
shall  be  determined  without  regard  to  any  deduction  under 
section  166(c),  and  the  portion  thereof  allocable  to  each 
part  year  shall  be  determined  on  the  basis  of  the  ratio  which 
the  number  of  days  in  such  part  year  bears  to  the  number 
of  days  in  the  entire  taxable  year. 

(e)  Loans  Defined. — For  purposes  of  this  section — 
“  ( 1 )  Qualifying  real  property  loans— The 
term  ‘qualifying  real  property  loan’  means  any  loan  of 
the  taxpayer  secured  by  an  interest  in  improved  real 
property,  but  such  term  does  not  include — 

“  (A)  any  loan  evidenced  by  a  security  (as  de¬ 
fined  in  section  165(g)  (2)  (0)  )  ; 

“(B)  any  loan,  whether  or  not  evidenced  by  a 
H.R.  10650 - i 
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security  (as  defined  in  section  165(g)  (2)  ( C )  ) , 
the  primary  obligor  on  which  is — 

“(i)  a  government  or  political  subdivision 
or  instrumentality  thereof; 

“  (ii)  a  bank  (as  defined  in  section  581)  ; 
or 

“  (iii)  another  member  of  the  same  affil¬ 
iated  group; 

“(C)  any  loan,  to  the  extent  secured  by  a 
deposit  in  or  share  of  the  taxpayer ;  or 

“(D)  any  loan  which,  within  a  60-day  period 
beginning  in  one  taxable  year  of  the  creditor  and 
ending  in  its  next  taxable  year,  is  made  or  acquired 
and  then  repaid  or  disposed  of,  unless  the  trans¬ 
actions  by  which  such  loan  was  made  or  acquired 
and  then  repaid  or  disposed  of  are  established  to  be 
for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii),  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a)  ;  except  that  (i)  the  phrase  ‘more 
than  50  percent’  shall  be  substituted  for  the  phrase  ‘at 
least  80  percent’  each  place  it  appears  in  section  1504 
(a),  and  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion  under 
section  1504  (b) ) . 
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“  (2)  Nonqualifying  loans— The  term  ‘non¬ 
qualifying  loan’  means  any  loan  of  the  taxpayer  which 
is  not  a  qualifying  real  property  loan. 

“(3)  Loan. — The  term  ‘loan’  means  debt,  as  the 
term  ‘debt’  is  used  in  section  166. 

“(f)  Distributions  to  Shareholders  — 

“(1)  In  general. — For  purposes  of  this  chapter, 
any  distribution  of  property  (as  defined  in  section  317 
(a)  )  by  a  domestic  building  and  loan  association  to  a 
shareholder  with  respect  to  its  stock,  if  such  distribution 
is  not  allowable  as  a  deduction  under  section  591,  shall 
be  treated  as  made — 

“  (A)  first  out  of  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans  to  the  extent  additions  to 
such  reserve  exceed  the  additions  which  would  have 
been  allowed  under  subsection  (b)  (4), 

“(B)  then  out  of  the  supplemental  reserve  for 
losses  on  loans,  to  the  extent  thereof, 

“(C)  then  out  of  its  earnings  and  profits  ac¬ 
cumulated  in  taxable  years  beginning  after  Decem¬ 
ber  31,  1951,  to  the  extent  thereof,  and 

“(D)  then  out  of  such  other  accounts  as  may 
be  proper. 

“(2)  Amounts  charged  to  reserve  accounts 
and  included  in  GROSS  income. — If  any  distribution 
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is  treated  under  paragraph  (1)  as  having  been  made 
out  of  the  reserves  described  in  subparagraphs  (A)  and 
(B)  of  such  paragraph,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced 
by  the  amount  of  tax  imposed  under  this  chapter  and 
attributable  to  the  inclusion  of  such  amount  in  gross 
income,  is  equal  to  the  amount  of  such  distribution;  and 
the  amount  so  charged  against  such  reserve  shall  be 
included  in  gross  income  of  the  taxpayer. 

“(3)  Special  rules.— 

“(A)  For  purposes  of  paragraph  (1)  (A), 
additions  to  the  reserve  for  losses  on  qualifying  real 
property  loans  for  the  taxable  year  in  which  the 
distribution  occurs  shall  be  taken  into  account. 

“(B)  For  purposes  of  computing  under  this 
section  the  amount  of  a  reasonable  addition  to  the 
reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during 
any  year  to  such  reserve  pursuant  to  the  provisions 
of  paragraph  (2)  shall  not  he  taken  into  account. 

“(C)  For  purposes  of  this  subsection,  the  term 
‘distribution’  includes  any  distribution  in  redemption 
of  stock  or  in  partial  or  complete  liquidation  of  the 
association.” 

(b)  Foreclosure  on  Property  Securing  Loans. — 
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Part  II  of  subchapter  H  of  chapter  1  (relating  to  mutual 
savings  banks,  etc.)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“  (a)  Nonrecognition  of  Gain  or  Loss  as  a  Result 
of  Foreclosure. — In  the  case  of  a  creditor  which  is  an 
organization  described  in  section  593  (a) ,  no  gain  or  loss 
shall  be  recognized,  and  no  debt  shall  be  considered  as  be¬ 
coming  worthless  or  partially  worthless,  as  the  result  of  such 
organization  having  bid  in  at  foreclosure,  or  having  otherwise 
reduced  to  ownership  or  possession  by  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of 
any  indebtedness. 

“  (b)  Character  of  Property. — For  purposes  of 
sections  166  and  1221,  any  property  acquired  in  a  trans¬ 
action  with  respect  to  which  gain  or  loss  to  an  organization 
was  not  recognized  by  reason  of  subsection  (a)  shall  be 
considered  as  property  having  the  same  characteristics  as 
the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such 
property  shall  be  treated  for  purposes  of  this  chapter  as  a 
payment  on  account  of  such  indebtedness,  and  any  loss  with 
respect  thereto  shall  be  treated  as  a  bad  debt  to  which  the 
provisions  of  section  166  (relating  to  allowance  of  a  deduc¬ 
tion  for  bad  debts)  apply. 
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1  “(c)  Basis —The  basis  of  a.ny  property  to  which  sub- 

2  section  (a)  applies  shall  be  the  basis  of  the  indebtedness  for 

3  which  such  property  was  security  ( determined  as  of  the  date 

4  of  the  acquisition  of  such  property),  properly  increased  for 

5  costs  of  acquisition. 

6  “(d)  Regulatory  Authority. — The  Secretary  or  his 

7  delegate  shall  prescribe  such  regulations  as  he  may  deem 

8  necessary  to  carry  out  the  purposes  of  this  section.” 

9  (c)  Definition  of  Domestic  Building  and  Loan 
19  Association. — Paragraph  (19)  of  section  7701  (a)  ( def- 

11  inition  of  domestic  building  and  loan  association)  is  amended 

12  to  read  as  follows: 


13 

14 

15 

16 

17 

18 

19 

20 
21 
22 

23 

24 

25 


“(19)  Domestic  building  and  loan  associa¬ 
tion. — The  term  ‘domestic  building  and  loan  association’ 
means  a  domestic  building  and  loan  association,  a  do¬ 
mestic  savings  and  loan  association,  and  a  Federal  sav¬ 
ings  and  loan  association,  which — 

“(A)  is  an  insured  institution  (within  the 
meaning  of  section  401  (a)  of  the  National  Housing 
Act  (12  U.S.C.,  sec.  1724(a)),  or 

“(B)  is  subject  by  law  to  supervision  and 
examination  by  State  or  Federal  authority  having 
supervision  over  such  associations, 
if  substantially  all  of  its  business  consists  of  accepting 
savings  and  investing  the  proceeds  (i)  in  loans  secured 
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by  an  interest  in  real  property  which  is  (or,  from  the 
proceeds  of  the  loan,  will  become)  residential  real 
property,  and  (ii)  in  other  loans,  to  the  extent  such 
other  loans  would  be  authorized  to  be  made  by  a  Federal 
savings  and  loan  association  under  the  second  para¬ 
graph  of  section  5  (c)  of  the  Home  Owners’  Loan  Act, 
as  amended  (12  U.S.C.,  sec.  1464(c)).” 

(d)  Clerical  Amendments.— The  table  of  sections 
for  part  II  of  subchapter  H  of  chapter  1  is  amended — 

( 1 )  by  striking  out  the  third  item  and  inserting  in 
lieu  thereof  the  following: 

“Sec.  593.  Reserves  for  losses  on  loans.” 

and 

(2)  by  adding  at  the  end  thereof  the  following: 

“Sec.  595.  Foreclosure  on  property  securing  loans.” 

(e)  Eepeal  of  Exemption  From  Communica¬ 
tions  and  Transportation  of  Persons  Taxes. — Not¬ 
withstanding  any  other  provision  of  law,  Federal  savings 
and  loan  associations  shall  not  be  exempt  as  such  from  the 
taxes  imposed  by  section  4251  (relating  to  excise  tax  on 
communications)  and  section  4261  (relating  to  excise  tax 
on  transportation  of  persons)  of  the  Internal  Revenue  Code 
of  1954. 

(f)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall 
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apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section  593  (f)  of  the  Internal  Bevenue 
Code  of  1954  shall  apply  to  distributions  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall 
apply  to  transactions  described  in  section  595  (a)  of  the 
Internal  Bevenue  Code  of  1954  occurring  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(3)  Subsection  (e)  of  this  section  shall  apply— 

(A)  in  the  case  of  the  tax  imposed  by  section 
4251  of  the  Internal  Bevenue  Code  of  1954,  with 
respect  to  amounts  paid  pursuant  to  bills  rendered 
after  June  30,  1962 ;  and 

(B)  in  the  case  of  the  tax  imposed  by  section 
4261  of  such  Code,  with  respect  to  transportation 
beginning  after  June  30,  1962. 

SEC.  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS. 

(а)  Definitions  — 

(1)  Income  of  foreign  trust. — Section  643  (a) 

(б)  (relating  to  modifications  taken  into  account  in  com¬ 
puting  distributable  net  income)  is  amended  to  read  as 
follows : 

“  (6)  Income  of  foreign  trust. — In  the  case  of 
a  foreign  trust — 

“  (A)  There  shall  be  included  the  amounts  of 
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gross  income  from  sources  without  the  United  States, 
reduced  by  any  amounts  which  would  be  deductible 
in  respect  of  disbursements  allocable  to  such  income 
but  for  the  provisions  of  section  265(1)  (relating 
to  disallowance  of  certain  deductions) . 

"(B)  Gross  income  from  sources  within  the 
United  States  shall  be  determined  without  regard 
to  section  894  (relating  to  income  exempt  under 
treaty) . 

“(C)  Subsection  (a)  (3)  of  this  section  shall 
not  apply  to  a  foreign  trust  created  by  a  United 
States  person.  In  the  case  of  such  a  trust,  (i)  there 
shall  be  included  gains  from  the  sale  or  exchange 
of  capital  assets,  reduced  by  losses  from  such  sales 
or  exchanges  to  the  extent  such  losses  do  not  exceed 
gains  from  such  sales  or  exchanges,  and  (ii)  the 
deduction  under  section  1202  (relating  to  deduction 
for  excess  of  capital  gains  over  capital  losses)  shall 
not  be  taken  into  account/’ 

(2)  Foreign  estates  and  trusts. — Section  643 
(relating  to  definitions)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 

“(d)  Foreign  Trusts  Created  by  United  States 
Persons— For  purposes  of  this  part,  the  term  ‘foreign  trust 
created  by  a  United  States  person’  means  a  foreign  trust  (as 
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defined  in  section  7701  (a)  (31)  )  to  which  money  or  prop¬ 
erty  has  been  transferred  directly  or  indirectly  by  a  United 
States  person  (as  defined  in  section  7701  (a)  (30)  ) ,  or  under 
the  will  of  a  decedent  who  at  the  date  of  his  death  was  a 
United  States  citizen  or  resident.’* 

(b)  Accumulation  Distributions  of  Foreign 
Trusts  — 

(1)  Section  665(b)  (relating  to  definitions 
applicable  to  subpart  D)  is  amended  by  striking  out 
“(b)  Accumulation  Distribution. — For  purposes 
of  this  subpart,”  and  inserting  in  lieu  thereof  the  fol¬ 
lowing  : 

“(b)  Accumulation  Distributions  of  Trusts 
Other  Than  Certain  Foreign  Trusts. — For  purposes  of 
this  subpart,  in  the  case  of  a  trust  (other  than  a  foreign  trust 
created  by  a  United  States  person) ,”. 

(2)  Section  665  is  amended  by  redesignating  sub¬ 
sections  (c)  and  (d)  as  (d)  and  (e),  respectively, 
and  by  inserting  after  subsection  (b)  the  following 
new  subsection: 

"(c)  Accumulation  Distribution  of  Certain 
Foreign  Trusts. — For  purposes  of  this  subpart,  in  the  case 
of  a  foreign  trust  created  by  a  United  States  person,  the  term 
‘accumulation  distribution’  for  any  taxable  year  of  the  trust 
means  the  amount  by  which  the  amounts  specified  in  para- 
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1  graph  (2)  of  section  661  (a)  for  such  taxable  year  exceed 

2  distributable  net  income,  reduced  by  the  amounts  specified 

3  in  paragraph  (1)  of  section  661  (a) .  For  purposes  of  this 

4  subsection,  the  amount  specified  in  paragraph  (2)  of  section 

5  661  (a)  shall  be  determined  without  regard  to  section  666. 

6  Any  amount  paid  to  a  United  States  person  which  is  from 

7  a  payor  who  is  not  a  United  States  person  and  which  is 

8  derived  directly  or  indirectly  from  a  foreign  trust  created  by 

9  a  United  States  person  shall  be  deemed  in  the  year  of  pay- 

10  ment  to  have  been  directly  paid  by  the  foreign  trust.” 

11  (c)  Allocation  of  Accumulation  Distributions 

12  to  Preceding  Years. — Section  666  (a)  (relating  to  ac- 

13  cumulation  distribution  allocated  to  5  preceding  years)  is 

14  amended — 

15  (l)  by  striking  out  “  (a)  Amount  Allocated. — 

16  In  the  case  of  a  trust”  and  inserting  in  lieu  thereof  the 

17  following : 

18  “  (a)  Amount  Allocated. — In  the  case  of  a  trust 

19  (other  than  a  foreign  trust  created  by  a  United  States 

20  person)”;  and 

21  (2)  by  adding  at  the  end  thereof  the  following 

22  new  sentence: 

23  ‘  ‘In  the  case  of  a  foreign  trust  created  by  a  United  States 

24  person,  this  subsection  shall  apply  to  the  preceding  tax- 

25  able  years  of  the  trust  without  regard  to  any  provision  of 
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the  preceding  sentences  which  would  (but  for  this  sentence) 
limit  its  application  to  the  5  preceding  taxable  years.” 

(d)  Amounts  Treated  as  Received  in  Prior 
Years. — Section  668(a)  (relating  to  amounts  treated  as 
received  in  prior  taxable  years)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “Except  as 
provided  in  section  669,  in  the  case  of  a  foreign  trust  created 
by  a  United  States  person  the  preceding  sentence  shall  not 
apply  to  any  beneficiary  who  is  a  United  States  person.” 

(e)  Special  Rules  for  Foreign  Trusts— Subpart 
D  of  part  I  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section: 

“SEC.  669.  SPECIAL  RULES  APLICABLE  TO  CERTAIN  FOR¬ 
EIGN  TRUSTS. 

“  (a)  Limitation  on  Tax. — 

“  (1)  General  rule. — At  the  election  ot  a  bene¬ 
ficiary  who  is  a  United  States  person  (as  defined  in 
section  7701  (a)  (30)  )  and  who  satisfies  the  require¬ 
ments  of  subsection  (b) ,  the  tax  attributable  to  the 
amounts  treated  under  section  668  (a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  United 
States  person  on  the  last  day  of  a  preceding  taxable 
year  of  the  trust  shall  not  be  greater  than — 
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“  (A)  the  tax  determined  under  the  next  to  the 
last  sentence  of  section  668  (a) ,  or 

(B)  the  tax  determined  by  multiplying  by 
the  number  of  preceding  taxable  years  of  the  trust, 
on  the  last  day  of  each  of  which  an  amount  is 
deemed  under  section  666(a)  to  have  been  distrib¬ 
uted,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for  the 
taxable  year  and  each  of  his  2  taxable  years  imme¬ 
diately  preceding  the  year  of  the  accumulation  dis¬ 
tribution  by  adding  to  the  income  of  each  of  such 
years  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section 
668  (a)  by  such  number  of  preceding  taxable  years 
of  the  trust.  The  recomputation  for  the  taxable  year 
shall  be  made  without  regard  to  the  inclusion  in 
income  required  by  section  668(a)  of  any  amount 
other  than  pursuant  to  this  paragraph 
“  ( 2 )  Exceptions 

“(A)  When  an  accumulation  distribution  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted  on  the  last  day  of  less  than  3  taxable  years 
of  the  trust,  the  taxable  years  of  the  beneficiary  for 
which  a  recomputation  is  made  under  subsection 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


62 


(a)  (1)  (B)  shall  equal  the  number  of  years  to 
which  section  666  (a)  applies,  commencing  with 
the  most  recent  taxable  year  of  the  beneficiary. 

“(B)  If  a  beneficiary  was  not  alive  on  the  last 
day  of  each  preceding  taxable  year  of  the  trust 
with  respect  to  which  a  distribution  is  deemed  made 
under  section  666(a),  paragraph  (1)  (A)  of  this 
subsection  shall  not  apply.  In  applying  paragraph 
(1)  (B)  of  this  subsection,  no  recomputation  shall 
be  made  for  a  beneficiary  for  a  taxable  year  for 
which  he  was  not  alive ;  if  he  has  no  preceding  tax¬ 
able  year,  the  recomputation  shall  be  made  on  the 
basis  of  his  taxable  year  without  regard  to  the  in¬ 
clusion  in  income  required  by  section  668  (a)  of 
any  amount  other  than  pursuant  toi  paragraph 

(1)  (B). 

“(3)  Effect  of  prior  election. — In  comput¬ 
ing  the  limitation  on  tax  under  paragraph  (1)  of  this 
subsection  for  any  beneficiary — 

“(A)  Subsequent  election  under  para¬ 
graph  (i)(A). — If  an  election  has  been  made  under 
paragraph  (1)  (B)  of  this  subsection,  for  purposes 
of  a  subsequent  election  under  paragraph  (1)  (A) 
the  income  of  any  year  with  respect  to  which  an 
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amount  is  deemed  distributed  to  a  beneficiary  under 
section  666  (a)  shall  include  amounts  previously 
deemed  distributed  to  such  beneficiary  for  such 
year  as  a  result  of  an  accumulation  distribution  with 
respect  to  which  an  election  imder  paragraph  (1) 
(B)  was  made. 

“(B)  Subsequent  election  under  para- 
GBAph  (i)(B). — If  with  respect  to  an  accumulation 
distribution  an  election  has  been  made  under  either 
paragraph  (1)  (A)  or  paragraph  (1)  (B)  of  this 
subsection,  or  the  next  to  the  last  sentence  of  section 
668  (a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)  (B)  the  number  of 
preceding  taxable  years  of  the  trust  with  respect  to 
which  an  amount  is  deemed  distributed  to  a  benefi¬ 
ciary  under  section  666  (a)  shall  be  determined 
without  regard  to  any  such  year  with  respect  to 
which  an  amount  was  previously  deemed  distrib¬ 
uted  to  such  beneficiary. 

“(b)  Information  Requirement. — The  election  of 
a  beneficiary  to  apply  the  limitations  on  tax  provided  in  sub¬ 
section  (a)  of  this  section  shall  not  be  effective  unless  the 
beneficiary  at  the  time  of  making  the  election  supplies  such 
information  with  respect  to  the  operation  and  accounts  of  the 
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trust,  for  each  taxable  year  on  the  last  day  of  which  an 
amount  is  deemed  distributed  under  section  666(a),  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe.” 

(f)  Information  Returns  With  Respect  to  For¬ 
eign  Trusts. — Subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section: 

“SEC.  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS 
TO  CERTAIN  FOREIGN  TRUSTS. 

“(a)  General  Rule— On  or  before  the  90th  day 
after — 

“  (1)  the  creation  of  any  foreign  trust  by  a  United 
States  person,  or 

“(2)  the  transfer  of  any  money  or  property  to  a 
foreign  trust  by  a  United  States  person, 
the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  trans¬ 
feror,  as  the  case  may  be,  shall  make  a  return  in  compliance 
with  the  provisions  of  subsection  (h). 

“(b)  Form  and  Contents  of  Returns.— The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  prescribes  by  regulation 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 


65 


as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

“  (c)  Cross  References  — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created 
by  a  United  States  person’,  see  section  643(d).” 

(g)  Failure  To  File  Information  Returns. — 
Subchapter  B  of  chapter  68  (relating  to  assessable  penalties) 
is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS 
WITH  RESPECT  TO  CERTAIN  FOREIGN 
TRUSTS. 

“  (&)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6047  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  shall 
pay  a  penalty  equal  to  5  percent  of  the  amount  transferred 
to  a  trust,  but  not  more  than  $1,000,  unless  it  is  shown  that 
such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply  — 
Subchapter  B  of  chapter  63  (relating  to  deficiency  proce¬ 
dures  for  income,  estate,  and  gift  taxes)  shall  not  apply  in 
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respect  of  the  assessment  or  collection  of  any  penalty 
imposed  by  subsection  (a) .” 

(b)  United  States  Person  Defined. — Section 
7701  (a)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs : 

“ (30) j  United  States  person— The  term 

‘United  States  person’  means — 

“  (A)  a  citizen  or  resident  of  the  United  States, 
“(B)  a  domestic  partnership, 

“(0)  a  domestic  corporation,  and 
“(D)  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec¬ 
tion  7701(a)  (31)). 

“(31)  Foreign  estate  or  trust. — The  terms 
‘foreign  estate’  and  ‘foreign  trust’  mean  an  estate  or 
trust,  as  the  case  may  be,  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in 
gross  income  under  subtitle  A.” 

(i)  Technical  Amendments.— 

(1)  The  table  of  sections  for  subpart  D  of  sub¬ 
chapter  J  of  chapter  1  (relating  to  treatment  of  excess 
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distributions  by  trusts)  is  amended  by  adding  at  the  end 
thereof 

‘Sec.  669.  Special  rules  applicable  to  certain  foreign  trusts.” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 

of  subchapter  A  of  chapter  61  (relating  to  information 

concerning  transactions  with  other  persons)  is  amended 

by  adding  at  the  end  thereof 

“Sec.  6047.  Returns  as  to  creation  of  or  transfers  to  certain 
foreign  trusts.” 

(3)  The  table  of  sections  for  subchapter  B  of 

chapter  68  (relating  to  assessable  penalties)  is  amended 

by  adding  at  the  end  thereof 

“Sec.  6677.  Failure  to  file  information  returns  with  respect 
to  certain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsections  (f) ,  (g) ,  and  (h)  )  shall 
apply  with  respect  to  distributions  made  in  taxable  years  of 
trusts  beginning  after  the  date  of  the  enactment  of  this  Act. 

SEC.  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN 
LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 
COMPANIES),  ETC. 

(a)  Imposition  of  Tax.— So  much  of  part  II  of  sub- 
chapter  L  (relating  to  mutual  insurance  companies,  other 
than  life  or  marine  or  fire  insurance  companies  issuing  per- 
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petual  policies)  of  chapter  1  as  precedes  section  822  is 
amended  to  read  as  follows : 

“PART  II— MUTUAL  INSURANCE  COMPANIES 

(OTHER  THAN  LIFE  AND  CERTAIN 
MARINE  INSURANCE  COMPANIES 
AND  OTHER  THAN  FIRE  INSURANCE 
COMPANIES  WHICH  OPERATE  ON 
BASIS  OF  PERPETUAL  POLICIES  OR 
PREMIUM  DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which 
part  II  applies. 

“Sec.  822.  Determination  of  taxable  investment  income. 
“Sec.  823.  Determination  of  statutory  underwriting  income 
or  loss. 

“Sec.  824.  Adjustments  to  provide  protection  against  losses. 
“Sec.  825.  Unused  loss  deduction. 

“Sec.  826.  Election  by  reciprocal. 

“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO 
WHICH  PART  II  APPLIES. 

“  (a)  Imposition  op  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1962, 
on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  life  insurance  com¬ 
pany  and  other  than  a  fire  or  marine  insurance  company 
subject  to  the  tax  imposed  by  section  831) .  Such  tax  shall 
consist  of — 

“  (l)  Normal  tax. — A  normal  tax  of  25  percent 
of  the  mutual  insurance  company  taxable  income,  or 
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50  percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser;  plus 

“(2)  Surtax. — A  surtax  of  22  percent  of  the 
mutual  insurance  company  taxable  income  (computed 
without  regard  to  the  deduction  provided  in  section  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(b)  Mutual  Insurance  Company  Taxable  In¬ 
come  Defined. — For  purposes  of  this  part,  the  term  ‘mutual 
insurance  company  taxable  income’  means,  with  respect  to 
any  taxable  year,  the  amount  by  which — 

“  (1)  the  sum  of — 

“  (A)  the  taxable  investment  income  (as  de¬ 
fined  in  section  822  (a)  ( 1 )  ) , 

“(B)  the  statutory  underwriting  income  (as 
defined  in  section  823  (a)  (1)),  and 

“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account,  exceeds 
“(2)  the  sum  of- — 

“(A)  the  investment  loss  (as  defined  in  sec¬ 
tion  822 (a)  (2)  ) , 

“(B)  the  statutory  underwriting  loss  (as  de¬ 
fined  in  section  823  (a)  (2)  ) ,  and 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

37 

18 

19 

20 

21 

22 

23 

24 

25 


70 


“(0)  the  unused  loss  deduction  provided  by 
section  825  (a) . 

“(c)  Alternative  Tax  for  Certain  Small  Com¬ 
panies. — 

“(i)  Imposition  of  tax. — In  the  case  of  taxable 
years  beginning  after  December  31,  1962,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
applies  a  tax  (which  shall  be  in  lieu  of  the  tax  imposed 
by  subsection  (a)  )  computed  as  follows: 

“(A)  Normal  tax. — A  normal  tax  of  25 
percent  of  the  taxable  investment  income,  or  50 
percent  of  the  amount  by  which  such  taxable  in¬ 
come  exceeds  $3,000,  whichever  is  the  lesser;  plus 
“(B)  Surtax. — A  surtax  of  22  percent  of  the 
taxable  investment  income  (computed  without  re¬ 
gard  to  the  deduction  provided  in  section  242  for 
partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(2)  Gross  amount  received,  over  $75,000 
but  less  than  $125,000. — If  the  gross  amount  re¬ 
ceived  during  the  taxable  year  from  the  items  described 
in  section  822(b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  as¬ 
sessments)  is  over  $75,000  but  less  than  $125,000,  the 
tax  imposed  by  paragraph  (1)  shall  be  reduced  to  an 
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amount  which  hears  the  same  proportion  to  the  amount 
of  the  tax  determined  under  paragraph  (1)  as  the 
excess  over  $75,000  of  such  gross  amount  received  bears 
to  $50,000. 

“(3)  Companies  to  which  subsection  ap¬ 
plies.— 

“(A)  In  genebal. — Except  as  provided  in 
subparagraph  (B),  this  subsection  shall  apply  to 
every  mutual  insurance  company  (other  than  a  life 
insurance  company  and  other  than  a  fire  or  marine 
insurance  company  subject  to  the  tax  imposed  by 
section  831)  which  received  during  the  taxable  year 
from  the  items  described  in  section  822  (b)  (other 
than  paragraph  (1)  (D)  thereof)  and  premiums 
(including  deposits  and  assessments)  a  gross 
amount  in  excess  of  $75,000  but  not  in  excess  of 
$300,000. 

"(B)  Exceptions. — This  subsection  shall  not 
apply  to  a  mutual  insurance  company  for  the  tax¬ 
able  year  if — 

“  (i)  there  is  in  effect  an  election  by  such 
company  made  under  subsection  (d)  to  be  tax¬ 
able  under  subsection  (a)  ;  or 

“  (ii)  there  is  any  amount  in  the  protection 
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against  loss  account  at  the  beginning  of  the 
taxable  year. 

“(d)  Election  To  Include  Statutory  Under¬ 
writing  Income  or  Loss. — 

“  ( 1 )  In  general. — Any  mutual  insurance  com¬ 
pany  which  is  subject  to  the  tax  imposed  by  subsection 
(c)  may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  subsection  (a) . 

“  (2)  Effect  of  election. — If  an  election  is  made 
under  paragraph  ( 1 ) ,  the  electing  company  shall  be 
subject  to  the  tax  imposed  by  subsection  (a)  (and  shall 
not  be  subject  to  the  tax  imposed  by  subsection  (c)  ) 
for  the  first  taxable  year  for  which  such  election  is  made 
and  for  all  taxable  years  thereafter  unless  the  Secretary 
or  his  delegate  consents  to  a  revocation  of  such  election. 
“(e)  No  United  States  Insurance  Business  — 
Foreign  mutual  insurance  companies  (other  than  a  life 
insurance  company  and  other  than  a  fire  or  marine  insurance 
company  subject  to  the  tax  imposed  by  section  831)  not 
carrying  on  an  insurance  business  within  the  United  States 
shall  not  be  subject  to  this  part  hut  shall  be  taxable  as  other 
foreign  corporations. 
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“(f)  Cross  References. — 

“(1)  For  exemption  from  tax  of  certain  mutual  insur¬ 
ance  companies,  see  section  501(c)  (15). 

“(2)  For  alternative  tax  in  case  of  capital  gains,  see 
section  1201(a).” 

(b)  Taxable  Investment  Income. —  • 

(1)  In  general. — Section  822  (relating  to  de¬ 
termination  of  mutual  insurance  company  taxable 
income)  is  amended  by  striking  out  the  heading  and  sub¬ 
section  (a)  and  inserting  in  lieu  thereof  the  following: 

“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT 

INCOME. 

“(a)  Definitions. — For  purposes  of  this  part — 

“  ( 1 )  The  term  Taxable  investment  income’  means 
the  gross  investment  income,  minus  the  deductions  pro¬ 
vided  in  subsection  (c) . 

“  (2)  The  term  ‘investment  loss’  means  the  amount 
by  which  the  deductions  provided  in  subsection  (c) 
exceed  the  gross  investment  income.” 

(2)  Conforming  amendments. — Subsections  (c) 
and  (e)  of  section  822  are  each  amended  hy  striking 
out  “mutual  insurance  company  taxable  income”  each 
place  it  appears  and  inserting  in  lieu  thereof  “taxable 
investment  income”. 
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(3)  Dividends  deceived  deduction. — Section 
822  (c)  (7)  (relating  to  special  deductions)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence : 
“In  applying  section  246  (b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
for  purposes  of  this  paragraph,  the  reference  in  such 
section  to  ‘taxable  income’  shall  be  treated  as  a  reference 
to  ‘taxable  investment  income’.” 

(4)  Kedesignation  oe  section  8  2  3. — Part  II  of 
subchapter  L  of  chapter  1  is  amended  by  striking  out 

“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

and  inserting  in  lieu  thereof  (at  the  end  of  section  822) 
the  following: 

“  (f)  Definitions. — For  purposes  of  this  part — 

(c)  Statutory  Underwriting  Income  or  Loss. — 
Part  II  of  subchapter  L  of  chapter  1  is  amended  by  adding 
after  section  822  (f)  (as  redesignated  by  subsection  (b)  (4) 
of  this  section)  the  following  new  sections: 

“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRIT¬ 
ING  INCOME  OR  LOSS. 

“  (a)  In  General. — For  purposes  of  this  part — 
“(1)  The  term  ‘statutory  underwriting  income’ 
means  the  amount  by  which — 

“(A)  the  gross  income  which  would  be  taken 
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into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  gross  in¬ 
vestment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which 
would  be  taken  into  account  in  computing  taxable 
income  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822  (c) ,  plus  (ii)  the  deductions 
provided  in  subsection  (c)  and  section  824  (a) . 

“  (2)  The  term  'statutory  underwriting  loss’  means 
the  excess  of  the  amount  referred  to  in  paragraph 
(1)  (B)  over  the  amount  referred  to  in  paragraph 
(1)  (A). 

“  (b)  Modifications. — In  applying  subsection  (a)  — 
“  (1)  Net  operating  loss  deduction. — The  de¬ 
duction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed. 

“  (2)  Interinsurers. — In  the  case  of  a  mutual  in¬ 
surance  company  which  is  an  interinsurer  or  reciprocal 
underwriter — 

“  (A)  there  shall  be  allowed  as  a  deduction  the 
increase  for  the  taxable  year  in  savings  credited  to 
subscriber  accounts,  or 

“(B)  there  shall  be  included  as  an  item  of 
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gross  income  the  decrease  for  the  taxable  year  in 
savings  credited  to  subscriber  accounts. 

For  purposes  of  the  preceding  sentence,  the  term  ‘sav¬ 
ings  credited  to  subscriber  accounts’  means  such  portion 
of  the  surplus  as  is  credited  to  the  individual  accounts 
of  subscribers  before  the  16th  day  of  the  third  month 
following  the  close  of  the  taxable  year,  but  only  if  the 
company  would  be  obligated  to  pay  such  amount 
promptly  to  such  subscriber  if  he  terminated  bis  con¬ 
tract  at  the  close  of  the  company’s  taxable  year.  For 
purposes  of  determining  bis  taxable  income,  the  sub¬ 
scriber  shall  treat  any  such  savings  credited  to  his  ac¬ 
count  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  foe  Small  Company 
Having  Geoss  Amount  of  Less  Tuan  $900,000.— 

“  ( 1 )  In  geneeal. — If  the  gross  amount  received 
during  the  taxable  year  by  a  taxpayer  subject  to  the  tax 
imposed  by  section  821  (a)  from  the  items  described 
in  section  822  (b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  equal  or  exceed  $900,000,  then  in 
determining  the  statutory  underwriting  income  or  loss 
for  the  taxable  year  there  shall  be  allowed  an  additional 
deduction  of  $6,000;  except  that  if  such  gross  amount 
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exceeds  $300,000,  sucli  additional  deduction  shall  be 
equal  to  1  percent  of  the  amount  by  which  $900,000 
exceeds  such  gross  amount. 

“(2)  Limitation. — The  amount  of  the  deduction 
allowed  under  paragraph  (1)  shall  not  exceed  the 
statutory  underwriting  income  for  the  taxable  year, 
computed  without  regard  to  any  deduction  under  this 
subsection  or  section  824  (a) . 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION 
AGAINST  LOSSES. 

“  (a)  Allowance  of  Deduction. — 

“(1)  In  general. — In  determining  the  statutory 
underwriting  income  or  loss  for  any  taxable  year  there 
shall  be  allowed  as  a  deduction  the  sum  of — 

“  ( A)  an  amoimt  equal  to  1  percent  of  the  losses 
incurred  during  the  taxable  year  (as  deteimined 
under  section  832  (b)  (5)  ) ,  plus 

“(B)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

“  (C)  if  the  concentrated  windstorm,  etc.,  pre¬ 
mium  percentage  for  the  taxable  year  exceeds  50 
percent,  an  amount  determined  by  applying  so  much 
of  such  percentage  as  exceeds  50  percent  to  the 
underwriting  gain  for  the  taxable  year. 
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For  purposes  of  this  paragraph,  the  term  ‘under¬ 
writing  gain’  means  statutory  underwriting  income,  com¬ 
puted  without  any  deduction  under  this  subsection. 

“  (2)  Special  rule  for  companies  haying  con¬ 
centrated  windstorm,  etc.,  risks. — For  purposes 
of  paragraph  (l)  (0) ,  the  term  ‘concentrated  wind¬ 
storm,  etc.,  premium  percentage’  means,  with  respect  to 
any  taxable  year,  the  percentage  obtained  by  dividing — 
“  (A)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
defined  in  section  832(b)  (4)  ),  to  the  extent  at¬ 
tributable  to  insuring  against  losses  arising  in  any 
one  State  from  windstorm,  hail,  flood,  earthquake, 
or  similar  hazards,  by 

“(B)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
so  defined) . 

“(b)  Protection  Against  Loss  Account.— Each 
insurance  company  subject  to  the  tax  imposed  by  section 
821  (a)  for  any  taxable  year  shall,  for  purposes  of  this  part, 
establish  and  maintain  a  protection  against  loss  account. 

“(c)  Additions  to  Account.— There  shall  be  added 
to  the  protection  against  loss  account  for  each  taxable  year 
an  amount  equal  to  the  amount  allowable  as  a  deduction  for 
the  taxable  year  under  subsection  (a)  (1) . 
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“(d)  Subtractions 

“  ( 1 )  Annual  subtractions. — After  applying 
subsection  (c) ,  there  shall  be  subtracted  for  the  taxable 
year  from  the  protection  against  loss  account — 

“  (A)  first,  an  amount  equal  to  the  excess  of 
the  statutory  underwriting  loss  for  the  taxable  year 
over  the  underwriting  loss  (as  defined  in  paragraph 
(6))  for  the  taxable  year, 

“(B)  then,  the  amount  (if  any)  by  which — 
(i)  the  sum  of  the  investment  loss  for 
such  year  and  the  underwriting  loss  for  such 
year,  exceeds 

“  (ii)  the  sum  of  the  statutory  underwrit¬ 
ing  income  for  such  taxable  year  and  the  taxable 
investment  income  for  such  taxable  year, 
“(O)  next  (in  the  order  in  which  the  losses 
occurred) ,  amounts  equal  to  the  unused  loss  carry¬ 
overs  to  such  year, 

“(D)  next,  any  amount  remaining  which  was 
added  to  the  account  for  the  fifth  preceding  taxable 
year,  minus  one-half  of  the  amount  remaining  in  the 
account  for  such  taxable  year  which  was  added 
by  reason  of  subsection  (a)  (1)  (B),  and 

“(E)  finally,  the  amount  by  which  the  total 
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amount  in  the  account  exceeds  whichever  of  the 
following  is  the  greater: 

“  (i)  10  percent  of  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)  )  less  dividends 
to  policyholders  (as  defined  in  section 
832  (c)  (11)  ) ,  or 

“  (ii)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year. 

“  ( 2 )  Rules  foe  ceiling  on  peotection  against 
loss  account. — For  purposes  of  paragraph  (1)  (E) , 
the  total  amount  in  the  account  shall  be  determined — 

“  (A)  after  the  application  of  this  section  with¬ 
out  regard  to  paragraph  (1)  (E) ,  and 

“(B)  without  taking  into  consideration  amounts 
remaining  in  the  account  which  were  added,  with  re¬ 
spect  to  all  taxable  years,  by  reason  of  subsection 
(a)  (1)  (C). 

“(3)  Peioeities. — The  amounts  required  to  be 
subtracted  from  the  protection  against  loss  account — 
“(A)  under  subparagraphs  (A),  (B),  and 
(0)  of  paragraph  (1)  shall  be  subtracted — 

“  (i)  first  (on  a  first-in,  first-out,  basis) 
from  amounts  in  the  account  with  respect  to 
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the  five  preceding  taxable  years  and  the  taxable 
year,  and 

(ii)  then  from  amounts  in  the  account 
with  respect  to  earlier  years, 

“(B)  under  subparagraph  (E)  of  paragraph 
(1)  shall  be  subtracted  only  from  amounts  in  the 
account  with  respect  to  the  taxable  year,  and 

“(C)  under  paragraphs  (A),  (B),  (C),and 
(E)  of  paragraph  (1)  shall,  if  the  amount  to  be 
subtracted  from  the  total  amounts  in  the  account 
with  respect  to  any  taxable  year  is  less  than  such 
total,  be  subtracted  from  each  of  the  amounts  (re¬ 
ferred  to  in  subsection  (a)  (1)  )  in  the  account  with 
respect  to  such  year  in  the  proportion  which  each 
bears  to  such  total. 

“(4)  Termination  of  taxability  under  sec¬ 
tion  821. — If  the  taxpayer  is  not  subject  to  tax  under 
section  821  for  any  taxable  year,  the  entire  amount  in 
the  account  at  the  close  of  the  preceding  taxable  year 
shall  be  substracted  from  the  account  in  such  preceding 
taxable  year. 

“(5)  Election  to  subtract  amount  from 
account. — 
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“  (A)  A  taxpayer  may  elect  for  any  taxable 
year  for  which  it  is  subject  to  tax  under  section 
821  (a)  to  subtract  from  its  protection  against  loss 
account  any  amount  which,  but  for  the  application  of 
this  subparagraph,  would  be  in  such  account  as  of 
the  close  of  such  taxable  year. 

“(B)  The  election  provided  by  subparagraph 
(A)  for  any  taxable  year  shall  be  made  (in  such 
manner  and  in  such  form  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  after  the 
close  of  such  taxable  year  and  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  (including 
extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made, 
may  not  be  revoked. 

“(6)  Underwriting  loss  defined. — For  pur¬ 
poses  of  paragraph  ( 1 ) ,  the  term  ‘underwriting  loss’ 
means  the  amount  by  which — 

“(A)  the  deductions  which  would  be  taken 
into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  sum  of  (i) 
the  deductions  provided  in  section  822  (c) ,  and  (ii) 
the  deduction  for  dividends  to  policyholders  pro¬ 
vided  by  section  832  (c)  (11) ,  exceeds 
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“(B)  the  amount  referred  to  in  section  823 
(a)  (1)  (A). 

“SEC.  825.  UNUSED  LOSS  DEDUCTION. 

“  (a)  Amount  of  Deduction.— For  purposes  of  this 
part,  the  unused  loss  deduction  for  the  taxable  year  shall  be 
an  amount  equal  to  the  unused  loss  carryovers  or  carrybacks 
to  the  taxable  year. 

“(b)  Unused  Loss  Defined.— For  purposes  of  this 
part,  the  term  ‘unused  loss’  means,  with  respect  to  any  tax¬ 
able  year,  the  amoimt  (if  any)  by  which — 

“(i)  the  sum  of  the  statutory  underwriting  loss 
and  the  investment  loss,  exceeds 
“  (2)  the  sum  of — 

“  ( A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
“(C)  the  amounts  required  by  section  824(d) 
to  be  subtracted  from  the  protection  against  loss 
account. 

“(c)  Loss  Year  Defined— For  purposes  of  this  part, 
the  term  ‘loss  year’  means,  with  respect  to  any  company 
subject  to  the  tax  imposed  by  section  821  (a) ,  any  tax¬ 
able  year  in  which  the  unused  loss  (as  defined  in  subsection 
(b))  of  such  taxpayer  is  more  than  zero. 

“(d)  Years  to  Which  Carried. — The  unused  loss 
for  any  loss  year  shall  be — 
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“  ( 1 )  an  unused  loss  carryback  to  each  of  the  3 
taxable  years  preceding  the  loss  year,  and 

“(2)  an  unused  loss  carryover  to  each  of  the  5 
taxable  years  following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers.— 
The  entire  amount  of  the  unused  loss  for  any  loss  year  shall 
be  carried  to  the  earliest  of  the  taxable  years  to  which  such 
loss  may  be  carried.  The  portion  of  such  loss  which  shall 
be  carried  to  each  of  the  other  taxable  years  shall  be  the 
excess  (if  any)  of  the  amount  of  such  loss  over  the  sum 
of  the  offsets  (as  defined  in  subsection  (f)  )  for  each  of  the 
prior  taxable  years  to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection 
(e) ,  the  term  ‘offset’  means  with  respect  to  any  taxable  year 
(hereinafter  referred  to  as  the  ‘offset  year’)  — 

“  ( 1 )  in  the  case  of  an  unused  loss  carryback  from 
the  loss  year  to  the  offset  year,  the  mutual  insurance 
company  taxable  income  for  the  offset  year;  or 

“(2)  in  the  case  of  an  unused  loss  carryover  from 
the  loss  year  to  the  offset  year,  an  amount  equal  to  the 
sum  of — 

“(A)  the  amount  required  to  be  subtracted 
from  the  protection  against  loss  account  under  sec¬ 
tion  824(d)  (1)  (0)  for  the  offset  3^ear,  plus 
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“  (B)  the  mutual  insurance  company  taxable 
income  for  the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)  (B) ,  the  mutual 
insurance  taxable  income  for  the  offset  year  shall  be  deter¬ 
mined  without  regard  to  any  unused  loss  carryback  or  carry¬ 
over  from  the  loss  year  or  any  taxable  year  thereafter. 

“  (g)  Limitations. — For  purposes  of  this  part,  an  un¬ 
used  loss  shall  not  be  carried — 

“(i)  to  or  from  any  taxable  year  beginning  before 
January  1,  1963, 

“(2)  to  or  from  any  taxable  year  for  which  the 
insurance  company  is  not  subject  to  the  tax  imposed  by 
section  821  (a) ,  nor 

“  (3)  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable 
year  for  which  the  insurance  company  was  not  subject 
to  the  tax  imposed  by  section  821  (a) . 

“SEC.  826.  ELECTION  BY  RECIPROCAL. 

“  (a)  In  General. — Except  as  otherwise  provided  in 
this  section,  any  mutual  insurance  company  which  is  an 
interinsurer  or  reciprocal  underwriter  (hereinafter  in  this 
section  referred  to  as  a  ‘reciprocal’)  subject  to  the  taxes  im¬ 
posed  by  section  821  (a)  may,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  elect  to  be  subject  to  the 
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limitation  provided  in  subsection  (b) .  Such  election  shall 
be  effective  for  the  taxable  year  for  which  made  and  for  all 
succeeding  taxable  years,  and  shall  not  be  revoked  except 
with  the  consent  of  the  Secretary  or  his  delegate. 

“  (b)  Limitation. — The  deduction  for  amounts  paid  or 
incurred  in  the  taxable  year  to  the  attorney-in-fact  by  a 
reciprocal  making  the  election  provided  in  subsection  (a) 
shall  be  limited  to,  but  in  no  case  increased  by,  the  deductions 
of  the  attorney-in-fact  allocable,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  to  the 
income  received  by  the  attomey-in-fact  from  the  reciprocal. 

“  (c)  Exception. — An  election  may  not  be  made  by  a 
reciprocal  under  subsection  (a)  unless  the  attomey-in-fact 
of  such  reciprocal — 

“  (1)  is  subject  to  the  taxes  imposed  by  section  11 
(b)  and  (c) ; 

“(2)  consents  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations  to  make 
available  such  information  as  may  be  required  during  the 
period  in  which  the  election  provided  in  subsection  (a) 
is  in  effect,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate ; 

“  (3)  reports  the  income  received  from  the  recipro- 
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cal  and  the  deductions  allocable  thereto  under  the  same 
method  of  accounting  under  which  the  reciprocal  reports 
deductions  for  amounts  paid  to  the  attorney-in-fact;  and 
“  (4)  files  its  return  on  the  calendar  year  basis. 
“(d)  Special  Rule. — For  purposes  of  computing  the 
deduction  provided  in  section  824(a)  and  the  additions  to 
the  account  provided  by  section  824  (c)  with  respect  to  any 
reciprocal  electing  to  be  subject  to  the  limitation  provided 
in  subsection  (b),  such  limitation  shall  not  be  taken  into 
account. 

“  (e)  Credit. — Any  reciprocal  electing  to  be  subject  to 
the  limitation  provided  in  subsection  (b)  shall  be  credited 
with  so  much  of  the  tax  paid  by  the  attomey-in-fact  as  is 
attributable,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  the  income  received  by  the  attomey- 
in-fact  from  the  reciprocal  in  such  taxable  year. 

“  (f)  Suktax  Exemption  Denied. — Any  increase  in 
taxable  income  of  a  reciprocal  attributable  to  the  limitation 
provided  in  subsection  (b)  shall  be  taxed  without  regard 
to  the  surtax  exemption  provided  in  section  821  (a)  (2) . 

“  (g)  Adjustment  foe  Refund. — If  for  any  taxable 
year  an  attomey-in-fact  is  allowed  a  credit  or  refimd  for 
taxes  paid  with  respect  to  which  a  reciprocal  was  allowed 
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a  credit  under  subsection  (e) ,  the  taxes  of  such  reciprocal 
for  such  taxable  year  shall  be  properly  adjusted  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate. 

“(h)  Taxes  of  Attobney-in-Fact  Unaffected. — 
Nothing  in  this  section  shall  increase  or  decrease  the  taxes 
imposed  by  this  chapter  on  the  income  of  the  attorney-in- 
fact.” 

(d)  Mutual  Fiee  Insubance  Companies  Operat¬ 
ing  on  Basis  of  Premium  Deposits. — 

to  Application  of  section  8  31(a). — Section 
831  (a)  (imposing  a  tax  on  certain  mutual  marine  and 
fire  insurance  companies  and  on  stock  insurance  com¬ 
panies  which  are  not  life  insurance  companies)  is 
amended  to  read  as  follows: 

“(a)  Imposition  of  Tax. — Taxes  computed  as  pro¬ 
vided  in  section  1 1  shall  be  imposed  for  each  taxable  year  or 
the  taxable  income  of — 

“(1)  every  insurance  company  (other  than  a  life 
or  mutual  insurance  company) , 

“  (2)  every  mutual  marine  insurance  company,  and 
“  (3)  every  mutual  fire  insurance  company — 

“(A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance 
of  policies  for  which  the  premium  deposits  are  the 
same,  regardless  of  the  length  of  the  term  for  which 
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the  policies  are  written,  if  the  nnabsorbed  portion 
of  such  premium  deposits  not  required  for  losses, 
expenses,  or  establishment  of  reserves  is  returned  or 
credited  to  the  policyholder  on  cancellation  or  ex¬ 
piration  of  the  policy.” 

(2)  Treatment  of  unabsorbed  premium  de¬ 
posits. — Section  832  (b)  (4)  (relating  to  definition  of 
premiums  earned)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  purposes  of 
this  subsection,  unearned  premiums  of  mutual  fire  in¬ 
surance  companies  described  in  section  831  (a)  (3)  (B) 
means  (with  respect  to  the  policies  described  in  section 
831(a)  (3)  (B)  the  amount  of  unabsorbed  premium 
deposits  which  the  company  would  be  obligated  to  re¬ 
turn  to  its  policyholders  at  the  close  of  the  taxable  year 
if  all  of  its  policies  were  terminated  at  such  time;  and 
the  determination  of  such  amount  shall  be  based  on  the 
schedule  of  unabsorbed  premium  deposit  returns  for  each 
such  company  then  in  effect.” 

(3)  Conforming  amendment. — Section  832  (b) 
(1)  (C)  is  amended  by  striking  out  “section  831  (a) ,” 
and  inserting  in  lieu  thereof  “section  831  (a)  (3)  (A) ,”. 

(4)  Adjustment  of  premium  deposit. — Section 
832  (c)  (11)  is  amended  to  read  as  follows: 

“(ii)  dividends  and  similar  distributions  paid  or 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


90 


declared  to  policyholders  in  their  capacity  as  such,  ex¬ 
cept  in  the  case  of  a  mutual  fire  insurance  company  de¬ 
scribed  in  section  831(a)  (3)  (A).  For  purposes  of 
the  preceding  sentence,  the  term  'dividends  and  similar 
distributions’  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  policies 
described  in  section  831  (a)  (3)  (B).  For  purposes  of 
this  paragraph,  the  term  'paid  or  declared’  shall  be  con¬ 
strued  according  to  the  method  of  accounting  regularly 
employed  in  keeping  the  books  of  the  insurance  com¬ 
pany;  and”. 

(5)  Additional  item  of  income. — Section 
832  (b)  (1)  is  amended  by  striking  out  "and”  at  the  end 
of  subparagraph  (B) ,  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof 
",  and”,  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

"(D)  in  the  case  of  a  mutual  fire  insurance 
company  described  in  section  831(a)  (3)  (B) ,  an 
amount  equal  to  2  percent  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831  (a)  (3) 
(B)  after  deduction  of  premium  deposits  returned 
or  credited  during  the  same  taxable  year.” 

(e)  Election  of  Certain  Mutual  Companies  To 
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Be  Taxed  on  Total  Income. — Section  831  is  amended 
by  redesignating  subsection  (c)  as  subsection  (d),  and  by 
inserting  after  subsection  (b)  the  following  new  subsection: 

“(c)  Election  foe  Multiple  Line  Company  To  Be 
Taxed  on  Total  Income. — 

“(1)  In  general. — Any  mutual  insurance  com¬ 
pany  engaged  in  writing  marine,  fire,  and  casualty  insur¬ 
ance  which  for  any  5-year  period  beginning  alter 
December  31,  1941,  and  ending  before  January  1,  1962, 
was  subject  to  the  tax  imposed  by  section  831  (or  the 
tax  imposed  by  corresponding  provisions  of  prior  law) 
may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  section  831,  whether 
or  not  marine  insurance  is  its  predominant  source  of 
premium  income. 

“(2)  Effect  of  election.— If  an  election  is 
made  under  paragraph  ( 1 ) ,  the  electing  company  shall 
(in  lieu  of  being  subject  to  the  tax  imposed  by  section 
821)  be  subject  to  the  tax  imposed  by  this  section  for 
taxable  years  beginning  after  December  31,  1961. 
Such  election  shall  not  be  revoked  except  with  the  con¬ 
sent  of  the  Secretary  or  his  delegate.” 

(f)  Technical  Amendments,  etc  .— 

(1)  Credit  for  foreign  taxes.— Section  841 
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(relating  to  credit  for  foreign  taxes)  is  amended 
by  striking  out  “and”  at  the  end  of  paragraph  (1),  by 
renumbering  paragraph  (2)  as  paragraph  (3),  and  by 
inserting  after  paragraph  (1)  the  following  new  para¬ 
graph: 

“(2)  in  the  case  of  the  tax  imposed  by  section 
821  (a) ,  the  mutual  insurance  company  taxable  income 
(as  defined  in  section  821  (b)  )  ;  and  in  the  case  of  the 
tax  imposed  by  section  821  (c) ,  the  taxable  investment 
income  (as  defined  in  section  822  (a)  ) ,  and”. 

(2)  Adjustments  to  basis  for  depreciation 
sustained. — Section  1016(a)  (3)  (relating  to  adjust¬ 
ments  to  basis  for  depreciation,  etc.,  sustained)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  by  inserting  “and”  at  the  end  of  sub- 
paragraph  (C) ,  and  by  inserting  after  subparagraph 
(C)  the  following  new  subparagraph: 

“(D)  since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  subject  to  tax 
under  part  II  of  subchapter  L  (or  the  corresponding 
provisions  of  prior  income  tax  laws) ,  to  the  extent 
that  paragraph  (2)  does  not  apply,”. 

(3)  Alternative  tax  on  capital  gains. — 
Section  1201  (a)  (relating  to  alternative  tax  on  corpo- 
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rations)  is  amended  by  striking  out  “821  (a)  (1)  or 
(b) ,”  and  inserting  in  lieu  thereof  “821  (a)  or  (c) 

(4)  Clerical  amendment. — The  table  of  parts 
for  subchapter  L  is  amended  by  striking  out  the  portion 
referring  to  part  II  and  inserting  in  lieu  thereof  the 
following  : 

“Part  II.  Mutual  insurance  companies  (other  than  life  and 
certain  marine  insurance  companies  and  other 
than  fire  insurance  companies  which  operate  on 
basis  of  perpetual  policies  or  premium  de¬ 
posits)  .” 

(g)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsection  (e)  )  shall  apply  with  re¬ 
spect  to  taxable  years  beginning  after  December  31,  1962. 

SEC.  11.  DOMESTIC  CORPORATIONS  RECEIVING  DIVI¬ 
DENDS  FROM  FOREIGN  CORPORATIONS. 

(a)  Entire  Amount  of  Foreign  Tax  To  Be  Taken 
Into  Account. — 

( 1 )  Definition  of  accumulated  profits. — So 
much  of  paragraph  (1)  of  section  902  (c)  (relating  to 
applicable  rules  for  computing  credit  for  corporate  stock¬ 
holder  in  foreign  corporation)  as  precedes  the  semicolon 
is  amended  to  read  as  follows : 

“  (1)  The  term  ‘accumulated  profits’,  when  used  in 
this  section  in  reference  to  a  foreign  corporation,  means 
the  amount  of  its  gains,  profits,  or  income  computed 
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without  reduction  by  the  amount  of  the  income,  war 
profits,  and  excess  profits  taxes  imposed  on  or  with  re¬ 
spect  to  such  profits  or  income  by  any  foreign  country 
or  any  possession  of  the  United  States”. 

(2)  Conforming  amendments. — 

(A)  Section  902  (a)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  insert¬ 
ing  in  lieu  thereof  “which  the  amount  of  such 
dividends  (determined  without  regard  to  section 
78)  bears  to  the  amount  of  such  accumulated  profits 
in  excess  of  such  income,  war  profits,  and  excess 
profits  taxes  (other  than  those  deemed  paid)”. 

(B)  Section  902(b)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  in¬ 
serting  in  lieu  thereof  “which  the  amount  of  such 
dividends  bears  to  the  amount  of  such  accumulated 
profits  in  excess  of  such  income,  war  profits,  and 
excess  profits  taxes”. 

(b)  Inclusion  in  Gross  Income  of  Amount 
Equal  to  Taxes  Deemed  Paid.— Part  II  of  subchapter  B 
of  chapter  1  (relating  to  items  specifically  included  in  gross 
income)  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  section : 
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“SEC.  78.  DIVIDENDS  RECEIVED  FROM  FOREIGN  CORPO¬ 
RATIONS  BY  DOMESTIC  CORPORATIONS  CHOOS¬ 
ING  FOREIGN  TAX  CREDIT. 

“If  a  domestic  corporation  chooses  to  have  the  benefits 
of  subpart  A  of  part  III  of  subchapter  FT  (relating  to  foreign 
tax  credit)  for  any  taxable  year,  an  amount  equal  to  the 
taxes  deemed  to  be  paid  by  such  corporation  under  section 
902  (relating  to  credit  for  corporate  stockholder  in  foreign 
corporation)  or  under  section  957  (a)  (relating  to  taxes 
paid  by  foreign  corporation)  for  such  taxable  year  shall  be 
treated  for  purposes  of  this  title  (other  than  section  245)  as 
a  dividend  received  by  such  domestic  corporation  from  the 
foreign  corporation.” 

(c)  Determination  of  Source  of  Dividends  Re¬ 
ceived  From  Certain  Foreign  Corporations— Section 
861(a)  (2)  (B)  (relating  to  dividends  from  foreign  cor¬ 
porations  treated  as  income  from  sources  within  the  United 
States)  is  amended  by  striking  out  “to  the  extent  exceeding 
the  amount  of  the  deduction  allowable  imder  section  245  in 
respect  of  such  dividends”  and  inserting  in  lieu  thereof  “to 
the  extent  exceeding  the  amount  which  is  100/85ths  of  the 
amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”. 

(d)  Repeal  of  Section  902  (d)  —Subsection  (d) 
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(relating  to  special  rules  for  certain  wholly  owned  foreign 
corporations)  is  hereby  repealed. 

(e)  Technical  Amendments.— 

(1)  The  table  of  sections  for  part  II  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  78.  Dividends  received  from  foreign  corporations  by 
domestic  corporations  choosing  foreign  tax 
credit.” 

(2)  Section  535(b)  (1)  and  the  first  sentence  of 
section  545(b)  (1)  are  each  amended  by  striking  out 
“accrued  during  the  taxable  year,”  and  inserting  in  lieu 
thereof  “accrued  during  the  taxable  year  or  deemed  to 
be  paid  by  a  domestic  corporation  under  section  902  for 
the  taxable  year,”. 

(3)  Section  901  (d)  is  amended  by  adding  the 

following  new  paragraph: 

“(4)  For  reduction  of  credit  for  failure  of  a  United 
States  person  to  furnish  certain  information  with  respect 
to  a  foreign  corporation  controlled  by  him,  see  section 
6038.” 

(4)  Section  902  is  amended  by  striking  out  subsec¬ 
tion  (e)  and  inserting  in  lieu  thereof  the  following: 
“(d)  Cross  References  — 

“(1)  For  inclusion  in  gross  income  of  an  amount  equal 
to  taxes  deemed  paid  under  this  section,  see  section  78. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 
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(f)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply — 

(1)  in  respect  of  an}^  distribution  received  by  a 
domestic  corporation  after  December  31,  1964,  and 

(2)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  before  January  1,  1965,  in  a  tax¬ 
able  year  of  such  corporation  beginning  after  December 
31,  1962,  but  only  to  the  extent  that  such  distribution 
is  made  out  of  the  accumulated  profits  of  a  foreign 
corporation  for  a  taxable  year  (of  such  foreign  corpora¬ 
tion)  beginning  after  December  31,  1962. 

For  purposes  of  paragraph  (2),  a  distribution  made  by  a 
foreign  corporation  out  of  its  profits  which  are  attributable 
to  a  distribution  received  from  a  foreign  subsidiary  to  which 
section  902  (b)  applies  shall  be  treated  as  made  out  of  the 
accumulated  profits  of  a  foreign  corporation  for  a  taxable 
year  beginning  before  January  1,  1963,  to  the  extent  that 
such  distribution  wTas  paid  out  of  the  accumulated  profits  of 
such  foreign  subsidiary  for  a  taxable  year  beginning  before 
January  1,  1963. 
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1  SEC.  12.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE 

2  UNITED  STATES. 

3  (a)  Limitation  on  Amount  and  Type  of  Income 

4  Excluded. — Section  911  (relating  to  earned  income  from 

5  sources  without  the  United  States)  is  amended  to  read  as 

6  follows : 

7  “SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT 

8  THE  UNITED  STATES. 

9  “  (a)  General  Pule. — The  following  items  shall  not 
19  be  included  in  gross  income  and  shall  be  exempt  from  taxa- 

11  tion  imder  this  subtitle: 

12  “(l)  Bona  fide  resident  of  foreign  coun- 

13  try. — In  the  case  of  an  individual  citizen  of  the  United 

11  States  who  establishes  to  the  satisfaction  of  the  Secre- 

15  tary  or  his  delegate  that  he  has  been  a  bona  fide  resident 

16  of  a  foreign  country  or  countries  for  an  uninterrupted 

II  period  which  includes  an  entire  taxable  year,  amounts 

38  received  from  sources  without  the  United  States  (except 

19  amounts  paid  by  the  United  States  or  any  agency  there- 

20  of)  which  constitute  earned  income  attributable  to  serv- 

21  ices  performed  during  such  uninterrupted  period.  The 

22  amount  excluded  imder  this  paragraph  for  any  taxable 

23  year  shall  be  computed  by  applying  the  special  rules 

24  contained  in  subsection  (c) . 

25  “(2)  Presence  in  foreign  country  for  17 
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months. — In  the  case  of  an  individual  citizen  of  the 
United  States  who  during  any  period  of  18  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  which  constitute  earned  income  attributable  to 
services  performed  during  such  18-month  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

An  individual  shall  not  be  allowed,  as  a  deduction  from  his 
gross  income,  any  deductions  (other  than  those  allowed  by 
section  151,  relating  to  personal  exemptions)  properly  allo¬ 
cable  to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  subsection. 

“  (b)  Definition  of  Earned  Income. — For  purposes 
of  this  section,  the  term  ‘earned  income’  means  wages,  sal¬ 
aries,  or  professional  fees,  and  other  amounts  received  as 
compensation  for  personal  services  actually  rendered,  but 
does  not  include  that  part  of  the  compensation  derived  by 
the  taxpayer  for  personal  services  rendered  by  him  to  a 
corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation 
for  the  personal  services  actually  rendered.  In  the  case  of 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


10G 


a  taxpayer  engaged  in  a  trade  or  business  in  which  both 
personal  services  and  capital  are  material  income-producing 
factors,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  reasonable  allowance  as  compensation  for  the 
personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
30  percent  of  his  share  of  the  net  profits  of  such  trade  or 
business,  shall  be  considered  as  earned  income. 

“(c)  Special  Rules. — For  purposes  of  computing  the 
amount  excludable  under  subsection  (a) ,  the  following  rules 
shall  apply: 

“  ( 1 )  Limitations  on  amount  of  exclusion. — 
The  amount  excluded  from  the  gross  income  of  an 
individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on 
a  daily  basis  at  an  annual  rate  of — 

“  (A)  except  as  provided  in  subparagraph  (B) , 
$20,000  in  the  case  of  an  individual  who  qualifies 
under  subsection  (a) ,  or 

“(B)  $35,000  in  the  case  of  an  individual  who 
qualifies  under  subsection  (a)  (1),  but  only  with 
respect  to  that  portion  of  such  taxable  year  occurring 
after  such  individual  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  of  3  consecutive  years. 

“  (2)  Attribution  to  year  in  which  services 
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are  performed. — For  purposes  of  applying  paragraph 
( 1 ) ,  amounts  received  shall  be  considered  received  in 
the  taxable  year  in  which  the  services  to  which  the 
amounts  are  attributable  are  performed. 

“(3)  Treatment  of  community  income. — In 
applying  paragraph  (1)  with  respect  to  amounts  re¬ 
ceived  for  services  performed  by  a  husband  or  wife 
which  are  community  income  under  community  prop¬ 
erty  laws  applicable  to  such  income,  the  aggregate 
amount  excludable  under  subsection  (a)  from  the  gross 
income  of  such  husband  and  wife  shall  equal  the  amount 
which  would  be  excludable  if  such  amounts  did  not  con¬ 
stitute  such  community  income. 

“(4)  Kequirement  as  to  time  of  receipt. — 
No  amount  received  after  the  close  of  the  taxable  year 
following  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  subsection  (a) . 

“  (5)  Certain  amounts  not  excludable.— No 
amount — 

“  (A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of 
section  402  (b)  (relating  to  taxability  of  benefi¬ 
ciary  of  non-exempt  trust) ,  section  403  (c)  (relat¬ 
ing  to  taxability  of  beneficiary  under  a  non-quali- 
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fied  annuity) ,  or  section  403  (d)  (relating  to 
taxability  of  beneficiary  under  certain  forfeitable 
contracts  purchased  by  exempt  organizations), 
may  be  excluded  under  subsection  (a) . 

“(d)  Cross  References  — 

“For  administrative  and  penal  provisions  relating  to 
the  exclusion  provided  for  in  this  section,  see  sections 
6001, 6011,  6012(c),  and  the  other  provisions  of  subtitle  F.” 

(b)  Computation  of  Employees’  Contribu¬ 
tions. — Section  72  (f)  (relating  to  special  rules  for  comput¬ 
ing  employees’  contributions)  is  amended  by  adding  after 
paragraph  (2)  the  following  new  sentences : 

“Paragraph  (2)  shall  not  apply  to  amounts  which  were  con¬ 
tributed  by  the  employer  after  December  31,  1962,  and 
which  would  not  have  been  includible  in  the  gross  income  of 
the  employee  by  reason  of  the  application  of  section  911  if 
such  amounts  had  been  paid  directly  to  the  employee  at  the 
time  of  contribution.  The  preceding  sentence  shall  not  apply 
to  amounts  which  were  contributed  by  the  employer,  as  de¬ 
termined  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  to  provide  pension  or  annuity  credits,  to  the  extent 
such  credits  are  attributable  to  services  performed  before 
January  1,  1963,  and  are  provided  pursuant  to  pension  or 
annuity  plan  provisions  in  existence  on  March  12,  1962, 
and  on  that  date  applicable  to  such  services.” 
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(c)  Effective  Date.— 

(1)  In  general. — Except  as  provided  in  para¬ 
graph  (2),  the  amendments  made  by  this  section  shall 
apply  to  taxable  years  ending  after  December  31,  1962. 

(2)  Amendments  to  section  911.— The  amend¬ 
ment  made  by  subsection  (a)  shall  apply  only  with 
respect  to  amounts  received  after  December  31,  1962, 
and  which  are  attributable  either  to — 

(A)  services  performed  after  such  date,  or 

(B)  services  performed  on  or  before  such  date, 
but  only  if  on  March  12,  1962,  there  existed 
no  right  (whether  forfeitable  or  nonforfeitable)  to 
receive  such  amounts. 

SEC.  13.  CONTROLLED  FOREIGN  CORPORATIONS. 

(a)  In  General. — Part  III  of  subchapter  N  of  chapter 
1  (relating  to  income  from  sources  without  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subpart: 

“Subpart  F — Controlled  Foreign  Corporations 

“Sec.  951.  Amounts  included  in  gross  income  of  United 
States  persons. 

“Sec.  952.  Subpart  F  income  defined. 

“Sec.  953.  Investment  of  earnings  in  nonqualified  property. 
“Sec.  954.  Controlled  foreign  corporations. 

“Sec.  955.  Rules  for  determining  stock  ownership. 

“Sec.  956.  Exclusion  from  gross  income  of  previously 
taxed  earnings  and  profits. 

“Sec.  957.  Special  rules  for  foreign  tax  credit. 

“Sec.  958.  Adjustments  to  basis  of  stock  in  controlled  for¬ 
eign  corporations  and  of  other  property. 
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“SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF 
UNITED  STATES  PERSONS. 

“(a)  Amounts  Included. — 

“(l)  In  general. — If  a  foreign  corporation  is  a 
controlled  corporation  on  any  day  of  a  taxable  year  be¬ 
ginning  after  December  31,  1962,  every  United  States 
person  (as  defined  in  section  7701  (a)  (30))  who  owns 
(within  the  meaning  of  section  955(a)  )  stock  in  such 
corporation  on  the  last  day,  in  such  year,  on  which  such 
corporation  is  a  controlled  foreign  corporation  shall  in¬ 
clude  in  his  gross  income,  for  his  taxable  year  in  which 
or  with  which  such  taxable  year  of  the  corporation 
ends — 

“(A)  his  pro  rata  share  (determined  under 
paragraph  (2)  )  of  the  corporation’s  subpart  D 
income  for  such  year,  and 

“(B)  liis  pro  rata  share  (determined  under 
section  953  (a)  (2)  )  of  the  corporation’s  increase 
in  earnings  invested  in  nonqualified  property  for 
such  year  (but  only  to  the  extent  not  excluded 
from  gross  income  under  section  956(a)  (2)  ). 

“  (2)  Pro  rata  share  of  subpart  f  income. — 
The  pro  rata  share  referred  to  in  paragraph  (1)  (A) 
in  the  case  of  any  United  States  person  is  the  amount — 
“  (A)  which  would  have  been  distributed  with 
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respect  to  the  stock  which  such  person  owns  (with¬ 
in  the  meaning  of  section  955  (a)  )  in  such  cor¬ 
poration  if  on  the  last  day,  in  its  taxable  year,  on 
which  the  corporation  is  a  controlled  foreign  cor¬ 
poration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same  ratio 
to  its  subpart  F  income  for  the  taxable  year,  as 
(ii)  the  part  of  such  year  during  which  the  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears  to  the 
entire  year,  reduced  by 

“(B)  the  amount  of  any  distribution  received 
by  any  other  United  States  person  during  such 
year  as  a  dividend  with  respect  to  such  stock. 

“  ( 3 )  Limitation  on  amount  of  pro  rata 

SHARE  OF  INVESTMENT  IN  NONQUALIFIED  PROPERTY 

included  in  gross  income. — For  purposes  of  para¬ 
graph  (1)  (B) ,  the  pro  rata  share  of  any  United  States 
person  in  the  increase  of  the  earnings  of  a  controlled 
foreign  corporation  invested  in  nonqualified  property 
shall  not  exceed  an  amount  (A)  which  bears  the  same 
ratio  to  his  pro  rata  share  of  such  increase  (as  deter¬ 
mined  under  section  953(a)  (2))  for  the  taxable 
year,  as  (B)  the  part  of  such  year  during  which  the 
corporation  is  a  controlled  foreign  corporation  hears  to 
the  entire  year. 
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“  (b)  Less  Than  10-Percent  Ownership. — No  per¬ 
son  shall  be  required  to  include  any  amount  in  gross  income 
under  subsection  (a)  unless  he  can  be  considered,  by  apply¬ 
ing  the  rules  of  ownership  of  section  955(b),  as  owning, 
directly  or  indirectly,  on  any  day  during  the  taxable  year 
of  the  corporation  on  which  it  was  a  controlled  foreign  cor¬ 
poration,  10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock,  or  of  the  total  value  of  shares 
of  all  classes  of  stock,  of  such  corporation. 

"(c)  Coordination  With  Election  of  a  Eoreign 
Investment  Company  To  Distribute  Income. — A 
United  States  person  who,  for  bis  taxable  year,  is  a  qualified 
shareholder  (within  the  meaning  of  section  1247  (c)  )  of  a 
foreign  investment  company  with  respect  to  which  an  elec¬ 
tion  under  section  1247  is  in  effect  shall  not  be  required  to 
include  in  gross  income,  for  such  taxable  year,  subpart  F 
income  of  such  company. 

“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“  (a)  In  General  — 

"  ( 1 )  Items  taken  into  account. — For  purposes 
of  this  subpart,  the  term  ‘subpart  F  income’  means,  in 
the  case  of  any  controlled  foreign  corporation,  the  sum 
of — 

“  (A)  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  ) , 
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“(B)  income  from  United  States  patents, 
copyrights,  and  exclusive  formulas  and  processes 
(as  determined  under  subsection  (c)  ) ,  and 

“(C)  the  net  foreign  base  company  income 
(as  determined  imder  subsection  (d)  ) ,  except  that 
this  subparagraph  shall  apply  only  in  the  case  of  a 
controlled  foreign  corporation  in  which  5  or  fewer 
United  States  persons  own,  by  applying  the  rules  of 
ownership  of  section  955  (b) ,  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote. 

“(2)  Exclusion  of  united  states  income. — 
Subpart  F  income  does  not  include  any  item  includible 
in  gross  income  under  this  chapter  ( other  than  this  sub¬ 
part)  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or 
business  in  the  United  States. 

“  (3)  Not  to  exceed  earnings  and  profits. — 
The  subpart  E  income  of  any  controlled  foreign  corpora¬ 
tion  for  any  taxable  year  shall  not  exceed  the  earnings 
and  profits  of  such  corporation  for  such  year. 

“(b)  Income  From  Insurance  of  United  States 
Risks.— 

“  ( 1 )  General  rule. — If  a  controlled  foreign  cor¬ 
poration  receives  premiums  or  other  consideration  in 
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respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  resi¬ 
dents  of,  the  United  States,  or 

“(B)  in  connection  with  property  not  in,  or 
nonresidents  of,  the  United  States  as  the  result  of 
any  arrangement  whereby  another  corporation  re¬ 
ceives  a  substantially  equal  amount  of  premiums  or 
other  consideration  in  respect  of  any  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  contract  in 
connection  with  property  in,  or  residents  of,  the 
United  States, 

then  for  purposes  of  subsection  (a)  (1)  (A),  the  term 
‘income  derived  from  the  insurance  of  United  States 
risks’  means  that  income  which  (subject  to  the  modifi¬ 
cations  provided  by  subparagraphs  (A) ,  (B) ,  and  (0) 
of  paragraph  (2)  )  would  be  taxed  under  subchapter  L 
of  this  chapter  if  such  corporation  were  a  domestic 
corporation. 

“  (2)  Special  pules. — For  purposes  of  paragraph 

(i)- 

“  (A)  In  the  application  of  part  I  of  subchapter 
L,  life  insurance  company  taxable  income  is  the 
gain  from  operations  as  defined  in  section  809  (b) . 
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“  (B)  A  corporation  which  would,  if  it  were  a 
domestic  corporation,  he  taxable  under  part  II  of 
subchapter  L  shall  apply  paragraph  (1)  as  if  it 
were  taxable  under  part  III  of  subchapter  L. 

“  (C)  The  following  provisions  of  subchapter  L 
shall  not  apply: 

“  (i)  Section  809(d)  (4)  (operations  loss 
deduction) . 

“  (ii)  Section  809(d)  (5)  (certain  non¬ 
participating  contracts) . 

“  (iii)  Section  809(d)  (6)  (group  life, 
accident,  and  health  insurance) . 

(iv)  Section  809(d)  (10)  (small  busi¬ 
ness  deduction) . 

“  (v)  Section  817  (b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958). 

“(vi)  Section  832  (b)  (5)  ( certain  capital 
losses) . 

“(D)  ‘G  ross  amount’  to  the  extent  provided  in 
section  809(c)  (1)  and  (2),  less  ‘increase  in 

certain  reserves’  as  defined  in  section  809(d)  (2), 
and  ‘premiums  earned’  as  defined  in  section  832  (h) 
(4)  shall  be  taken  into  account  only  to  the  extent 
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they  are  in  respect  of  any  reinsurance  or  the  issuing 
of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract  described  in  paragraph  ( 1 ) . 

“(E)  All  items  of  income  (other  than  those 
taken  into  account  under  subparagraph  (D)  )  and 
all  items  of  expenses,  losses,  and  deductions  shall 
be  properly  allocated  or  apportioned  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“  (c)  Income  From  United  States  Patents,  Copy¬ 
rights,  and  Exclusive  Formulas  and  Processes. — 

“  ( 1 )  General  rule. — For  purposes  of  subsection 
(a)  (1)  (B),  the  term  ‘income  from  United  States 
patents,  copyrights,  and  exclusive  formulas  and  proc¬ 
esses’,  means  the  amount  of  gross  rentals,  royalties,  or 
other  income  derived  from  the  license,  sublicense,  sale, 
exchange,  use,  or  other  means  of  exploitation  of  patents, 
copyrights,  and  exclusive  formulas  and  processes — 

“(A)  substantially  developed,  created,  or  pro¬ 
duced  in  the  United  States,  or 

“(B)  acquired  from  any  United  States  person 
which,  directly  or  indirectly,  owns  or  controls,  or 
is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation, 
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1  less  the  cost  and  expense  allowance  defined  in  para- 

2  graph  (2). 

3  “(2)  Cost  and  expense  allowance— An  al- 

4  lowance  shall  be  made,  in  accordance  with  regulations 

5  prescribed  by  the  Secretary  or  his  delegate,  for  ordinary 

6  and  necessary  expenses  incurred  by  the  controlled  foreign 

7  corporation  in  the  receipt  or  production  of  the  income 

8  described  in  paragraph  ( 1 ) ,  including  taxes  and  any 

9  amortization  or  depreciation  of  the  cost  to  such  corpo- 

10  ration  of  such  property  or  rights  described  in  paragraph 

n  ,(1),  but  not  including  any  production,  manufacturing, 

12  or  similar  expenses  incurred  in  the  use  or  other  means 

13  of  exploitation  of  such  property  or  rights. 

14  “(3)  Determination  of  income  from  use. — 

15  The  income  from  use  or  other  means  of  exploitation  by 

16  the  controlled  foreign  corporation  of  the  property  or 

17  right  described  in  paragraph  (1)  shall  be  the  amount 

18  which  would  be  obtained  as  a  gross  rent,  royalty,  or 

19  other  payment  in  an  arm’s  length  transaction  with  an 

20  unrelated  person  for  similar  use  or  exploitation,  of  the 

21  property  or  right. 

22  “(d)  Net  Foreign  Base  Company  Income.— For 

23  purposes  of  subsection  (a)  (1)  (C),  the  term  ‘net  foreign 

24  base  company  income’  means — 
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“  (1)  the  foreign  base  company  income  for  the  tax¬ 
able  year,  determined  under  subsection  (e) ,  reduced 

by 

“(2)  the  increase  in  investment  in  qualified  prop¬ 
erty  in  less  developed  countries  for  the  taxable  year, 
determined  under  subsection  (f) . 

“  (e)  Foreign  Base  Company  Income. — 

“(1)  In  general. — For  purposes  of  subsection 
(d)  (1) ,  the  term  ‘foreign  base  company  income’  means 
the  foreign  personal  bolding  company  income  (as  de¬ 
fined  in  section  553)  for  the  taxable  year,  modified  and 
adjusted  as  provided  in  this  subsection. 

“(2)  Certain  sales  income  included. — The 
term  ‘foreign  base  company  income’  includes  foreign 
base  company  sales  income  if,  for  the  taxable  year,  such 
income  is  equal  to  at  least  20  percent  of  the  gross  income 
of  the  foreign  corporation  (not  including  for  this  purpose 
other  foreign  base  company  income  under  this  subsec¬ 
tion)  .  For  purposes  of  this  paragraph,  the  term  ‘foreign 
base  company  sales  income’  means  income  (whether  in 
the  form  of  profits,  commissions,  fees,  or  otherwise) 
derived  in  connection  with  the  purchase  of  personal 
property  from  a  related  person  and  its  sale  to  any  per¬ 
son,  or  the  purchase  of  personal  property  from  any 
person  and  its  sale  to  a  related  person,  where — 
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u  ( A)  the  property  which  is  purchased  is  manu¬ 
factured,  produced,  grown,  or  extracted  outside 
the  country  under  the  laws  of  which  the  controlled 
foreign  corporation  is  created  or  organized,  and 
(B)  the  property  is  sold  for  use,  consumption, 
or  disposition  outside  such  foreign  country. 

For  purposes  of  the  preceding  sentence,  a  person  is  a 
related  person  with  respect  to  the  controlled  foreign 
corporation  if  he,  directly  or  indirectly,  owns  or  con- 
tiols,  or  is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation. 

“  (3)  Bents  included  without  eegaed  to  50- 
percent  limitation.— All  rents  shall  he  included  in 
foreign  base  company  income  without  regard  to  whether 
or  not  such  rents  constitute  more  than  50  percent  of 
gross  income. 

“  (4)  Insurance  and  patent  income  ex¬ 
cluded.— The  term  ‘foreign  base  company  income’  does 
not  include  any  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  )  or 
income  from  United  States  patents,  copyrights,  and  ex¬ 
clusive  formulas  and  processes  (as  determined  under 


subsection  (c)  ) . 
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“(5)  Income  of  certain  banks  and  bank- 
controlled  corporations  excluded. — The  term 
‘foreign  base  company  income’  does  not  include — 

“  (A)  the  income  of  any  corporation  de¬ 
scribed  in  section  552  (b)  (relating  to  excep¬ 
tion  for  banks  and  exempt  corporations ) ,  or 
“(B)  the  income  of  any  foreign  corporation 
if  50  percent  or  more  of  the  fair  market  value  of 
its  outstanding  stock  is  owned  directly  or  indirectly 
by  a  domestic  corporation  which  is  either  organ¬ 
ized  under  section  25(a)  of  the  Federal  Reserve 
Act  (12  U.S.O.,  secs.  611-631),  or  has  an  agree¬ 
ment  or  understanding  with  the  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System  under  section 
25  of  the  Federal  Reserve  Act  (12  U.S.C.,  secs. 
601-604),  if  all  of  the  stock  (except  qualifying 
shares)  of  the  domestic  corporation  is  owned  by  a 
national  or  State  bank  which  is  a  member  of  the 
Federal  Reserve  System. 

“(6)  Special  rule  where  foreign  base  com¬ 
pany  INCOME  IS  LESS  THAN  20  PERCENT  OR  MORE 
THAN  80  PERCENT  OF  GROSS  INCOME. — For  purposes 
of  this  subsection — 

“(A)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 
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is  less  than  20  percent  of  gross  income,  no  part  of 
the  gross  income  of  the  taxable  year  shall  be 
treated  as  foreign  base  company  income. 

(B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 
exceeds  80  percent  of  gross  income,  the  entire 
gross  income  of  the  taxable  year  shall  he  taken 
into  account  in  determining  foreign  base  company 
income. 

u(7)  Deductions  to  be  taken  into  ac¬ 
count. — The  foreign  base  company  income  for  the  tax¬ 
able  year  shall  be  reduced  so  as  to  take  into  account 
deductions  (including  taxes)  properly  allocable  to  such 
income. 

“  (f)  Investment  in  Qualified  Property  in  Less 
Developed  Countries. — 

“  (1)  General  rule. — For  purposes  of  subsection 
(d)  (2) ,  the  increase  in  investment  in  qualified  property 
in  less  developed  countries  for  any  taxable  year  is  the 
amount  by  which — 

“(A)  the  aggregate  amount  of  property  de¬ 
scribed  in  sections1  953  (b)  (2)  (C)  and  (D)  and 
property  (including  money)  which  is  located  out¬ 
side  the  United  States  and  is  ordinary  and  necessary 
for  the  active  conduct  of  a  qualified  trade  or  business 
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described  in  section  953(b)  (3)  (A)  (ii)  held  at 
the  close  of  the  taxable  year,  exceeds 

“(B)  the  aggregate  amount  of  property  de¬ 
scribed  in  subparagraph  (A)  held  at  the  close  of 
the  preceding  taxable  year. 

“(2)  Investments  after  close  of  year. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  controlled  foreign  corporation  may  elect  to 
make  the  determinations  under  subparagraphs  (A) 
and  (B)  of  paragraph  (1)  as  of  the  close  of  the  75th 
day  after  the  close  of  each  taxable  year. 

“(3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  paragraph  (1) 
with  respect  to  any  property  shall  be  its  adjusted  basis, 
reduced  by  any  liability  to  which  the  property  is  subject. 

“SEC.  953.  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED 
PROPERTY. 

“  (a)  General  Rules. — For  purposes  of  this  subpart — 
“  ( 1 )  Amount  of  investment. — The  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  the  close  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held  at  the 
close  of  the  taxable  year,  to  the  extent  such  amount 
does  not  exceed  the  sum  of  (A)  the  earnings  and  profits 
for  the  taxable  year,  and  (B)  the  earnings  and  profits 
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accumulated  for  prior  taxable  years  beginning  after 
December  31,  1962. 

“  (2)  Pro  rata  share  of  increase  for  year. — 
In  the  case  of  any  United  States  person,  the  pro  rata 
share  of  the  increase  for  any  taxable  year  in  the  earn¬ 
ings  of  a  controlled  foreign  corporation  invested  in  a 
nonqualified  property  is  the  amount  determined  by  sub¬ 
tracting — 

“(A)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (l)  for  the  close  of  the 
preceding  taxable  year,  reduced  by  amounts  paid 
during  the  taxable  year  to  which  section  956  (c)  ( 1 ) 
applies,  from 

“(B)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (1)  for  the  close  of  the 
taxable  year. 

“(3)  Amount  attributable  to  property  — 
The  amount  taken  into  account  under  paragraph  ( 1 )  or 
(2)  with  respect  to  any  property  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  property 
is  subject. 

“(b)  Nonqualified  Property  Defined— For  pur¬ 
poses  of  this  subpart — 

“(i)  General  rule. — The  term  ‘nonqualified 
property’  means  any  money  or  other  property  (tangible 
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or  intangible)  acquired  after  December  31,  1962, 
which  is  not  qualified  property. 

“(2)  Qualified  peopeety. — The  term  ‘qualified 
property’  means — 

“  (A)  Any  money  or  other  property  which  is 
located  outside  the  United  States  and  is  ordinary 
and  necessary  for  the  active  conduct  of  a  qualified 
trade  or  business  (as  determined  under  paragraph 
(3)  )  carried  on  by  the  controlled  foreign  corpora- 
tion. 

“(B)  Property  which  would  qualify  under  sub- 
paragraph  (A)  except  for  the  fact  that  it  is  located 
in  the  United  States,  but  only  if  such  property  is — 
“(i)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

“  (ii)  property  purchased  in  the  United 
States  for  export  to,  or  for  use  in,  foreign 
countries;  or 

“  (iii)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such  loan 
outstanding  at  no  time  during  the  taxable  year 
exceeds  the  amount  which  would  be  ordinary 
and  necessary  to  carry  on  the  trade  or  business 
of  both  the  lending  corporation  and  the  borrow- 
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ing  United  States  person  had  the  sale  been 
made  between  unrelated  persons. 

“(C)  Stock  owned  by  the  controlled  foreign 
corporation  in  another  controlled  foreign  corpora¬ 
tion  in  which  it  owns  at  least  10  percent  of  the  vot¬ 
ing  stock  and  10  percent  of  the  value  of  all  classes  of 
stock  and  in  which  it  together  with  four  or  fewer 
United  States  persons,  owns,  directly  or  indirectly, 
more  than  50  percent  of  the  voting  stock  (unless 
under  the  laws  of  a  less  developed  country  such  per¬ 
centage  of  ownership  is  not  permitted,  in  which 
case  such  lesser  percentage  as  is  permitted)  ;  but  this 
subparagraph  shall  apply  only  if — 

“(i)  substantially  all  of  the  property  of 
such  other  controlled  foreign  corporation  is  or¬ 
dinary  and  necessary  for  the  active  conduct  of 
a  trade  or  business  engaged  in  by  it  almost 
wholly  within  a  less  developed  country  or 
countries,  and 

“(ii)  such  other  controlled  foreign  cor- 
portion  is  created  or  organized  under  the  laws 
of  one  of  such  countries  in  which  it  is  so  en- 
gaged. 

“(D)  Any  investment  which  is  required 
because  of  restrictions  imposed  by  a  less  developed 
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country,  and  any  investment  which,  when  made, 
was  so  required  and  which  would  result  in  substan¬ 
tial  losses  if  withdrawn. 

“  (3)  Qualified  trade  or  business  — 

“  (A)  A  trade  or  business  is  a  qualified  trade  or 
business  if  such  trade  or  business  (or  substantially 
the  same  trade  or  business)  — 

“  (i)  is  carried  on  by  the  controlled  foreign 
corporation  outside  the  United  States  and  has 
been  so  carried  on  by  such  corporation,  while 
controlled  by  substantially  the  same  United 
States  persons  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close 
of  the  preceding  taxable  year,  or 

“  (ii)  is  carried  on  by  the  controlled  foreign 
corporation  almost  wholly  within  a  less  devel¬ 
oped  country  or  countries. 

“(B)  A  trade  or  business  which  is  a  qualified 
trade  or  business  for  a  corporation  in  which  the 
controlled  foreign  corporation  owns  at  least  80  per¬ 
cent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80  percent  of 
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the  total  value  of  all  classes  of  stock  shall  be  treated 
as  a  qualified  trade  or  business  for  the  controlled 
foreign  corporation  if  such  percentage  of  stock  was 
owned  continuously  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close  of 
the  preceding  taxable  year. 

“(4)  Situs  of  certain  property. — Property 
which  is  an  obligation  of,  or  pledges  and  guarantees 
made  with  respect  to  obligations  of,  United  States  persons 
shall  he  considered  as  property  located  in  the  United 
States. 

“(5)  Less  developed  country  defined. — The 
term  dess  developed  country’  means  (in  respect  of  any 
foreign  corporation)  any  foreign  country  (other  than 
an  area  within  the  Sino-Soviet  bloc)  or  any  possession 
of  the  United  States,  with  respect  to  which  on  the  first 
day  of  the  taxable  year,  there  is  in  effect  an  Executive 
order  by  the  President  of  the  United  States  designating 
such  country  or  possession  as  an  economically  less  de¬ 
veloped  country  for  purposes  of  this  subpart.  Eor  pur¬ 
poses  of  the  preceding  sentence,  an  oversea  territory, 
department,  province,  or  possession  may  be  treated  as 
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a  separate  country.  No  designation  shall  be  made  under 
this  paragraph  with  respect  to — 


Australia 

Liechtenstein 

Austria 

Luxembourg 

Belgium 

Monaco 

Canada 

Netherlands 

Denmark 

New  Zealand 

France 

Norway 

Germany  ( F ederal 

Union  of  South  Africa 

Republic) 

San  Marino 

Hong  Kong 

Sweden 

Italy 

Switzerland 

Japan 

United  Kingdom 

“SEC.  954.  CONTROLLED  FOREIGN  CORPORATIONS. 

“  (a)  General  Rule. — For  purposes  of  this  subpart, 
the  term  ‘controlled  foreign  corporation’  means  any  foreign 
corporation  of  which  more  than  50  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  entitled  to  vote  is 
owned,  directly  or  indirectly  (within  the  meaning  of  section 
955(h)),  hv  United  States  persons  on  any  day  during  the 
taxable  year  of  such  foreign  corporation. 

“  (b)  Special  Rule  for  Insurance.— For  purposes 
only  of  taking  into  account  income  described  in  section 
952  (a)  (1)  (A)  (  relating  to  income  derived  from  insurance 
of  United  States  risks) ,  the  term  ‘controlled  foreign  corpora- 
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1  tion’  includes  not  only  a  foreign  corporation  as  defined  by 

2  subsection  (a)  but  also  one  of  which  more  than  25  percent 

3  of  the  total  combined  voting  power  of  all  classes  of  stock  is 

4  owned,  directly  or  indirectly  (within  the  meaning  of  sec- 

5  tion  955(b)  ),  by  United  States  persons  on  any  da}7  dur- 

6  ing  the  taxable  year  of  such  corporation,  if  the  gross  amount 

7  of  premiums  or  other  consideration  in  respect  of  reinsurance 

8  or  the  issuing  of  insurance  or  annuity  contracts  in  connec- 

9  tion  with  property  in,  or  residents  of,  the  United  States,  ex- 

10  ceeds  75  percent  of  the  gross  amount  of  all  premiums  or 

11  other  consideration  in  respect  of  all  risks. 

12  “  (c)  Special  Rule  for  Certain  Less  Developed 

13  Countries. — In  the  case  of  any  foreign  corporation  to 

14  which  section  953  (b)  (2)  (C)  applies,  the  maximum  per- 

15  centage  of  ownership  permitted  under  the  laws  of  a  less 

16  developed  country  shall  be  considered,  in  lieu  of  the  more 

17  than  50  percent  requirement  in  subsection  (a),  the  per- 

18  centage  required  under  subsection  (a)  in  order  for  the  cor- 

19  poration  to  be  classified  as  a  controlled  foreign  corporation. 

20  “SEC.  955.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 

21  “  (a)  For  Purposes  of  Section  951  (a) . — 

22  “(1)  General  rule. — For  purposes  of  section 

23  951  (a) ,  stock  owned  means — 

24  “  (A)  stock  owned  directly,  and  1 ... 
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“(B)  stock  owned  with  the  application  of  para¬ 
graph  (2) . 

“(2)  Stock  ownership  through  foreign  en¬ 
tities. — For  purposes  of  subparagraph  (B)  of  para¬ 
graph  ( 1 ) ,  stock  owned,  directly  or  indirectly,  by  or 
for  a  foreign  corporation,  foreign  partnership,  or  foreign 
trust  or  foreign  estate  (within  the  meaning  of  section 
7701  (a)  (31)  )  shall  be  considered  as  being  owned  pro¬ 
portionately  by  its  shareholders,  partners,  or  benefici¬ 
aries.  Stock  considered  to  be  owned  by  a  person  by  reason 
of  the  application  of  the  preceding  sentence  shall,  for 
purposes  of  applying  such  sentence,  be  treated  as  actually 
owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  paragraph  ( 1 ) 
in  the  case  of  a  foreign  mutual  insurance  company,  the 
term  'stock’  shall  include  any  certificate  entitling  the 
holder  to  voting  power  in  the  corporation. 

“  (b)  Other  Provisions. — For  purposes  of  sections  951 
(b) ,  952  (a)  (1)  (0) ,  and  954,  section  318  (a)  (relating  to 
constructive  ownership  of  stock)  shall  apply  to  the  extent 
that  the  effect  is  to  subject  a  United  States  person  to  the 
requirement  of  section  951  (a) ,  to  treat  5  or  fewer  United 
States  persons  as  owning  more  than  50  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  foreign  corporation, 
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1  or  to  make  a  foreign  corporation  a  controlled  foreign  cor- 

2  poration  under  section  954,  except — 

3  “(1)  In  applying  paragraph.  (1)  (A)  of  section 

4  318  (a) ,  stock  owned  by  a  nonresident  alien  individual 

5  (other  than  a  foreign  trust  or  foreign  estate)  shall  not 

6  be  considered  as  owned  by  a  citizen  or  by  a  resident 

7  alien  individual. 

8  “(2)  In  applying  the  first  sentence  of  subpara- 

9  graphs  (A)  and  (B),  and  in  applying  clause  (i)  of 

10  subparagraph  (C),  of  section  318(a)  (2)  — 

11  “  (A)  if  a  partnership,  estate,  trust,  or  corpora- 

12  tion  owns,  directly  or  indirectly,  more  than  50  per- 

13  cent  of  the  total  combined  voting  power  of  all  classes 

14  of  stock  entitled  to  vote  of  a  corporation,  it  shall  be 

15  considered  as  owning  all  the  stock  entitled  to  vote, 

16  and 

17  “(B)  if  a  partnership,  estate,  trust,  or  corpora- 

18  tion  owns,  directly  or  indirectly,  more  than  50  per- 

19  cent  of  the  total  value  of  shares  of  all  classes  of  stock 

20  of  a  corporation,  it  shall  he  considered  as  owning 

21  the  total  value  of  all  of  the  outstanding  stock  of  such 

22  corporation.  The  application  of  this  subparagraph 

23  shall  not  have  the  effect  of  increasing  voting  power 

24  of  a  partner,  beneficiary,  or  shareholder,  for  pur¬ 
poses  of  subparagraph  (A) . 
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“(3)  Stock  owned  by  a  partnership,  estate,  trust, 
or  corporation,  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  (A)  and  (B) ,  and  the  appli¬ 
cation  of  clause  (ii)  of  subparagraph  (C),  of  section 
318  (a)  (2) ,  shall  not  be  considered  as  owned  by  such 
partnership,  estate,  trust,  or  corporation,  for  the  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A)  and 
(B) ,  and  in  applying  clause  (i)  of  subparagraph  (C) , 
of  section  318  (a)  (2) . 

“(4)  In  applying  clause  (i)  of  subparagraph  (0) 
of  section  318(a)  (2),  the  50-percent  limitation  con¬ 
tained  in  subparagraph  (C)  shall  not  apply. 

“SEC.  956.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVI¬ 
OUSLY  TAXED  EARNINGS  AND  PROFITS. 

“  (a)  Exclusion  From  Gross  Income  of  United 

«* ,  ^ 

States  Persons. — Eor  purposes  of  this  chapter,  the  earn¬ 
ings  and  profits  for  a  taxable  year  of  a  foreign  corporation 
attributable  to  amounts  which  are,  or  have  been,  included  in 
the  gross  income  of  a  United  States  person  under  section 
951  (a)  shall  not,  when — 

“(1)  such  amounts  are  distributed  to,  or 
“(2)  such  amounts  would,  but  for  this  subsection, 
be  included  under  section  951  (a)  (1)  (B)  in  the  gross 
income  of, 

such  person  (or  any  other  United  States  person  who  acquires 
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from  any  person  any  portion  of  the  interest  of  such  United 
States  person  in  such  foreign  corporation,  but  only  to  the  ex¬ 
tent  of  such  portion,  and  subject  to  such  proof  of  the  identity 
of  such  interest  as  the  Secretary  or  his  delegate  may  by  regu¬ 
lations  prescribe)  directly,  or  indirectly  through  a  chain  of 
ownership  described  under  section  955  (a) ,  be  again  included 
in  the  gross  income  of  such  United  States  person  (or  of  such 
other  United  States  person) . 

“(b)  Exclusion  Eeom  Geoss  Income  of  Oeetain 
Eoeeign  Subsidiaeies— For  purposes  of  section  951(a), 
the  earnings  and  profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts  which  are,  or 
have  been,  included  in  the  gross  income  of  a  United  States 
person  under  section  951  (a) ,  shall  not,  when  distributed 
through  a  chain  of  ownership  described  under  section  955 
(a) ,  be  also  included  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  such  chain  for  purposes  of  the 
application  of  section  951  (a)  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United  States  person  (or  to 
any  other  United  States  person  who  acquires  from  any  per¬ 
son  any  portion  of  the  interest  of  such  United  States  person 
in  the  controlled  foreign  corporation,  but  only  to  the  extent  of 
such  portion,  and  subject  to  such  proof  of  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may  prescribe  by 
regulations) . 
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“(c)  Allocation  of  Distributions. — Dor  purposes 
of  subsections  (a)  and  (b),  section  316(a)  shall  be  ap¬ 
plied  by  applying'  paragraph  (2)  thereof,  and  then  para¬ 
graph  ( 1 )  thereof — 

“  ( 1 )  first  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  ( 1 )  (B)  (or  which  would  have  been  included  except 
for  section  956  (a)  (2)  ) , 

“(2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951  (a) 
(1)  (A)  (but  reduced  by  amounts  not  included  under 
section  951  (a)  (1)  (B)  because  of  the  exclusion  in  sec¬ 
tion  956  (a)  (2)  ) ,  and 

“  (3)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross  In¬ 
come  Not  To  Be  Treated  as  Dividends. — Except  as  pro¬ 
vided  in  section  957  (a)  (3) ,  any  distribution  excluded  from 
gross  income  under  subsection  (a)  shall  be  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 

“SEC.  957.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

“  (a)  Taxes  Paid  by  a  Foreign  Corporation.— 

“  (l)  General  rule. — For  purposes  of  subpart  A 


of  this  part,  if  there  is  included,  under  section  951  (a) , 
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in  the  gross  income  of  a  domestic  corporation  any 
amount  attributable  to  earnings  and  profits — 

“  (A)  of  a  foreign  corporation  at  least  10  per¬ 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  such  domestic  corporation,  or 

“(B)  of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  a  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  in  turn  directly  owned  by 
such  domestic  corporation, 

then,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  such  domestic  corporation  shall  be  deemed 
to  have  paid  the  same  proportion  of  the  total  income, 
war  profits,  and  excess  profits  taxes  paid  (or  deemed 
paid,  if,  paragraph  (4)  applies)  to  a  foreign  country 
or  possession  of  the  United  States  for  the  taxable  year 
which  the  amount  of  earnings  and  profits  of  such  foreign 
corporation  so  included  in  gross  income  oi  the  domestic 
corporation  bears  to  the  entire  amount  of  the  total  earn¬ 
ings  and  profits  of  such  foreign  corporation  for  such 
taxable  year. 

“  (2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corporation  re- 
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ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  956,  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign  corporation 
to  any  foreign  country  or  to  any  possession  of  the  United 
States  in  connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such  distribution 
is  made  shall  not  be  taken  into  account  for  purposes 
of  section  902,  to  the  extent  such  taxes  were  deemed 
paid  by  such  domestic  corporation  under  paragraph  ( 1 ) 
for  any  prior  taxable  year. 

“  (3)  Taxes  paid  by  foreign  corporation  and 

NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC  CORPORA¬ 
TION. — Any  portion  of  a  distribution  from  a  foreign  cor¬ 
poration  received  by  a  domestic  corporation  which  is 
excluded  from  gross  income  under  section  956  (a)  shall 
be  treated  by  the  domestic  corporation  as  a  dividend, 
solely  for  purposes  of  taking  into  account  under  section  902 
any  income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the  United 
States,  on  or  with  respect  to  the  accumulated  profits  of 
such  foreign  corporation  from  which  such  distribution  is 
made,  which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  ( 1 )  for  any  prior  taxable 
year. 
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“  (4)  Taxes  paid  by  a  foreign  subsidiary. — If 
subparagraph  (A)  of  paragraph  (1)  applies  with  re¬ 
spect  to  an  amount  included  in  gross  income  under  sec¬ 
tion  951  (a)  for  a  taxable  year,  then  such  amount  shall 
be  considered  a  dividend  for  purpose  of  the  application 
of  section  902  (b) . 

“(5)  Inclusion  in  gross  income. — 

“For  inclusion  in  gross  income  of  amount  equal  to 
taxes  deemed  paid  under  paragraph  (1),  see  section  78. 

“(b)  Special  Rules  for  Foreign  Tax  Credit  in 
Year  of  Receipt  of  Previously  Taxed  Earnings  and 
Profits.— 

“  (1)  Increase  in  section  9  04  limitation. — In 
the  case  of  any  taxpayer  who — 

“(A)  either  (i)  chose  to  have  the  benefits  of 
subpart  A  of  this  part  for  a  taxable  year  in  which 
he  was  required  under  section  951  (a)  to  include  in 
his  gross  income  an  amount  in  respect  of  a  con¬ 
trolled  foreign  corporation,  or  (ii)  did  not  pay  or 
accrue  for  such  taxable  year  any  income,  war  profits, 
or  excess  profits  taxes  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  subpart 
A  of  this  part  for  the  taxable  year  in  which  he  re¬ 
ceives  a  distribution  or  amount  which  is  excluded 
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from  gross  income  under  section  956  (a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  (A),  and 

“(C)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,  or  is  deemed 
to  have  paid,  or  accrues  income,  war  profits,  or  ex¬ 
cess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United  States  with  respect  to  such 
distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  in  which  such  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  (2) , 
but  such  increase  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with  respect 
to  such  distribution  or  amount. 

“(2)  Amount  of  increase— The  amount  of  in¬ 
crease  of  the  applicable  limitation  under  section  904  (a) 
for  the  taxable  year  in  which  the  distribution  or  amount 
referred  to  in  paragraph  (1)  (B)  is  received  shall  be 
an  amount  equal  to — 

“  (A)  the  amount  by  which  the  applicable  lim¬ 
itation  under  section  904  (a)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
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reason  of  the  inclusion  in  gross  income  under  section 
951  (a)  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 

“  (B)  the  amount  of  any  income,  war  profits, 
and  excess  profits  taxes  paid,  or  deemed  paid,  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  income  of  the 
amount  described  in  subparagraph  (A). 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  taxpayer 
who— 

“  (A)  chose  to  have  the  benefits  of  subpart  A 
of  this  part  for  a  taxable  year  in  which  he  was  re¬ 
quired  under  section  951  (a)  to  include  in  his  gross 
income  an  amount  in  respect  of  a  controlled  foreign 
corporation,  and 

“(B)  does  not  choose  to  have  the  benefits  of 
subpart  A  of  this  part  for  the  taxable  year  in  which 
he  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  956  (a)  and 
which  is  attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was  included 


)134 


1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 


21 


22 

23 

24 

25 


in  liis  gross  income  for  the  taxable  year  referred  to 
in  subparagraph  (A), 

no  deduction  shall  be  allowed  under  section  164  for  the 
taxable  year  in  which  such  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to 
such  distribution  or  amount. 

“  (4)  Insufficient  taxable  income. — If  an  in¬ 
crease  in  the  limitation  under  this  subsection  exceeds  the 
tax  imposed  by  this  chapter  for  such  year,  the  amount 
of  such  excess  shall  be  deemed  an  overpayment  of  tax 
for  such  year. 

“SEC.  958.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CON¬ 
TROLLED  FOREIGN  CORPORATION  AND  OF 
OTHER  PROPERTY. 

“  (a)  Increase  in  Basis. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  basis  of  a  United 
States  person’s  stock  in  a  controlled  foreign  corporation,  and 
the  basis  of  property  of  a  United  States  person  by  reason  of 
which  he  is  considered  under  section  955  (a)  (2)  as  owning 
stock  of  a  controlled  foreign  corporation,  shall  be  increased 
by  the  amount  required  to  be  included  in  his  gross  income 
under  section  951  (a)  with  respect  to  such  stock  or  with 
respect  to  such  property,  as  the  case  may  be,  but  only  to  the 
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extent  to  which  such  amount  was  included  in  the  gross 
income  of  such  person. 

“(b)  Reduction  in  Basis  — 

“(1)  In  general. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  adjusted  basis  of 
stock  or  other  property  with  respect  to  which  a  United 
States  person  receives  an  amount  which  is  excluded  from 
gross  income  under  section  956(a)  shall  be  reduced  by 
the  amount  so  excluded. 

“(2)  Amount  in  excess  of  basis. — To  the  ex¬ 
tent  that  an  amount  excluded  from  gross  income  under 
section  956(a)  exceeds  the  adjusted  basis  of  the  stock 
or  other  property  with  respect  to  which  it  is  received, 
the  amount  shall  be  treated  as  gain  from  the  sale  or 
exchange  of  property.” 

(b)  Technical  and  Clerical  Amendments. — 

(1)  Section  551(b)  (relating  to  foreign  personal 
holding  company  income  included  in  gross  income  of 
United  States  shareholders)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence :  “The  amount 
included  in  the  gross  income  of  any  United  States  share¬ 
holder  for  any  taxable  year  under  the  preceding  sen¬ 
tence  shall  be  reduced  by  such  shareholder’s  proportion¬ 
ate  share  of  the  undistributed  personal  holding  company 
income  which  is  included  in  his  gross  income  under 
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section  951(a)  (1)  (A)  (relating  to  amounts  included 
in  gross  income  of  United  States  persons)  for  such  tax¬ 
able  year  as  his  pro  rata  share  of  the  subpart  F  income 
of  the  company.” 

(2)  Section  901  (relating  to  foreign  tax  credit)  is 
amended  by  striking  out  “section  902”  and  inserting 
in  lieu  thereof  “sections  902  and  957”. 

(3)  Section  902  (e)  is  amended  to  read  as  follows: 
“(e)  Cross  References. — 

“(1)  For  application  of  subsections  (a)  and  (b)  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  person  with  respect  to  a  controlled 
foreign  corporation,  see  section  957. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 

(4)  Section  904  (f)  is  amended  to  read  as  follows: 
“(f)  Cross  References. — 

“(1)  For  increase  of  applicable  limitation  under  sub¬ 
section  (a)  for  taxes  paid  with  respect  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
person  with  respect  to  a  controlled  foreign  corporation, 
see  section  957(b). 

“(2)  For  special  rule  relating  to  the  application  of  the 
credit  provided  by  section  901  in  the  case  of  affiliated 
groups  which  include  Western  Hemisphere  trade  corpo¬ 
rations  for  years  in  which  the  limitation  provided  by  sub¬ 
section  (a)(2)  applies,  see  section  1503(d).” 

(5)  The  table  of  subparts  for  part  III  of  subchapter 
N  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Subpart  F.  Controlled  foreign  corporations.” 
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(6)  Section  1016(a)  (relating  to  adjustments  to 
basis)  is  amended — 

(A)  by  striking  out  the  period  at  the  end  of 
paragraph  (18)  and  inserting  in  lieu  thereof 
a  semicolon;  and 

(B)  by  adding  after  paragraph  (18)  the  fol¬ 
lowing  new  paragraph: 

“(19)  to  the  extent  provided  in  section  958  in 
the  case  of  stock  in  controlled  foreign  corporations  (or 
foreign  corporations  which  were  controlled  foreign  cor¬ 
porations)  and  of  property  by  reason  of  which  a  per¬ 
son  is  considered  as  owning  such  stock.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to 
taxable  years  of  United  States  persons  within  which  or 
with  which  such  taxable  years  of  such  foreign  corporations 
end. 

SEC.  14.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  In  General.— 

(1)  Part  IV  of  subchapter  P  of  chapter  1  (relating 
to  special  rules  for  determining  capital  gains  and  losses) 
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is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

“(a)  General  Rule.— 

“  ( 1 )  Ordinary  income. — Except  as  otherwise 
provided  in  this  section,  if  section  1245  property  is  dis¬ 
posed  of  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1962,  the  amount  by  which  the  lower  of — 

“  (A)  the  recomputed  basis  of  the  property,  or 
“(B)  (i)  in  the  case  of  a  sale,  exchange,  or 
involuntary  conversion,  the  amount  realized,  or 
“  (ii)  in  the  case  of  any  other  disposition,  the 
fair  market  value  of  such  property, 
exceeds  the  adjusted  basis  of  such  property  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in 
section  1231.  Such  gain  shall  be  recognized  notwith¬ 
standing  any  other  provision  of  this  subtitle. 

“(2)  Recomputed  basis. — For  purposes  of  this 
section,  the  term  ‘recomputed  basis’  means,  with  respect 
to  any  property,  its  adjusted  basis  recomputed  by  adding 
thereto  all  adjustments,  for  taxable  years  beginning  after 
December  31,  1961,  reflected  in  such  adjusted  basis  on 
account  of  deductions  (whether  in  respect  of  the  same 
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or  other  property)  allowed  or  allowable  to  the  taxpayer 
or  to  any  other  person  for  depreciation,  or  for  amortiza¬ 
tion  under  section  168.  For  purposes  of  the  preceding 
sentence,  if  the  taxpayer  can  establish  by  adequate 
records  or  other  sufficient  evidence  that  the  amount 
allowed  for  depreciation,  or  for  amortization  under  sec¬ 
tion  168,  for  any  taxable  year  was  less  than  the  amount 
allowable,  the  amount  added  for  such  taxable  year  shall 
be  the  amount  allowed. 

“(3)  Section  1245  pkopekty. — For  purposes 
of  this  section,  the  term  ‘section  1245  property’  means 
any  property  (other  than  livestock)  which  is  or  lias 
been  property  of  a  character  subject  to  the  allowance 
for  depreciation  provided  in  section  167  and  is  either — 
“(A)  personal  property,  or 
“(B)  other  property  (not  including  a  building 
or  its  structural  components)  but  only  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in 
which  there  are  reflected  adjustments  described  in 
paragraph  (2)  for  a  period  in  which  such  prop¬ 
erty  (or  other  property)  — 

“  (i)  was  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  electri- 
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cal  energy,  gas,  water,  or  sewage  disposal  serv¬ 
ices,  or 

“(ii)  constituted  research  or  storage  facili¬ 
ties  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

“(b)  Exceptions  and  Limitations. — 

“(1)  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“(2)  Transfers  at  death. — Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions. — If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
361,  371  (a) ,  374  (a) ,  721,  or  731,  then  the  amount  of 
gain  taken  into  account  by  the  transferor  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  the  transfer  of  such  property 
(determined  without  regard  to  this  section) .  This  para¬ 
graph  shall  not  apply  to  a  disposition  to  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter. 

“  (4)  Luce  kind  exchanges;  involuntary  con- 
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versions,  etc. — If  property  is  disposed  of  and  gain 
(determined  without  regard  to  this  section)  is  not  rec¬ 
ognized  in  whole  or  in  part  under  section  1031  or  1033, 
then  the  amount  of  gain  taken  into  account  by  the  trans¬ 
feror  under  subsection  (a)  (1)  shall  not  exceed  the 
sum  of — 

“(A)  the  amount  of  gain  recognized  on  such 
disposition  (determined  without  regard  to  this  sec¬ 
tion)  ,  plus 

“  (B)  the  fair  market  value  of  property  acquired 
which  is  not  section  1245  property  and  which  is  not 
taken  into  account  under  subparagraph  (A) . 

“(5)  Section  1071  and  i08i  transactions. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  shall  apply  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale 
or  exchange  to  effectuate  policies  of  FCC)  or  section 
1081  (relating  to  exchanges  in  obedience  to  SEC 
orders) . 

“(6)  Property  distributed  by  a  partnership* 

TO  A  PARTNER. — 

“(A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1245  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


1142 


be  determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

“(B)  Adjustments  added  back. — In  the 
case  of  any  property  described  in  subparagraph 
(A),  for  purposes  of  computing  the  recomputed 
basis  of  such  property  the  amount  of  the  adjustments 
added  back  for  periods  before  the  distribution  by 
the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
had  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time,  reduced  by 

“  (ii)  the  amount  of  such  gain  to  which 
section  751  (b)  applied. 

“(c)  Adjustments  to  Basis— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  provide  for  adjustments  to  the  basis  of  property 
to  reflect  gain  recognized  under  subsection  (a) . 

“(d)  Application  of  Section.— This  section  shall 
apply  notwithstanding  any  other  provision  of  this  subtitle.” 

(2)  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable 
property.” 
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(b)  Change  in  Method  of  Depreciation. — Sub¬ 
section  (e)  of  section  167  (relating  to  depreciation)  is 
amended  to  read  as  follows : 

“  (e)  Change  in  Method  — 

“(1)  Change  from  declining  balance 
method. — In  the  absence  of  an  agreement  under  sub¬ 
section  (d)  containing  a  provision  to  the  contrary,  a 
taxpayer  may  at  any  time  elect  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate  to 
change  from  the  method  of  depreciation  described  in  sub¬ 
section  (b)  (2)  to  the  method  described  in  subsection 

(b) (1). 

“(2)  Change  with  respect  to  section  1245 
property. — A  taxpayer  may,  within  such  period  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962 
and  in  such  manner  as  the  Secretary  or  his  delegate 
shall  by  regulations  prescribe,  elect  to  change  his  method 
of  depreciation  in  respect  of  section  1245  property  (as 
defined  in  section  1245(a)  (3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the  straight 
line  method.  An  election  may  be  made  under  this 
paragraph  notwithstanding  any  provision  to  the  con¬ 
trary  in  an  agreement  under  subsection  (d) .” 
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(cj  Salvage  Value  of  Personal  Property. — 

(1)  Amount  taken  into  account. — Section 
167  (relating  to  depreciation)  is  amended  by  redesignat¬ 
ing  subsections  (f) ,  (g),  and  (b)  as  (g) ,  (h),  and 
(i),  respectively,  and  by  inserting  after  subsection  (e) 
the  following  new  subsection : 

“(f)  Salvage  Value.— 

“(1)  General  rule. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  a  taxpayer  may, 
for  purposes  of  computing  the  allowance  under  sub¬ 
section  (a)  with  respect  to  personal  property,  reduce 
the  amount  taken  into  account  as  salvage  value  by  an 
amount  which  does  not  exceed  10  percent  of  the  basis 
of  such  property  (as  determined  under  subsection  (g) 
as  of  the  time  as  of  which  such  salvage  value  is  required 
to  be  determined) . 

“(2)  Personal  property  defined. — Por  pur¬ 
poses  of  this  subsection,  the  term  ‘personal  property’ 
means  depreciable  personal  property  (other  than  live¬ 
stock)  with  a  useful  life  of  '3  years  or  more  acquired  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962.” 

(2)  Conforming  amendments. — 

(A)  Sections  179(d)  (5)  and  642(e)  are 
each  amended  by  striking  out  “167  (g)  ”  and  in¬ 
serting  in  lieu  thereof  “167  (h)  ”. 


1 


(B)  Section  179(d)  (8)  is  amended  by  strik- 

2  ing  out  “167  (f)  ”  and  inserting  in  lieu  thereof 

3  “167(g)” 

4  (d)  Special  Rule  for  Charitable  Contributions 

5  of  Section  1245  Property.— Section  170  (relating  to 

6  charitable,  etc.,  contributions  and  gifts)  is  amended  by  re- 

7  designating  subsections  (e)  and  (f)  as  (f)  and  (g) ,  re- 

8  spectively,  and  by  inserting  after  subsection  (d)  the  follow- 

9  ing  new  subsection: 

10  “(e)  Special  Eule  for  Charitable  Contribu- 

11  tions  of  Section  1245  Property— The  amount  of  any 

12  charitable  contribution  taken  into  account  under  this  section 

13  shall  be  reduced  by  the  amount  which  would  have  been 

14  treated  as  gain  to  which  section  1245  (a)  applies  if  the  prop- 

15  erty  contributed  had  been  sold  at  its  fair  market  value 

16  (determined  at  the  time  of  such  contribution).” 

17  (e)  Technical  Amendments. — 

18  (1)  Special  rule  for  partnerships. — Section 

19  751  (c)  (relating  to  definition  of  “unrealized  receiv- 

20  ables”  for  purposes  of  subchapter  K)  is  amended  by 

21  adding  after  paragraph  (2)  the  following : 

22  “For  purposes  of  this  section  and  sections  731,  736,  and 

23  741,  such  term  also  includes  section  1245  property  (as  de- 

24  fined  in  section  1245  (a)  (3)  ) ,  but  only  to  the  extent  of  the 
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1  amount  which  would  be  treated  as  gain  to  which  section 

2  1245  (a)  would  apply  if  (at  the  time  of  the  transaction  de- 

3  scribed  in  this  section  or  section  731,  736,  or  741,  as  the 

4  case  may  be)  such  property  had  been  sold  by  the  partner- 

5  ship  at  its  fair  market  value/’ 

6  i  (2)  COEPOEATE  DISTEIBUTION  OF  PEOPEETY  — 

7  Subsections  (b)  and  (d)  of  section  301  (relating  to 

8  amount  distributed)  are  each  amended  by  striking  out 

9  “subsection  (b)  or  (c)  of  section  311”  and  inserting  in 

10  lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or 

11  under  section  1245  (a)  ”. 

12  (,3 )  Effect  on  earnings  and  peofits. — Section 

13  312(c)  (3)  (relating  to  adjustments  of  earnings  and 

14  profits)  is  amended  by  striking  out  “subsection  (b) 

15  or  (c)  of  section  311”  and  inserting  in  lieu  thereof 

16  “subsection  (b)  or  (c)  of  section  311  or  under  sec- 

17  tion  1245  (a)  ”. 

18  (4)  Collapsible  coepoeations. — Section  341 

19  (e)  (relating  to  collapsible  corporations)  is  amended 

20  by  inserting  after  paragraph  (11)  the  following  new 

21  paragraph : 

22  “  (12)  Nonapplication  of  section  1245(a)  — 

23  For  purposes  of  this  subsection,  the  determination  of 

24  whether  gain  from  the  sale  or  exchange  of  property 

25  would  under  any  provision  of  this  chapter  be  considered 
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as  gain  from  the  sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  described  in  section 
1231  (b)  shall  be  made  without  regard  to  the  applica¬ 
tion  of  section  1245  (a) .” 

(5)  Installment  obligations  in  certain 
LIQUIDATIONS — 

(A)  Section  453  (d)  (4)  (A)  (relating  to 
distribution  of  installment  obligations  in  section  332 
liquidations )  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence:  “If  the  basis  of  the 
property  of  the  liquidating  corporation  in  the  hands 
of  the  distributee  is  determined  under  section  334 
(b)  (2)  then  the  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  ( 1 )  gain  to  the 
distributing  corporation  would  be  considered  as  gain 
to  which  section  1245  (a)  applies.” 

(B)  Section  453  (d)  (4)  (B)  (relating  to  dis¬ 
tribution  of  installment  obligations  in  liquidations 
to  which  section  337  applies)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence :  “The 
preceding  sentence  shall  not  apply  to  the  extent  that 
under  paragraph  (1)  gain  to  the  distributing  cor¬ 
poration  would  be  considered  as  gain  to  which  sec¬ 
tion  1245(a)  applies.” 

(f)  Effective  Date. — The  amendments  made  by  this 
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section  shall  apply  to  taxable  years  beginning  after  December 
31,  1961,  and  ending  after  the  date  of  the  enactment  of  this 
Act. 

SEC.  15.  FOREIGN  INVESTMENT  COMPANIES. 

(a)  Treatment  of  Sale  of  Stock  of  Foreign 
Investment  Companies. — 

(1)  In  general. — Part  IV  of  subchapter  P  of 
chapter  1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  adding  after 
section  1245  (as  added  by  section  14  of  this  Act)  the 
following  new  sections: 

“SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY 
STOCK. 

“  (a)  Treatment  of  Gain  as  Ordinary  Income.— 
“(i)  General  rule. — In  the  case  of  a  sale  or 
exchange  after  December  31,  1962,  of  stock  in  a  foreign 
corporation  which  was  a  foreign  investment  company 
(as  defined  in  subsection  (b)  )  at  any  time  during  the 
period  during  which  the  taxpayer  held  such  stock,  any 
gain  shall  be  treated  as  gain  from  the  sale  or  exchange 
of  property  which  is  not  a  capital  asset,  to  the  extent 
of  the  taxpayer’s  ratable  share  of  the  earnings  and 
profits  of  such  corporation  accumulated  for  taxable  years 
beginning  after  December  31,  1962. 

“  (2)  Eatable  share.— For  purposes  of  this  sec- 
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tion,  the  taxpayer’s  ratable  share  shall  be  determined 
under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  but  shall  include  only  bis  ratable  share  of  the 
accumulated  earnings  and  profits  of  such  corporation — 
“  (A)  for  the  period  during  which  the  taxpayer 
held  such  stock,  but 

“(B)  excluding  such  earnings  and  profits  which 
[were  taxed  to  such  taxpayer  under  section  951  or 
under  section  551. 

“(3)  Taxpayer  to  establish  earnings  and 
profits. — Unless  the  taxpayer  establishes  the  amount 
of  the  accumulated  earnings  and  profits  of  the  foreign 
investment  company  and  the  ratable  share  thereof  for 
the  period  during  which  the  taxpayer  held  such  stock, 
all  the  gain  from  the  sale  or  exchange  of  stock  in  such 
company  shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“  (4)  Holding  period  of  stock  must  be  more 
than  6  months. — This  section  shall  not  apply  with 
respect  to  the  sale  or  exchange  of  stock  where  the  hold¬ 
ing  period  of  such  stock  as  of  the  date  of  such  sale  or 
exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Com¬ 
pany. — For  purposes  of  this  section,  the  term  ‘foreign  in¬ 
vestment  company’  means  any  foreign  corporation — 
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“  ( 1 )  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80  a- 1  to  80b-2) , 
either  as  a  management  company  or  as  a  unit  invest¬ 
ment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being 
engaged)  primarily  in  the  business  of  investing,  rein¬ 
vesting,  or  trading  in  securities  (within  the  meaning  of 
section  3(a)  (1)  of  such  Act)  at  a  time  when  more 
than  50  percent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote,  or  of  the  total  value 
of  shares  of  all  classes  of  stock,  was  held,  directly  or 
indirectly  (within  the  meaning  of  section  954  (a)  ) ,  by 
United  States  persons  (as  defined  in  section  7701 
(a)  (30)). 

“  (c)  Stock  Having  Transferred  or  Substituted 
Basis. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  stock  in  a  foreign  corpora¬ 
tion,  the  basis  of  which  (in  the  hands  of  the  taxpayer  selling 
or  exchanging  such  stock)  is  determined  by  reference  to  the 
basis  (in  the  hands  of  such  taxpayer  or  any  other  person) 
of  stock  in  a  foreign  investment  company,  shall  be  treated 
as  stock  of  a  foreign  investment  company  and  held  by  the 
taxpayer  throughout  the  holding  period  for  such  stock  (deter¬ 
mined  under  section  1223) . 
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“(d)  Rules  Relating  to  Entities  Holding  For¬ 
eign  Investment  Company  Stock. — To  the  extent  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  or  his 
delegate — 

“(1)  trust  certificates  of  a  trust  to  which  section 
677  (relating  to  income  for  benefit  of  grantor)  applies, 
and 

“(2)  stock  of  a  domestic  corporation, 
shall  be  treated  as  stock  of  a  foreign  investment  company  and 
held  by  the  taxpayer  throughout  the  holding  period  for  such 
certificates  or  stock  (determined  under  section  1223)  in  the 
same  proportion  that  the  investment  in  stock  in  a  foreign 
investment  company  by  the  trust  or  domestic  corporation 
bears  to  the  total  assets  of  such  trust  or  corporation. 

“(e)  Rules  Relating  to  Stock  Acquired  From  a 
Decedent. — 

“  ( 1 )  Basis. — In  the  case  of  stock  of  a  foreign 
investment  company  acquired  by  bequest,  devise,  or 
inheritance  (or  by  the  decedent’s  estate)  from  a  dece¬ 
dent  dying  after  December  31,  1962,  the  basis  deter¬ 
mined  under  section  1014  shall  be  reduced  (but  not 
below  the  adjusted  basis  of  such  stock  in  the  hands  of 
the  decedent  immediately  before  his  death)  by  the 
amount  of  the  decedent’s  ratable  share  of  the  accumu- 
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lated  earnings  and  profits  of  such  company.  Any 
stock  so  acquired  shall  be  treated  as  stock  described  in 
isubsection  (c) . 

“(2)  Deduction  for  estate  tax. — If  stock  to 
which  subsection  (a)  applies  is  acquired  from  a  dece¬ 
dent,  the  taxpayer  shall,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  be  allowed  (for  the 
taxable  year  of  the  sale  or  exchange)  a  deduction  from 
gross  income  equal  to  that  portion  of  the  decedent’s 
estate  tax  deemed  paid  which  is  attributable  to  the  excess 
of  (A)  the  value  at  which  such  stock  was  taken  into 
account  for  purposes  of  determining  the  value  of  the 
decedent’s  gross  estate,  over  (B)  the  value  at  which 
it  would  have  been  so  taken  into  account  if  such  value 
had  been  reduced  by  the  amount  described  in  para¬ 
graph  (1). 

“(f)  Information  With  Eespect  to  Certain 
Foreign  Investment. — Every  United  States  person  who, 
on  the  last  day  of  the  taxable  year  of  a  foreign  investment 
company  beginning  after  December  31,  1962,  owns  5  per¬ 
cent  or  more  in  value  of  the  stock  of  such  company  shall 
furnish  with  respect  to  such  company  such  information  as  the 
Secretary  or  his  delegate  shall  by  regulations  prescribe. 

“(g)  Cross  Reference  — 

“For  special  rules  relating  to  the  earnings  and  profits 
of  foreign  investment  companies,  see  section  312(1). 
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“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COM¬ 
PANIES  TO  DISTRIBUTE  INCOME  CUR¬ 
RENTLY. 

“  (a)  Election  by  Foreign  Investment  Com¬ 
pany.— 

“(1)  In  general. — If  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (1)  elects 
(in  the  manner  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate)  on  or  before  December 
31,  1962,  with  respect  to  each  taxable  year  beginning 
after  December  31,  1962,  to — 

“(A)  distribute  to  its  shareholders  90  percent 
or  more  of  what  its  taxable  income  would  be  if  it 
were  a  domestic  corporation; 

“(B)  designate  in  a  written  notice  mailed  to 
its  shareholders  at  any  time  before  the  expiration 
of  30  days  after  the  close  of  its  taxable  year  the 
pro  rata  amount  of  the  excess  ( determined  as  if  such 
corporation  were  a.  domestic  corporation)  of  the  net 
long-term  capital  gains  over  the  net  short-term 
capital  losses ;  and  the  portion  thereof  which  is  being 
distributed;  and 

“(C)  provide  such  information  as  the  Secre¬ 
tary  or  his  delegate  deems  necessary  to  carry  out  the 
purposes  of  this  section, 
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then  section  1246  shall  not  apply  with  respect  to  the 
qualified  shareholders  of  such  company  during  any 
taxable  year  to  which  such  election  applies. 

“  ( 2 )  Special  eules. — 

“  (A)  Computation  of  taxable  income. — 
For  purposes  of  paragraph  (1)  (A),  the  taxable 
income  of  the  company  shall  be  computed  without 
regard  to — 

“  (i)  the  excess  of  capital  gains  over  losses 
referred  to  in  paragraph  (1)  (B) , 

(ii)  section  172  (relating  to  net  operating 
losses) ,  and 

“  (iii)  any  deduction  provided  by  part  VIII 
of  subchapter  B  (other  than  the  deduction  pro¬ 
vided  by  section  248,  relating  to  organizational 
expenditures) . 

“(B)  Distributions  after  the  close  of 
the  taxable  year. — For  purposes  of  paragraph 
(1)  (A),  a  distribution  made  after  the  close  of  the 
taxable  year  and  on  or  before  the  15th  day  of  the 
third  month  of  the  next  taxable  year  shall  be  treated 
as  distributed  during  the  taxable  year  to  the  extent 
elected  by  the  company  (in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary"  or  his  delegate) 
on  or  before  the  15th  day  of  such  third  month. 
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“(C)  Carryover  op  capital  losses  from 
nonelection  years  denied. — In  computing  the 
excess  of  capital  gains  over  losses  referred  to  in 
paragraph  (1)  (B),  section  1212  shall  not  apply 
to  losses  incurred  in  or  with  respect  to  taxable  years 
before  the  first  taxable  year  to  which  the  election 
applies.  ^ 

“(b)  Years  to  Which  Election  Applies— The 
election  of  any  foreign  investment  company  under  this  sec¬ 
tion  shall  terminate  as  of  the  close  of  the  taxable  year  pre¬ 
ceding  its  first  taxable  year  in  which  any  of  the  following 
occurs : 

“  ( 1 )  the  company  fails  to  comply  with  the  provi¬ 
sions  of  subparagraph  (A),  (B),or  (C)  of  subsection 
(a)  (1),  unless  it  is  shown  that  such  failure  is  due  to 
reasonable  cause  and  not  due  to  willful  neglect, 

“(2)  the  company  is  a  foreign  personal  holding 
company,  or 

“  (3)  the  company  is  not  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (l)e 
“(c)  Qualified  Shareholders— For  purposes  of 
this  section — 

“  ( 1 )  In  general. — The  term  'qualified  share¬ 
holder’  means  any  shareholder  who  is  a  United  States 
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person,  other  than  a  shareholder  described  in  paragraph 

(2). 

“( 2 )  Certain  united  states  persons  ex¬ 
cluded  from  definition —A  United  States  person 
shall  not  be  treated  as  a  qualified  shareholder  for  the 
taxable  year  if  for  such  taxable  year  (or  for  any  prior 
taxable  year)  he  did  not  include,  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year, 
the  amount  designated  by  such  company  pursuant  to 
subsection  (a)  (1)  (B)  as  his  share  of  the  im distributed 
capital  gains  of  such  company  for  its  taxable  year  end¬ 
ing  within  or  with  such  taxable  year  of  the  taxpayer. 
The  preceding  sentence  shall  not  apply  with  respect 
to  any  failure  by  the  taxpayer  to  treat  an  amount  as 
provided  therein  if  the  taxpayer  shows  that  such  failure 
was  due  to  reasonable  cause  and  not  due  to  willful 
neglect. 

“(d)  Adjustments. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  proper  adjustment  shall  be 
made — 

“  ( 1 )  in  the  earnings  and  profits  of  the  electing 
foreign  investment  company,  and 

“(2)  the  adjusted  basis  of  stock  of  such  company 
held  by  qualified  shareholders, 
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to  reflect  the  inclusion  in  gross  income  by  such  shareholders 
of  undistributed  capital  gains. 

“(e)  Loss  on  Sale  oe  Exchange  of  Ceetain  Stock 
Held  Less  Than  6  Months —If— 

“(i)  under  this  section,  any  qualified  shareholder 
treats  any  amount  designated  under  subsection  (a)  (1) 

( B )  with  respect  to  a  share  of  stock  as  long-term  capital 
gain,  and 

“(2)  such  share  is  held  by  the  taxpayer  for  less 
than  6  months, 

then  any  loss  on  the  sale  or  exchange  of  such  share  shall, 
to  the  extent  of  the  amount  described  in  paragraph  ( 1 ) , 
be  treated  as  loss  from  the  sale  or  exchange  of  a  capital 
asset  held  for  more  than  6  months.” 

(2)  The  table  of  sections  for  such  part  IV  is 
amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1246.  Gain  on  foreign  investment  company. 

“Sec.  1247.  Election  by  foreign  investment  companies  to 
distribute  income  currently.” 

(b)  CONFOEMING  AMENDMENTS. — 

(l)  Eaenings  AND  PEOFITS  OF  FOEEIGN  IN¬ 
VESTMENT  companies. — Section  312  (relating  to 
effect  on  earnings  and  profits)  is  amended  by  adding 
after  subsection  (k)  the  following  new  subsection: 
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“  (1)  Earnings  and  Profits  of  Foreign  Invest¬ 
ment  Companies. — 

“  ( 1 )  Allocation  within  affiliated  group. — 
In  the  case  of  a  sale  or  exchange  of  stock  in  a  foreign 
investment  company  (as  defined  in  section  1246(b)  ) 
by  a  United  States  person  (as  defined  in  section  7701 
(a)  (30)  ) ,  if  such  company  is  a  member  of  an  affiliated 
group,  then  the  accumulated  earnings  and  profits  of  all 
members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate, 
in  such  manner  as  is  proper  to  carry  out  the  purposes  of 
section  1246. 

“  (2)  Affiliated  group  defined. — For  purposes 
of  paragraphs  (1)  and  (2)  of  this  subsection,  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504(a)  ;  except  that  (A)  ‘more  than  50 
percent’  shall  be  substituted  for  ‘80  percent  or  more’, 
and  (B)  all  corporations  shall  be  treated  as  includible 
corporations  (without  regard  to  the  provisions  of 
section  1504  (h)  ) . 

“(3)  Partial  liquidations  and  redemp¬ 
tions.— 

“  (A)  In  general. — If  a  foreign  investment 
company  (as  defined  in  section  1246) 1  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to 
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which  section  302  (a)  or  303  applies,  the  part  of 
such  distribution  which  is  properly  chargeable  to 
earnings  and  profits  shall  he  an  amount  which  is 
not  in  excess  of  the  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  after 
February  28,  1913,  attributable  to  the  stock  so 
redeemed. 

“  (B)  Effective  date. — Subparagraph  (A) 
shall  apply  only  with  respect  to  distributions  made 
after  December  31,  1962/’ 

(2)  Sale  oe  exchange  of  interest  in  part¬ 
nership. — Section  751  (d)  (2)  (relating  to  inventory 
items  which  have  appreciated  substantially  in  value)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  and  by  striking  out  subparagraph  (0)  and 
inserting  in  lieu  thereof  the  following  new  subparagraphs : 

“(C)  any  other  property  of  the  partnership 
which,  if  sold  or  exchanged  by  the  partnership, 
would  result  in  a  gain  taxable  under  subsection  (a) 
of  section  1246  (relating  to  gain  on  foreign  invest¬ 
ment  company  stock) ,  and 

“(D)  any  other  property  held  by  the  partner¬ 
ship  which,  if  held  by  the  selling  or  distributee  part¬ 
ner,  would  he  considered  property  of  the  type 
described  in  subparagraph  (A),  (B),  or  (C).” 
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(3)  Holding  period  of  property. — Section 
1223  (relating  to  holding  period  of  property)  is  amend¬ 
ed  by  redesignating  paragraph  (10)  as  paragraph  (11) 
and  inserting  after  paragraph  (9)  the  following  para¬ 
graph  : 

“(10)  In  determining  the  period  for  which  the 
taxpayer  has  held  trust  certificates  of  a  trust  to  which 
subsection  (d)  of  section  1246  applies,  or  the  period 
for  which  the  taxpayer  has  held  stock  in  a  corporation 
to  which  subsection  (d)  of  section  1246  applies,  there 
shall  be  included  the  period  for  which  the  trust  or  cor¬ 
poration  (as  the  case  may  be)  held  the  stock  of  foreign 
investment  companies.” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  16.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS. 

(a)  Treatment  of  Gain  From  the  Redemption, 
Cancellation,  or  Sale  of  Stock  in  Certain  Foreign 
Corporations. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  15  of  this  Act)  the  following  new  section: 
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“SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORA¬ 
TIONS. 

“  (a)  Redemptions  and  Liquidations. — If  a  foreign 
corporation  redeems  its  stock  in  an  exchange  to  which  sec¬ 
tion  302'  (a)  applies,  or  if  a  foreign  corporation  cancels  its 
stock  in  a  complete  or  partial  liquidation  in  an  exchange  to 
which  section  331  applies,  then  the  gain  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)  )  from  the  ex¬ 
change  of  such  stock  shall  be  included  in  the  gross  income 
of  such  person  as  a  dividend,  to  the  extent  of  such  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  after  February  28,  1913. 

“(b)  Sales  and  Other  Exchanges— If  a  United 
States  person  (as  defined  in  section  7701  (a)  (30)  )  sells  or 
exchanges  stock  in  a  foreign  corporation,  then  the  gain 
recognized  on  the  sale  or  exchange  of  such  stock  shall  be 
considered  as  gain  from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset,  to  the  extent  of  such  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  during  the  period  the  stock  sold  or 
exchanged  was  held  by  such  person. 

H.R.  10650 - 11 
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“(c)  Limitations. — 

“(1)  Controlled  foreign  corporations.— 
Subsections  (a)  and  (b)  shall  apply  only  if  the  foreign 
corporation  the  stock  of  which  is  sold  or  exchanged  (A) 
is  a  controlled  foreign  corporation  (as  defined  in  section 
954)  at  the  time  of  the  sale  or  exchange,  or  (B)  was 
such  a  controlled  foreign  corporation  at  any  time  during 
the  5-year  period  ending  on  the  date  of  the  sale  or 
exchange. 

“(2)  10-PERCENT  OWNERSHIP— Subsections  (a) 
and  (b)  shall  apply  only  to  a  United  States  person  who 
can  be  considered,  by  applying  the  rules  of  constructive 
ownership  of  section  955  (b) ,  as  being  the  owner, 
directly  or  indirectly,  of  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  the  foreign  corporation  at  the  time  of  the  sale 
or  exchange,  or  at  any  time  during  the  5-year  period 
ending  on  the  date  of  the  sale  or  exchange. 

“  (3)  Elimination  from  earnings  and  profits 

OF  AMOUNTS  INCLUDED  IN  GROSS  INCOME  UNDER 
section  951. — In  determining  the  amount  to  be  con¬ 
sidered  a  dividend  under  subsection  (a) ,  or  as  gain  from 
the  sale  or  exchange  of  property  which  is  not  a  capital 
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asset  under  subsection  (b) ,  the  United  States  person’s 
proportionate  share  of  earnings  and  profits  of  the  foreign 
corporation  shall  be  reduced  by  the  amount  previously 
included  in  the  gross  income  of  such  person  under  section 
951,  with  respect  to  the  stock  sold  or  exchanged,  but 
only  to  the  extent  such  amount  did  not  result  in  an 
exclusion  from  gross  income  under  section  956. 

“  (4)  Redemptions  to  pay  death  taxes. — Sub¬ 
sections  (a)  and  (b)  shall  not  apply  to  distributions  to 
which  section  303  (relating  to  distributions  in  re¬ 
demption  of  stock  to  pay  death  taxes)  applies. 

“  (5)  Additional  consideeation  in  ceetain 
beobganizations. — Subsection  (b)  shall  not  apply  to 
gain  recognized  on  exchanges  to  which  section  356  (re¬ 
lating  to  receipt  of  additional  consideration  in  certain 
reorganizations)  applies. 

“  (6)  TbEATMENT  OF  AMOUNTS  WHICH  ABE  OBDT- 
NABY  INCOME,  ETC.,  UNDEB  OTHEB  PBO VISIONS. — Sub- 
sections  (a)  and  (b)  shall  not  apply  with  respect  to  any 
amount  to  the  extent  that  such  amount  is,  under  any 
other  provision  of  this  title,  treated  as — 

“  (A)  a  dividend, 
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“(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or 

“  (0)  gain  from  the  sale  of  an  asset  held  for  nor 
more  than  6  months. 

“(d)  Taxpayer  To  Establish  Earnings  and 
Profits. — Unless  the  taxpayer  establishes  the  amount  of 
the  earnings  and  profits  of  the  foreign  corporation  to  be  taken 
into  account  under  subsections  (a)  and  (b) ,  all  gain  from 
the  sale  or  exchange  shall  be  considered  a  dividend  under 
subsection  (a) ,  or  as  gain  from  the  sale  or  exchange  of 
propert}r  which  is  not  a  capital  asset  under  subsection  (h) , 
whichever  applies.” 

(b)  Clerical  Amendment.— The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock 
in  certain  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  sales  or  exchanges  oc¬ 
curring  after  the  date  of  the  enactment  of  this  Act. 
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SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 
PATRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal 
taxes  and  surtaxes)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subchapter: 

“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends. 
“Part  III.  Definitions;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

“Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 

(a)  In  General. — This  part  shall  apply  to — 

“  ( 1)  any  organization  exempt  from  tax  under  sec¬ 
tion  521  (relating  to  exemption  of  farmers’  cooperatives 
from  tax) ,  and 

“(2)  any  corporation  operating  on  a  cooperative 
basis  other  than  an  organization — 

“(A)  which  is  exempt  from  tax  under  this 
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“  (B)  which  is  subject  to  the  provisions  of — 

“  (i)  part  II  of  subchapter  H  (relating 
to  mutual  savings  banks,  etc. ) ,  or 

“  (ii)  subchapter  L  (relating  to  insurance 
companies),  or 

“(C)  which  is  engaged  in  furnishing  electric 
energy,  or  providing  telephone  service,  to  persons 
in  rural  areas. 

“(b)  Tax  on  Ceetain  Farmers’  Cooperatives. — 
An  organization  described  in  subsection  (a)  (1)  shall  be 
subject  to  the  taxes  imposed  by  section  11  or  1201. 

“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES. 

“  (a)  Gross  Income. — Except  as  provided  in  subsec¬ 
tion  (b) ,  the  gross  income  of  any  organization  to  which  this 
part  applies  shall  be  determined  without  any  adjustment 
(as  a  reduction  in  gross  receipts,  an  increase  in  cost  of  goods 
sold,  or  otherwise )  by  reason  of  any  allocation  or  distribution 
to  a  patron  out  of  the  net  earnings  of  such  organization. 

“(b)  Patronage  Dividends.— In  determining  the 
taxable  income  of  an  organization  to  which  this  part  applies, 
there  shall  not  be  taken  into  account  amounts  paid  during 
the  payment  period  for  the  taxable  year — 

“  (1)  as  patronage  dividends  (as  defined  in  section 
1388  (a)  ) ,  to  the  extent  paid  in  money,  qualified  writ¬ 
ten  notices  of  allocation  (as  defined  in  section  1388 
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(c)  ) ,  or  other  property  (except  nonqualified  written 
notices  of  allocation  (as  defined  in  section  1388  (d)  )  ) 
with  respect  to  patronage  occurring  during  such  taxable 
year;  or 

“(2)  in  money  or  other  property  (except  written 
notices  of  allocation)  in  redemption  of  a  nonqualified 
written  notice  of  allocation  which  was  paid  as  a  patron¬ 
age  dividend  during  the  payment  period  for  the  taxable 
year  during  which  the  patronage  occurred. 

For  purposes  of  this  title,  any  amount  not  taken  into  ac¬ 
count  under  the  preceding  sentence  shall  he  treated  in  the 
same  manner  as  an  item  of  gross  income  and  as  a  deduction 
therefrom. 

“(c)  Deduction  foe  Nonpatbonage  Disteibu- 
tions,  etc. — In  determining  the  taxable  income  of  an  or¬ 
ganization  described  in  section  1381  (a)  (1),  there  shall  he 
allowed  as  a  deduction  (in  addition  to  other  deductions  al¬ 
lowable  under  this  chapter)  — 

“  (1)  amounts  paid  during  the  taxable  year  as  divi¬ 
dends  on  its  capital  stock ;  and 

“(2)  amounts  paid  during  the  payment  period  for 
the  taxable  year — 

“(A)  in  money,  qualified  written  notices  of 
allocation,  or  other  property  (except  nonqualified 
written  notices  of  allocation)  on  a  patronage  basis 
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to  patrons  with  respect  to  its  earnings  during  such 
taxable  year  which  are  derived  from  business  done 
for  the  United  States  or  any  of  its  agencies  or  from 
sources  other  than  patronage,  or 

“(B)  in  money  or  other  property  (except  writ¬ 
ten  notices  of  allocation)  in  redemption  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid, 
during  the  payment  period  for  the  taxable  year  dur¬ 
ing  which  the  earnings  were  derived,  on  a  patron¬ 
age  basis  to  a  patron  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  subpara¬ 
graph  (A) . 

“(d)  Payment  Period  for  Each  Taxable  Year. — 
For  purposes  of  subsections  (b)  and  (c)  (2),  the  payment 
period  for  any  taxable  year  is  the  period  beginning  with  the 
first  day  of  such  taxable  year  and  ending  with  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year. 

“(e)  Products  Marketed  Under  Pooling  Ar¬ 
rangements. — For  purposes  of  subsection  (b) ,  in  the  case 
of  a  pooling  arrangement  for  the  marketing  of  products,  the 
patronage  shall  (to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  be  treated  as 
patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“(f)  Treatment  of  Earnings  Received  After 
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Patronage  Occurred. — If  any  portion  of  the  earnings 
from  business  done  with  or  for  patrons  is  includible  in  the 
organization’s  gross  income  for  a  taxable  year  after  the 
taxable  year  during  which  the  patronage  occurred,  then  for 
purposes  of  applying  subsection  (b)  to  such  portion  the 
patronage  shall,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be  considered  to 
have  occurred  during  the  taxable  year  of  the  organization 
during  which  such  earnings  are  includible  in  gross  income. 
“SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE 
REDEEMS  NONQUALIFIED  WRITTEN  NO¬ 
TICES  OF  ALLOCATION. 

“  (a)  General  Pule.— -If,  under  section  1382  (b)  (2) 
or  (c)  (2)  (B),  a  deduction  is  allowable  to  an  organization 
for  the  taxable  year  for  amounts  paid  in  redemption  of  non¬ 
qualified  written  notices  of  allocation,  then  the  tax  imposed 
by  this  chapter  on  such  organization  for  the  taxable  year 
shall  be  the  lesser  of  the  following : 

“(1)  the  tax  for  the  taxable  year  computed  with 
such  deduction;  or 

“(2)  an  amount  equal  to — 

“  (A)  the  tax  for  the  taxable  year  computed 
without  such  deduction,  minus 

“(B)  the  decrease  in  tax  under  this  chapter 
for  any  prior  taxable  year  (or  years)  which  would 
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result  solely  from  treating  such  nonqualified  written 
notices  of  allocation  as  qualified  written  notices  of 
allocation. 

“(b)  Special  Rules. — 

“  ( 1 )  If  the  decrease  in  tax  ascertained  under  sub¬ 
section  (a)  (2)  (B)  exceeds  the  tax  for  the  taxable  year 
(computed  without  the  deduction  described  in  subsection 
(a)  )  such  excess  shall  be  considered  to  be  a  payment 
of  tax  on  the  last  day  prescribed  by  law  for  the  payment 
of  tax  for  the  taxable  year,  and  shall  be  refunded  or 
credited  in  the  same  manner  as  if  it  were  an  overpay¬ 
ment  for  such  taxable  year. 

“(2)  For  purposes  of  determining  the  decrease  in 
tax  under  subsection  (a)  (2)  (B) ,  the  stated  dollar 
amount  of  any  nonqualified  written  notice  of  allocation 
which  is  to  be  treated  under  such  subsection  as  a  quali¬ 
fied  written  notice  of  allocation  shall  be  the  amount  paid 
in  redemption  of  such  written  notice  of  allocation  which 
is  allowable  as  a  deduction  under  section  1382(b)  (2) 
or  (c)  (2)  (B)  for  the  taxable  year. 

“  ( 3 )  If  the  tax  imposed  by  this  chapter  for  the  tax¬ 
able  year  is  the  amoimt  determined  under  subsection 
(a)  (2) ,  then  the  deduction  described  in  subsection  (a) 
shall  not  be  taken  into  account  for  any  purpose  of  this 
subtitle  other  than  for  purposes  of  this  section. 
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1  “PART  II— TAX  TREATMENT  BY  PATRONS  OF  PA- 

2  TRONAGE  DIVIDENDS 

“Sec.  1385.  Amounts  includible  in  patron’s  gross  income. 

3  “SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS 

4  INCOME. 

5  “  (a)  General  Rule. — Except  as  otherwise  provided 

6  in  subsection  (b) ,  each  person  shall  include  in  gross 

7  income — 

8  “  (1)  the  amount  of  any  patronage  dividend  which 

9  is  paid  in  money,  a  qualified  written  notice  of  allocation, 

10  or  other  property  (except  a  nonqualified  written  notice 

11  of  allocation) ,  and  which  is  received  by  him  during  the 

12  taxable  year  from  an  organization  described  in  section 

13  1381 (a) ,  and 

14  “  (2)  any  amount,  described  in  section  1382  (c)  (2) 

15  (A)  (relating  to  certain  nonpatronage  distributions  by 

16  tax-exempt  fanners’  cooperatives),  wThich  is  paid  in 

17  money,  a  qualified  written  notice  of  allocation,  or  other 

18  property  (except  a  nonqualified  written  notice  of  alloca- 

19  tion) ,  and  which  is  received  by  him  during  the  taxable 

20  year  from  an  organization  described  in  section  1381  (a) 

21  (1). 

22  “  (b)  Exclusion  From  Gross  Income. — Under  regu- 

23  lations  prescribed  by  the  Secretary  or  his  delegate,  the 
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amount  of  any  patronage  dividend,  and  any  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid  as  a 
patronage  dividend,  shall  not  be  included  in  gross  income  to 
the  extent  that  such  amount — 

“  ( 1 )  is  properly  taken  into  account  as  an  adjust¬ 
ment  to  basis  of  property,  or 

“(2)  is  attributable  to  personal,  living,  or  family 
items. 

“  (c)  Treatment  of  Certain  Nonqualified  Writ¬ 
ten  Notices  of  Allocation. — 

“(1)  Application  of  subsection. — This  sub¬ 
section  shall  apply  to  any  nonqualified  written  notice  of 
allocation  which — 

“(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in 
section  1381  (a)  (1)  on  a  patronage  basis  with  re¬ 
spect  to  earnings  derived  from  business  or  sources 
described  in  section  1382(c)  (2)  (A). 

“(2)  Basis;  amount  of  gain.— In  the  case  of 
any  nonqualified  written  notice  of  allocation  to  which 
this  subsection  applies,  for  purposes  of  this  chapter — 

“  (A)  the  basis  of  such  written  notice  of  alloca¬ 
tion  in  the  hands  of  the  patron  to  whom  such  written 
notice  of  allocation  was  paid  shall  be  zero, 
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“  (B)  the  basis  of  such  written  notice  of  alloca¬ 
tion  which  was  acquired  from  a  decedent  shall  he 
its  basis  in  the  hands  of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other 

disposition  of  such  written  notice  of  allocation  bv 

«/ 

any  person  shall,  to  the  extent  that  the  stated  dollar 
amount  of  such  written  notice  of  allocation  exceeds 
its  basis,  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“PART  III— DEFINITIONS;  SPECIAL  RULES 

“Sec.  1388.  Definitions ;  special  rules. 

“SEC.  1388.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Patronage  Dividend.— For  purposes  of  this  sub¬ 
chapter,  the  term  ‘patronage  dividend’  means  an  amount  paid 
to  a  patron  by  an  organization  to  which  part  I  of  this  sub¬ 
chapter  applies — 

“  ( 1 )  on  the  basis  of  quantity  or  value  of  business 
done  with  or  for  such  patron, 

“(2)  under  an  obligation  of  such  organization  to 
pay  such  amount,  which  obligation  existed  before  the 
organization  received  the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net 
earnings  of  the  organization  from  business  done  with  or 
for  its  patrons. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


174 


Such,  term  does  not  include  any  amount  paid  to  a  patron  to 
the  extent  that  (A)  such  amount  is  out  of  earnings  other 
than  from  business  done  with  or  for  patrons,  or  (B) 
such  amount  is  out  of  earnings  from  business  done  with  or 
for  other  patrons  to  whom  no  amounts  are  paid,  or  to  whom 
smaller  amounts  are  paid,  with  respect  to  substantially 
identical  transactions. 

“(b)  Written  Notice  of  Allocation. — Bor  pur¬ 
poses  of  this  subchapter,  the  term  ‘written  notice  of  alloca¬ 
tion’  means  any  capital  stock,  revolving  fund  certificate, 
retain  certificate,  certificate  of  indebtedness,  letter  of  advice, 
or  other  written  notice,  which  discloses  to  the  recipient  the 
stated  dollar  amount  allocated  to  him  by  the  organization 
and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“(c)  Qualified  Written  Notice  of  Allocation. — 
“(1)  Defined. — For  purposes  of  this  subchapter, 
the  term  ‘qualified  written  notice  of  allocation’  means — 
“  (A)  a  written  notice  of  allocation  which  may 
be  redeemed  in  cash  at  its  stated  dollar  amount  at 
any  time  within  a  period  beginning  on  the  date  such 
written  notice  of  allocation  is  paid  and  ending  not 
earlier  than  90  days  from  such  date,  but  only  if  the 
distributee  receives  written  notice  of  the  right  of 
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redemption  at  the  time  he  receives  such  written  no¬ 
tice  of  allocation ;  and 

“(B)  a  written  notice  of  allocation  which  the 
distributee  has  consented,  in  the  manner  provided 
in  paragraph  ( 2 ) ,  to  take  into  account  at  its  stated 
dollar  amount  as  provided  in  section  1385  (a) . 

“  (2)  Manner  of  obtaining  consent. — A  dis¬ 
tributee  shall  consent  to  take  a  written  notice  of  alloca¬ 
tion  into  account  as  provided  in  paragraph  (1)  (B) 
only  by — 

“(A)  making  such  consent  in  writing,  or 
“(B)  obtaining  or  retaining  membership  in  the 
organization  after — 

“(i)  such  organization  has  adopted  (after 
the  date  of  the  enactment  of  the  Bevenue  Act 
of  1962)  a  bylaw  providing  that  membership 
in  the  organization  constitutes  such  consent,  and 
(ii)  he  has  received  a  written  notifica¬ 
tion  and  copy  of  such  bylaw. 

“(3)  Period  foe  which  consent  is  effec¬ 
tive. — 

“  (A)  GeneExVL  rule. — Except  as  provided  in 
subparagraph  ( B )  — 

“  (i)  a  consent  described  in  paragraph 
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(2)  (A)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  ( determined  with  the  application 
of  section  1382  (e)  )  during  the  taxable  year  of 
the  organization  during  which  such  consent  is 
made  and  all  subsequent  taxable  years  of  the 
organization;  and 

“  (ii)  a  consent  described  in  paragraph 
(2)  (B)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  (determined  without  the  applica¬ 
tion  of  section  1382  (e)  )  after  he  received  the 
notification  and  copy  described  in  paragraph 
(2)  (B)  (ii). 

“(B)  Revocation,  etc. — 

“  (i)  Any  consent  described  in  paragraph 
(2)  (A)  may  be  revoked  (in  writing)  by  the 
distributee  at  any  time.  Any  such  revocation 
shall  be  effective  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first 
taxable  year  of  the  organization  beginning  after 
the  revocation  is  filed  with  such  organization; 
except  that  in  the  case  of  a  pooling  arrangement 
described  in  section  1382  (e) ,  a  revocation  made 
by  a  distributee  shall  not  be  effective  as  to  any 
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1  pool  with  respect  to  which  the  distributee  has 

2  been  a  patron  before  such  revocation. 

3  (ii)  Any  consent  described  in  paragraph 

4  (2)  (B)  shall  not  be  effective  with  respect  to 

5  any  patronage  occurring  (determined  without 

6  the  application  of  section  1382  (e))  after  the 

7  distributee  ceases  to  be  a  member  of  the  organ- 

8  ization  or  after  the  bylaws  of  the  organization 

9  cease  to  contain  the  provision  described  in 

10  paragraph  (2)  (B)  (i) . 

11  “(d)  Nonqualified  Written  Notice  of  Alloca- 

12  tion. — For  purposes  of  this  subchapter,  the  term  ‘nonquali- 

13  fled  written  notice  of  allocation’  means  a  written  notice  of 

14  allocation  which  is  not  described  in  subsection  (c). 

15  “(e)  Determination  of  Amount  Paid  or  Re- 

16  r  ceiyed. — For  purposes  of  this  subchapter,  in  determining 

17  amounts  paid  or  received — 

18  “  (1)  property  (other  than  a  written  notice  of  allo- 

19  cation)  shall  be  taken  into  account  at  its  fair  market 

20  value,  and 

21  “(2)  a  qualified  written  notice  of  allocation  shall 

22  be  taken  into  account  at  its  stated  dollar  amount.” 

23  (b)  Technical  Amendments. — 

24  (1)  Section  521  (a)  (relating  to  exemption  of  farm- 

H.R.  10650 - 12 
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ers’  cooperatives  from  tax)  is  amended  by  striking  out 
“section  522”  each  place  it  appears  therein  and  inserting 
in  lieu  thereof  “part  I  of  subchapter  T  (sec.  1381  and 
following) 

(2)  Section  522  (relating  to  tax  on  farmers’  coop¬ 
eratives)  is  hereby  repealed. 

(3)  Section  6044  (relating  to  returns  regarding 
patronage  dividends)  is  amended  to  read  as  follows: 

“SEC.  6044.  RETURNS  REGARDING  PATRONAGE  DIVI¬ 
DENDS. 

“Any  organization  to  which  part  I  of  subchapter  T  of 
chapter  1  (relating  to  tax  treatment  of  cooperatives)  ap¬ 
plies  which  pays  amounts  described  in  section  1382(b),  or 
(in  the  case  of  an  organization  described  in  section  1381 
(a)  (1)  )  amounts  described  in  section  1382(c)  (2),  shall, 
when  required  by  regulations  of  the  Secretary  or  his  delegate, 
make  a  return  showing — 

“  ( 1)  the  name  and  address  of  each  patron  to  whom 
it  has  made  such  payments  during  the  calendar  year;  and 

“  (2)  the  amount  of  such  payments  to  each  patron.” 

(4)  Section  6072  (d)  (relating  to  time  for  filing 
income  tax  returns  of  exempt  cooperative  associations) 
is  amended  to  read  as  follows: 

“(d)  Returns  of  Cooperative  Associations. — In 
the  case  of  an  income  tax  return  of — 
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“(1)  an  exempt  cooperative  association  described 
in  section  1381  (a)  (1) ,  or 

"(2)  an  organization  described  in  section  1381 
(a)  (2)  which  is  under  an  obligation  to  pay  patronage 
dividends  (as  defined  in  section  1388  (a)  )  in  an 
amount  equal  to  at  least  50  percent  of  its  net  earnings 
from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the 
net  earnings  from  business  done  with  or  for  patrons  dur¬ 
ing  the  most  recent  taxable  year  for  which  it  had  such 
net  earnings, 

a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed 
on  or  before  the  15th  day  of  September  following  the  close 
of  the  calendar  year,  and  a  return  made  on  the  basis  of  a 
fiscal  year  shall  be  filed  on  or  before  the  15th  day  of  the  9th 
month  following  the  close  of  the  fiscal  year/’ 

(5)  The  table  of  subchapters  for  chapter  1  is 
amended  by  adding  at  the  end  thereof  the  following: 

“Subchapter  T.  Cooperatives  and  their  patrons.” 

(6)  The  table  of  sections  for  part  III  of  subohapter 
F  of  chapter  1  is  amended  by  striking  out  the  last  line 
thereof. 

(c)  Effective  Dates. — 

( 1 )  For  the  cooperatives. — Except  as  provided 
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in  paragraph.  (3) ,  the  amendments  made  by  subsections 
(a)  and  (b)  shall  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381  (a)  of  the  Internal  Reve¬ 
nue  Code  of  1954  (as  added  by  subsection  (a)  )  begin¬ 
ning  after  December  31,  1962. 

(2)  Foe  the  patrons. — Except  as  provided  in 
paragraph  (3),  section  1385  of  the  Internal  Revenue 
Code  of  1954  (as  added  by  subsection  (a)  )  shall 
apply  with  respect  to  any  amount  received  from  any 
organization  described  in  section  1381  (a)  of  such  Code, 
to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning 
after  December  31,  1962. 

(3)  Application  of  existing  law.— In  the  case 
of  any  money,  written  notice  of  allocation,  or  other  prop¬ 
erty  paid  by  any  organization  described  in  section 
1381(a)  — 

(A)  before  the  first  day  of  the  first  taxable 
year  of  such  organization  beginning  after  December 
31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to 
patronage  occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allo¬ 
cation,  or  other  property  (including  the  tax  treatment  of 
gain  or  loss  on  the  redemption,  sale,  or  other  disposition 
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of  such  written  notice  of  allocation)  by  any  person  shall 
be  made  under  the  Internal  Revenue  Code  of  1954  with¬ 
out  regard  to  subchapter  T  of  chapter  1  of  such  Code. 

SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN 
GROSS  ESTATE. 

(a)  Amendments  To  Include  Foreign  Re  at,  Prop¬ 
erty. — 

( 1 )  Section  2031  (a)  (relating  to  definition  of  gross 
estate)  is  amended  by  striking  out  except  real  prop¬ 
erty  situated  outside  of  the  United  States”. 

(2)  The  following  provisions  of  chapter  11  (impos¬ 
ing  an  estate  tax)  are  amended  by  striking  out  “  (except 
real  property  situated  outside  of  the  United  States) 

(A)  section  2033  (relating  to  property  in 
which  the  decedent  had  an  interest) , 

(B)  section  2034  (relating  to  dower  or  curtesy 
interests) , 

(C)  section  2035  (a)  (relating  to  transactions 
in  contemplation  of  death) , 

(D)  section  2036(a)  (relating  to  transfers 
with  retained  life  estate) , 

(E)  section  2037  (a)  (relating  to  transfers 
taking  effect  at  death) , 

(F)  section  2038(a)  (relating  to  revocable 
transfers), 
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(G)  section  2040  (relating  to  joint  interests) , 
and 

(H)  section  2041  (a)  (relating  to  powers  of 
appointment) . 

(b)  Effective  Date. — 

(1)  Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  the 
estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date 
of  the  enactment  of  this  Act  and  before  July  1,  1964, 
the  value  of  real  property  situated  outside  of  the  United 
States  shall  not  be  included  in  the  gross  estate  (as  defined 
in  section  2031  (a)  )  of  the  decedent — 

(A)  under  section  2033,  2034,  2035  (a) , 
2036  (a) ,  2037  (a) ,  or  2038  (a)  to  the  extent  the 
real  property,  or  the  decedent’s  interest  in  it,  was 
acquired  by  the  decedent  before  February  1,  1962; 

(B)  under  section  2040  to  the  extent  such 
property  or  interest  was  acquired  by  the  decedent 
before  February  1,  1962,  or  was  held  by  the  dece¬ 
dent  and  the  survivor  in  a  joint  tenancy  or  tenancy 
by  the  entirety  before  February  1,  1962;  or 

(0)  under  section  2041  (a)  to  the  extent  that 
before  February  1,  1962,  such  property  or  interest 
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was  subject  to  a  general  power  of  appointment  (as 
defined  in  section  2041)  possessed  by  the  decedent. 
In  the  case  of  real  property,  or  an  interest  therein,  sit¬ 
uated  outside  of  the  United  States  (including  a  general 
power  of  appointment  in  respect  of  such  property  or 
interest,  and  including  property  held  by  the  decedent 
and  the  survivor  in  a  joint  tenancy  or  tenancy  by  the 
entirety)  which  was  acquired  by  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  sec¬ 
tion  2511,  or  from  a  prior  decedent  by  devise  or  inheri¬ 
tance,  or  by  reason  of  death,  form  of  ownership,  or  other 
conditions  (including  the  exercise  or  nonexercise  of  a 
power  of  appointment) ,  for  purposes  of  this  paragraph 
such  property  or  interest  therein  shall  be  deemed  to  have 
been  acquired  by  the  decedent  before  February  1,  1962, 
if  before  that  date  the  donor  or  prior  decedent  had 
acquired  the  property  or  his  interest  therein  or  had 
possessed  a  power  of  appointment  in  respect  of  the  prop¬ 
erty  or  interest. 

SEC.  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON 
INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS. 

(a)  In  General.— 

(1)  Amendment  of  subtitle  c.— Subtitle  C  (re¬ 
lating  to  employment  taxes  and  collection  of  income  tax 
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1  at  source)  is  amended  by  redesignating  chapter  25  as 

2  chapter  26  and  by  inserting  after  chapter  24  the  follow- 

3  ing  new  chapter: 

4  “CHAPTER  25— COLLECTION  OF  INCOME  TAX 

5  AT  SOURCE  ON  INTEREST,  DIVIDENDS, 

6  AND  PATRONAGE  DIVIDENDS 

“Subchapter  A.  Interest. 

“Subchapter  B.  Dividends. 

“Subchapter  C.  Patronage  dividends. 

“Subchapter  D.  General  provisions. 

7  “Subchapter  A — Interest 

“Sec.  3451.  Income  tax  collected  at  source  on  interest. 

“Sec.  3452.  Interest  defined. 

8  “SEC.  3451.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 

9  INTEREST. 

10  “  (a)  Requirement  of  Withholding. — Except  as 

11  otherwise  provided  in  this  chapter,  every  person  who  pays 

12  interest  shall  deduct  and  withhold  on  such  interest  a  tax 

13  equal  to  20  percent  of  the  amount  thereof. 

14  “  (b)  Payee  Unknown. — If  the  withholding  agent  is 

15  unable  to  determine  the  person  to  whom  the  interest  is  pay- 

16  able,  the  tax  under  this  section  shall  be  deducted  and  with- 

17  held  at  the  time  payment  of  the  interest  would  be  made  if 

18  such  person  were  known. 
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“(c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484,  3485,  3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  certain  interest  paid  to  certain 
persons,  see  section  3483. 

“SEC.  3452.  INTEREST  DEFINED. 

“  (a)  General  Rule. — For  purposes  of  this  chapter, 
the  term  ‘interest’  means — 

“  (1)  interest  on  evidences  of  indebtedness  (includ¬ 
ing  bonds,  debentures,  notes,  and  certificates)  issued  by 
a  corporation  with  interest  coupons  or  in  registered 
form,  and,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  bis  delegate,  interest  on 
other  evidences  of  indebtedness  issued  by  a  corporation 
of  a  type  offered  by  corporations  to  the  public; 

“  (2)  interest  on  deposits  with  persons  carrying  on 
the  banking  business; 

“(3)  amounts  (whether  or  not  designated  as  in¬ 
terest)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative 
bank,  homestead  association,  credit  union,  or  similar 
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organization,  in  respect  of  deposits,  investment  certifi¬ 
cates,  or  withdrawable  or  repurckasable  shares; 

“  (4)  interest  on  amounts  held  by  an  insurance  com¬ 
pany  under  an  agreement  to  pay  interest  thereon; 
“(5)  interest  on  deposits  with  stockbrokers; 

“(6)  interest  on  obligations  of  the  United  States; 

and 

“(7)  in  the  case  of  a  non-interest-bearing  obliga¬ 
tion  of  the  United  States — 

“  (A)  issued  on  a  discount  basis,  and 
“(B)  having  a  maturity  date  more  than  one 
year  from  the  date  of  issue, 

the  amount  by  which  the  amount  paid  on  surrender  or 
redemption  exceeds  the  issue  price. 

“(b)  Exceptions. — For  purposes  of  this  chapter,  the 
term  ‘interest’  does  not  include — 

“(i)  interest  on  obligations  described  in  section 
103(a)  (1)  or  (3)  (relating  to  interest  on  certain 

governmental  obligations)  ; 

“  (2)  any  amount  paid  by — 

“(A)  a  foreign  government  or  international 
organization, 

“(B)  a  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States, 

“(0)  a  nonresident  alien  individual  not  en- 
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gaged  in  trade  or  business  within  the  United  States, 

or 

“(D)  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in 
whole  or  in  part  of  nonresident  aliens ; 

“  ( 3 )  interest  on  deposits  with  persons  carrying  on 
the  banking  business  paid  to  a  person  described  in  para¬ 
graph  (2)  (B),  (0),  or  (D)  ; 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 

“  (5)  interest  subject  to  withholding  under  subchap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating  to 
withholding  of  tax  on  nonresident  aliens  and  foreign  cor¬ 
porations)  by  the  person  paying  such  interest,  or  which 
would  be  so  subject  to  withholding  by  such  person,  but 
for  the  fact  that  it  is  not  treated  as  income  from  sources 
within  the  United  States; 

“  (6)  any  amoimt  on  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section 
1451  (relating  to  tax-free  covenant  bonds) ,  or  would  be 
so  required  but  for  section  1451  (d)  (relating  to  benefit 
of  personal  exemptions)  ; 
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“(7)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  bis  delegate,  any  amount 
payable  with  respect  to  deposits  in  school  savings 
accounts;  and 

“(8)  any  amount  described  in  subsection  (a)  (2), 
(3),  or  (7)  paid  to  a  State  or  a  foreign  government 
or  international  organization  (other  than  any  amount 
described  in  subsection  (a)  (3)  paid  in  respect  of  a 
transferable  certificate  or  share) . 

“(c)  Exemption  foe  United  States. — The  Secre¬ 
tary  may  authorize  exemption  from  the  tax  imposed  by  sec¬ 
tion  3451  for  any  amount  paid  by  the  United  States  or 
any  wholly  owned  agency  or  instrumentality  thereof  to  the 
United  States  or  any  wholly  owned  agency  or  instrumental¬ 
ity  thereof  if  the  Secretary  determines  that  the  imposition 
of  the  tax  with  respect  to  such  amount  will  cause  a  burden 
or  expense  which  can  be  avoided  by  granting  the  tax 
exemption. 

“Subchapter  B — Dividends 

“Sec.  3461.  Income  tax  collected  at  source  on  dividends. 

“Sec.  3462.  Dividend  defined. 

“SEC.  3461.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
DIVIDENDS. 

“  (a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
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1  a  dividend  shall  deduct  and  withhold  on  such  dividend  a  tax 

2  equal  to  20  percent  of  the  amount  thereof. 

3  (b)  Payee  Unknown. — If  the  withholding  agent  is 

4  unable  to  determine  the  person  to  whom  the  dividend  is 

5  payable,  the  tax  under  this  section  shall  be  deducted  and 

6  withheld  at  the  time  payment  of  the  dividend  would  be 

7  made  if  such  person  were  known. 

8  “(c)  Amount  of  Dividend  Unknown.— If  the  with- 

9  holding  agent  is  unable  to  determine  the  portion  of  a  dis- 

10  tribution  which  is  a  dividend,  the  tax  under  this  section 

11  shall  be  computed  on  the  entire  amount  of  the  distribution. 

12  “(d)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  dividends  paid  to  certain  individuals, 
see  section  3483. 

13  “SEC.  3462.  DIVIDEND  DEFINED. 

14  “(a)  General  Rule. — For  purposes  of  this  chapter, 

15  the  term  ‘dividend’  means — 
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“  ( 1 )  any  distribution  by  a  corporation  which  is  a 
dividend  (as  defined  in  section  316)  ;  and 

“(2)  any  payment  made  by  a  stockbroker  to  any 
person  as  a  substitute  for  a  dividend  (as  so  defined). 
“(b)  Exceptions. — For  purposes  of  this  chapter,  the 
term  ‘dividend’  does  not  include — 
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“  ( 1 )  any  amount  paid  in  the  stock,  or  rights  to 
acquire  the  stock,  of  the  distributing  corporation  if  the 
distribution  is  not  includible  in  gross  income  of  the  re¬ 
cipient  under  the  provisions  of  section  305  (relating  to 
distributions  of  stock  and  stock  rights)  ; 

“  (2)  any  distribution  to  the  extent  that,  under 
chapter  1 — 

“  (A)  the  amount  thereof  is  treated  by  the  re¬ 
cipient  as  an  amount  received  on  the  sale  or  ex¬ 
change  of  property,  or 

“(B)  gain  or  loss  to  the  recipient  is  not  recog¬ 
nized  ; 

“(3)  any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  by  reason  of  the  provisions 
of  section  302  (relating  to  redemptions  of  stock) ,  306 
(relating  to  dispositions  of  certain  stock) ,  356  (relating 
to  receipt  of  additional  consideration  in  connection  with 
certain  reorganizations),  or  1081(e)  (2)  (relating  to 
certain  distributions  pursuant  to  order  of  the  Securities 
and  Exchange  Commission)  ; 

“(4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
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( 5 )  an  amount  which — 

“  (A)  is  subject  to  withholding  under  subchap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating 
to  withholding  of  tax  on  nonresident  aliens  and  for¬ 
eign  corporations)  by  the  person  paying  such 
amount,  or 

“  (B)  would  be  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for — 

“  (i)  the  fact  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States,  or 
(ii)  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1441  (a)  by  the  provisions  of  section  1441  (c)  ; 
“  (6)  any  amount  paid  by  a  foreign  corporation  not 
engaged  in  trade  or  business  within  the  United  States; 

“(7)  any  amoimt  described  in  section  1373  (relat¬ 
ing  to  undistributed  taxable  income  of  electing  small 
business  corporations)  ;  and 

“(8)  amounts  paid  pursuant  to  the  terms  of  a 
lease  entered  into  before  January  1,  1954,  if  under  such 
lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  amounts  without  deduction  for  any  tax 
which  any  law  of  the  United  States  might  require  to  be 
deducted  and  withheld  on  the  payment  of  dividends. 
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“Subchapter  C — Patronage  Dividends 

“Sec.  3471.  Income  tax  collected  at  source  on  patronage 
dividends. 

“Sec.  3472.  Amounts  subject  to  withholding. 

“SEC.  3471.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 

PATRONAGE  DIVIDENDS. 

“(a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  cooperative  to 
which  part  I  of  subchapter  T  of  chapter  1  applies  which  pays 
an  amount  described  in  section  3472  shall  deduct  and  with¬ 
hold  on  such  amount  a  tax  equal  to  20  percent  of  such 
amount. 

“  (b)  Payee  Unknown. — If  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  amount  is  pay¬ 
able,  the  tax  under  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  amount  would  be  made  if 
such  person  were  known. 

“(c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  amounts  paid  to  certain  individuals, 
see  section  3483. 

“SEC.  3472.  AMOUNTS  SUBJECT  TO  WITHHOLDING. 

“(a)  General  Rule. — Except  as  otherwise  provided 
in  this  section  or  section  3483,  the  amounts  subject  to  deduc¬ 
tion  and  withholding  under  section  3471  are — 
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“(1)  the  amount  of  any  patronage  dividend  (as 
defined  in  section  1388  (a)  )  which  is  paid  in  money, 
qualified  written  notices  of  allocation  (as  defined  in  sec¬ 
tion  1388  (c)  ) ,  or  other  property  (except  nonqualified 
written  notices  of  allocation  as  defined  in  section 
1388  (d)  ) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions), 
which  is  paid  in  money,  qualified  written  notices  of  al¬ 
location,  or  other  property  (except  nonqualified  written 
notices  of  allocation)  by  an  organization  exempt  from 
tax  under  section  521  (relating  to  exemption  of  farm¬ 
ers’  cooperatives  from  tax) . 

“(b)  Exceptions. — The  provisions  of  section  3471 
shall  not  apply  to — 

“  ( 1 )  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group ; 

“  (2)  an  amount  which — 

“(A)  is  subject  to  withholding  under  sub- 
chapter  A  of  chapter  3  (sec.  1441  and  following, 
relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  by  the  person  paying  such 
amount,  or 

“(B)  would  he  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for  the  fact  that  it  is  attributable  to 
income  from  sources  outside  the  United  States;  and 
“(3)  any  amount  paid  by  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United 
States. 

“  (c)  Exemption  foe  Ceetain  Consumes  Coopeea- 
tives. — A  cooperative  which  the  Secretary  or  his  delegate 
determines  is  primarily  engaged  in  selling  at  retail  goods 
or  services  of  a  type  that  are  generally  for  personal,  living, 
or  family  use  shall,  upon  application  to  the  Secretary  or  his 
delegate,  be  granted  exemption  from  the  tax  imposed  by 
section  3471.  Application  for  exemption  under  this  sub¬ 
section  shall  be  made  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

“(d)  Deteemination  of  Amount  Paid. — For  pur¬ 
poses  of  this  subchapter,  in  determining  amounts  paid — 
“(1)  property  (other  than  a  written  notice  of 
allocation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount. 
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“Subchapter  D — General  Provisions 

“Sec.  3481.  Liability  for  return  and  payment  of  withheld 
tax. 

“Sec.  3482.  Return  and  payment  by  United  States. 

“Sec.  3483.  Exemption  certificates. 

“Sec.  3484.  Refund  of  tax  to  individuals. 

“Sec.  3485.  Refund  of  tax  to  States,  tax-exempt  organiza¬ 
tions,  etc. 

“Sec.  3486.  Refund  of  tax  to  corporation. 

“Sec.  3487.  Credit  for  tax  withheld  on  corporation. 

“Sec.  3488.  Obligation  sold  between  interest-payment  dates. 

“Sec.  3489.  Presumption. 

“Sec.  3490.  Definitions. 

“SEC.  3481.  LIABILITY  FOR  RETURN  AND  PAYMENT  OF 
WITHHELD  TAX. 

(a)  General  Rule. — Every  person  required  to  de¬ 
duct  and  withhold  any  tax  under  this  chapter  shall,  on  or  be¬ 
fore  the  last  day  of  the  first  month  following  the  close  of  each 
quarter  of  his  taxable  year,  make  a  return  of  the  tax  required 
to  be  deducted  and  withheld  during  such  quarter  and  pay  the 
tax  to  the  officer  designated  in  section  6151.  The  withhold¬ 
ing  agent  shall  be  liable  for  the  payment  of  the  taxes  required 
to  be  deducted  and  withheld  under  this  chapter,  and  shall  not 
otherwise  be  liable  to  any  person  for  the  amount  of  any 
such  payment. 

“(b)  Tax  Paid  by  Recipient. — If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  chapter,  fails  to 
deduct  and  withhold  any  tax  under  this  chapter,  and  there¬ 
after  the  tax  against  which  such  tax  may  be  credited  is 
paid,  the  tax  so  required  to  be  deducted  and  withheld  shall 
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not  be  collected  from  the  withholding  agent;  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 
“(c)  Cross  Reference. — 

“For  limitation  on  the  use  of  Government  depositaries 
in  the  collection  of  taxes  deducted  and  withheld  under 
this  chapter,  see  the  last  sentence  of  section  6302(c). 

“SEC.  3482.  RETURN  AND  PAYMENT  BY  UNITED  STATES. 

“If  the  withholding  agent  is  the  United  States  the  re¬ 
turn  of  the  tax  deducted  and  withheld  under  this  chapter  may 
be  made  by  an  officer  or  employee  of  the  United  States 
having  control  of  the  payment  of  the  amount  subject  to 
withholding,  or  appropriately  designated  for  that  purpose. 
“SEC.  3483.  EXEMPTION  CERTIFICATES. 

“  (a)  General  Rules.— 

“(1)  Individuals  under  age  18. — Any  indi¬ 
vidual  may  file  with  any  withholding  agent  an  exemp¬ 
tion  certificate  on  which  he  certifies  the  date  of  his 
birth.  If  such  a  certificate  is  filed,  all  amounts  pay¬ 
able  by  such  withholding  agent  to  such  individual,  on 
and  after  the  effective  date  for  such  certificate  and 
before  the  beginning  of  the  calendar  year  during  which 
the  certificate  indicates  that  he  will  attain  age  18,  shall 
be  exempt  from  the  requirement  of  deducting  and  with¬ 
holding  under  this  chapter. 
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“  (2)  Individuals  over  age  17. — Any  individual 
may  file  with  any  withholding  agent  an  exemption 
certificate  on  which  he  certifies — 

“  (A)  that  he  will  have  attained  age  18  before 
the  close  of  the  calendar  year  for  which  such  certifi¬ 
cate  is  filed,  and 

“(B)  that  he  reasonably  believes  that  he  will 
not  (after  the  application  of  the  credits  against  tax 
provided  by  part  IV  of  subchapter  A  of  chapter  1, 
other  than  the  credits  under  sections  31  and  39)  be 
liable  for  the  payment  of  any  tax  under  chapter  1  for 
each  of  his  taxable  years  any  portion  of  which  is 
included  in  the  period  for  which  such  certificate 
will  be  in  effect. 

If  such  a  certificate  is  filed,  all  amounts  payable  by  such 
withholding  agent  to  such  individual  during  the  period 
such  certificate  is  in  effect  shall  be  exempt  from  the 
requirement  of  deducting  and  withholding  under  this 
chapter.  Except  as  may  otherwise  be  provided  in  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  an 
exemption  certificate  filed  by  an  individual  described  in 
this  paragraph  shall  remain  in  effect  only  for  the  period 
beginning  on  the  effective  date  of  such  certificate  and 
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ending  at  the  close  of  the  calendar  year  in  which  such 
period  begins. 

“(3)  Tax-exempt  organizations. — 

“  (A)  Any  organization  (other  than  a  coopera¬ 
tive  described  in  section  521)  which  is  exempt  from 
the  tax  imposed  by  chapter  1  may  file  with  any 
withholding  agent  who  pays  amounts  described  in 
section  3452(a)  (2),  (3),  or  (7)  an  exemption 
certificate  on  which  it  certifies  that  it  is  such  an 
organization.  If  such  a  certificate  is  filed,  all 
amounts  described  in  section  3452(a)  (2), 

( 3 ) ,  and  ( 7 )  payable  by  such  withholding  agent 
to  such  organization  on  and  after  the  effective  date 
for  such  certificate  shall  (except  as  provided  in  sub- 
paragraph  (B)  )  be  exempt  from  the  requirement 
of  deducting  and  withholding  under  this  chapter. 

“(B)  An  exemption  certificate  filed  by  an 
organization  under  subparagraph  (A)  shall  cease 
to  be  effective  on  the  thirtieth  day  after  the  day  on 
which  the  withholding  agent,  with  whom  such  cer¬ 
tificate  was  filed,  is  notified  by  either  the  organiza¬ 
tion  or  the  Secretary  or  his  delegate  that  the 
organization  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1.  If  an  organization  ceases  to  be 
exempt  from  such  tax,  it  shall,  within  the  time  speci- 
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fled  in  regulations  prescribed  by  the  Secretary  or  his 
delegate,  so  notify  each  withholding  agent  with 
whom  it  has  an  exemption  certificate  in  effect. 

“  (b)  Exceptions  and  Special  Rules  — 

“(i)  Certain  exceptions. — This  section  shall 
not  apply  to  any  amount — 

“(A)  described  in  section  3452(a)  (1)  (re¬ 
lating  to  interest  on  evidences  of  indebtedness) , 
“(B)  described  in  section  3452(a)  (3)  paid 
in  respect  of  a  transferable  certificate  or  share,  or 
“  (C)  described  in  section  3452  (a)  (6)  (relat¬ 
ing  to  interest  on  obligations  of  the  United  States) . 
“  (2)  Series  E  bonds,  etc. — In  the  case  of  trans¬ 
actions  involving  the  redemption  of  one  or  more  obliga¬ 
tions  described  in  section  3452  (a)  (7)  (relating  to  cer¬ 
tain  obligations  of  the  United  States  issued  on  a  discount 
basis) ,  a  separate  certificate  shall  be  filed  with  respect 
to  each  such  transaction. 

“  (3)  Nominees,  custodians,  and  joint  owner¬ 
ships. — Under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  the  exemption  provided  by  subsection 
(a)  may  be  extended,  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — 

“(A)  amounts  (other  than  amounts  described 
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in  section  3462  (a) ,  relating  to  dividends)  paid 
through,  nominees ; 

“(B)  amounts  paid  to  custodians ;  and 

“  (C)  amounts  paid  jointly  to  2  or  more 
individuals. 

“(4)  Effective  date  of  certificate. — Any 
exemption  certificate  under  this  section  shall  take  effect 
on  such  day  as  is  specified  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“  (5)  Form  and  contents  of  certificate  and 
notice. — Any  exemption  certificate  under  this  section, 
and  any  notice  under  subsection  (a)  (3)  (B),  shall  he 
in  such  form  and  contain  such  information  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  prescribe. 

“  (c)  Cross  Reference. — 

“For  penalty  for  filing  fraudulent  certificate,  or  for 
failing  to  provide  notice,  under  this  section,  see  section 
7205. 

“SEC.  3484.  REFUND  OF  TAX  TO  INDIVIDUALS. 

“(a)  General  Rule. — Except  as  provided  in  subsec¬ 
tion  (e) ,  the  tax  deducted  and  withheld  under  this  chapter 
with  respect  to  amounts  received  by  an  individual  during 
any  quarter  (other  than  the  fourth  quarter)  of  his  taxable 
year  (together  with  any  tax  so  deducted  and  withheld  on 
amounts  which  were  received  by  him  during  any  prior  quar¬ 
ter  of  such  year  and  with  respect  to  which  no  allowable  claim 
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for  refund  has  been  filed  under  this  section)  shall,  to  the 
extent  such  tax  does  not  exceed  his  refimd  allowance  as  of 
the  time  the  claim  for  refund  is  filed,  be  promptly  refunded 
to  him  as  an  overpayment  of  tax.  A  refund  of  tax  shall  be 
made  under  this  section  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $10. 

“  (b)  Refund  Allowance. — For  purposes  of  this  sec¬ 
tion,  the  refund  allowance  of  an  individual  as  of  the  time  the 
claim  for  refund  is  filed  is  an  amount  equal  to  the  excess,  if 
any,  of — 

“  ( 1 )  an  amount  equal  to  22  percent  of — 

“  (A)  the  total  of  the  deductions  which,  on  the 
basis  of  facts  existing  at  the  time  the  claim  for  refund 
is  filed,  such  individual  would  be  allowed  for  the  tax¬ 
able  year  under  section  151  (relating  to  deductions 
for  personal  exemptions) ,  plus 

“(B)  in  the  case  of  an  individual  who,  at  the 
time  the  claim  for  refund  is  filed,  reasonably  ex¬ 
pects  that  he  will  be  allowed  a  credit  under  section 
37  (relating  to  retirement  income)  for  the  taxable 
year,  the  amount  which,  at  such  time,  such  individ¬ 
ual  reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section  37  (c)  and 
as  limited  by  section  37  (d)  )  for  the  taxable  year, 
less 
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“(C)  the  amounts  (other  than  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld 
under  this  chapter)  which,  at  the  time  the  claim  for 
refund  is  filed,  such  individual  reasonably  expects 
to  be  includible  in  his  gross  income  for  the  taxable 
year;  over 

“  (2)  the  amounts  of  tax  with  respect  to  which  an 
allowable  claim  for  refund  has  been  previously  filed 
under  this  section  during  the  taxable  year. 

For  purposes  of  paragraph  (1)  (C) ,  an  individual  who 
fdes  more  than  one  claim  for  refund  under  this  section  for 
any  taxable  year  may  use  the  estimate  for  the  preceding 
claim  for  such  year  unless,  at  the  time  he  files  the  claim, 
he  reasonably  expects  the  amounts  referred  to  in  paragraph 
(1)  (C)  to  exceed  such  prior  estimate  by  more  than  $100. 

“(c)  Married  Individuals. — For  purposes  of  subsec¬ 
tions  (a) ,  (b) ,  and  (d) ,  married  individuals  shall  be  treated 
as  an  individual  if,  at  the  time  the  claim  for  refund  is  filed, 
they  reasonably  expect  that  they  will  file  a  joint  return  for 
the  taxable  year  in  which  such  claim  is  filed. 

“(d)  Time  for  Filing  Claim. — Not  more  than  one 
claim  may  be  filed  under  this  section  by  any  individual 
during  any  quarter  of  his  taxable  year.  A  refund  of  tax 
deducted  and  withheld  on  amounts  received  during  a  taxable 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


203 


year  shall  be  made  under  this  section  only  if  claim  therefor 
is  filed  on  or  before  the  last  day  of  such  taxable  year. 

“(e)  Individuals  Not  Eligible  for  Refund. — No 
claim  for  refund  may  be  filed  under  this  section  by — 

“(1)  any  individual  (other  than  an  individual 
referred  to  in  paragraph  (2)  or  (3)  )  unless,  at  the 
time  the  claim  for  refund  is  filed,  he  reasonably  expects 
that  his  gross  income  for  the  taxable  year  will  not  ex¬ 
ceed  $5,000; 

“  (2)  any  married  individual  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  expects  that  the 
aggregate  gross  income  of  such  individual  and  his  spouse 
for  the  taxable  year  will  not  exceed  $10,000; 

“  (3)  a  head  of  a  household  (as  defined  in  section 
1  (b)  (2)  )  or  a  surviving  spouse  (as  defined  in  section 
2(b))  unless,  at  the  time  the  claim  for  refund  is  filed, 
he  reasonably  expects  that  his  gross  income  for  the 
taxable  year  will  not  exceed  $10,000;  or 

“(4)  any  child,  unless,  at  the  time  the  claim  for 
refund  is  filed,  he  reasonably  expects  that  no  deduction 
would  be  allowed  for  him  under  section  151  (e)  (1)  (B) 
for  the  taxable  year  of  his  parent  (or  parents)  begin¬ 
ning  with  or  within  the  calendar  year  in  which  the 
claim  for  refund  is  filed. 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


204 


“(f)  Cross  Reference.— 

“For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3485.  REFUND  OF  TAX  TO  STATES,  TAX-EXEMPT 
ORGANIZATIONS,  ETC. 

“  (a)  General  Rule. — In  the  case  of  a  person  which 

is — 

“  ( 1 )  the  United  States  or  a  State, 

“(2)  an  organization  (other  than  a  cooperative 
described  in  section  521)  which  is  exempt  from  the  tax 
imposed  by  chapter  1, 

“  (3)  a  foreign  government  or  international  organi¬ 
zation,  or 

“  (4)  a  foreign  central  hank  of  issue, 
if  the  tax  deducted  and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  such  person  during  any  calendar 
quarter  exceeds  the  credit,  if  any,  claimed  by  and  allowable 
to  such  person  under  section  3505  (relating  to  credit  against 
employment  taxes)  for  such  quarter,  the  excess  (together 
with  any  such  excess  for  any  prior  quarter  of  the  same 
calendar  year  with  respect  to  which  no  refund  has  been 
claimed  and  allowed  under  this  section)  shall  he  promptly 
refunded  or  credited  to  such  person  as  an  overpayment  of 
tax.  In  the  case  of  a  person  to  which  paragraph  (4)  ap¬ 
plies,  the  amount  which  may  he  refunded  or  credited  under 
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this  section  shall  not  exceed  the  amount  of  tax  deducted 
and  withheld  under  section  3451  on  interest  paid  on  obliga¬ 
tions  of  the  United  States  which  are  not  held  for,  or  used  in 
connection  with,  the  conduct  of  commercial  banking  functions 
or  other  commercial  activities. 

“(b)  Cross  References. — 

“(1)  For  period  of  limitation  for  filing  claim  under 
this  section,  see  section  6511. 

“(2)  For  presumed  date  of  payment  for  purposes  of 
(A)  period  of  limitation,  see  section  6513(b),  and  (B) 
allowance  of  interest  on  overpayments,  see  section 
6611(d). 

“SEC.  3486.  REFUND  OF  TAX  TO  CORPORATION. 

(a)  General  Rule. — If  the  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received  by 
a  corporation  (other  than  a  corporation  described  in  section 
3485  (a)  )  during  any  quarter  (other  than  the  fourth  quar¬ 
ter)  of  its  taxable  year  exceeds  the  amount  claimed  by  and 
allowable  to  such  corporation  under  section  3487  as  a  credit 
against  its  liability  for  tax  under  this  chapter  for  such  quar¬ 
ter,  the  excess  (together  with  any  such  excess  for  any  prior 
quarter  of  the  same  year  with  respect  to  which  no  refund  has 
been  claimed  and  allowed  under  this  section)  shall  be 
promptly  refunded  or  credited  to  such  corporation  as  an  over¬ 
payment  of  tax.  A  refund  of  tax  shall  be  made  under  this 
section  only  if  claim  therefor  is  filed  after  the  close  of  the 
period  covered  by  the  claim  and  on  or  before  the  last  day 
of  the  taxable  year. 
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“(b)  Cross  Reference. — 

“For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3487.  CREDIT  FOR  TAX  WITHHELD  ON  CORPO¬ 
RATION. 

“  (a)  General  Rule. — Any  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received 
by  a  corporation  (other  than  a  corporation  described  in  sec¬ 
tion  3485  (a)  )  during  a  taxable  year  shall,  to  the  extent  not 
claimed  and  allowable  as  a  credit  or  refimd  to  the  corporation 
under  section  3486,  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against  (but 
not  in  excess  of)  the  tax  for  which  such  corporation  is  liable 
under  this  chapter  in  respect  of  amounts  paid  by  it  during 
such  year. 

“(b)  Dividends  and  Patronage  Dividends  Paid 
During  Taxable  Year. — For  purposes  of  determining  the 
credit  allowable  to  any  corporation  under  subsection  (a) ,  a 
dividend,  or  amount  subject  to  withholding  under  section 
3471,  paid  by  it  may  be  considered  as  having  been  paid 
during  the  taxable  year — 

“(i)  in  the  case  of  a  personal  holding  company,  if 
treated  as  paid  during  such  taxable  year  under  section 
563(b), 

“(2)  in  the  case  of  a  regulated  investment  com- 
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pany,  if  treated  as  paid  dining  such  taxable  year  under 
section  855  (a) , 

“  (3)  in  the  case  of  a  real  estate  investment  trust,  if 
treated  as  paid  during  such  taxable  year  under  section 
858 (a) , or 

(4)  in  the  case  of  a  cooperative  described  in  sec¬ 
tion  1381(a),  if  paid  during  the  payment  period  (as 
defined  in  section  1382  (d)  )  for  such  taxable  year. 

“  (c)  Special  Rule  foe  Corporations  Which  Are 
Members  of  an  Affiliated  Group.— To  the  extent  and 
subject  to  such  conditions  as  may  be  provided  in  regulations 
prescribed  by  the  Secretary  or  bis  delegate,  the  tax  deducted 
and  withheld  under  this  chapter  with  respect  to  amounts 
received  by  a  corporation  which  is  a  member  of  an  affiliated 
group  which  filed  a  consolidated  return  for  the  preceding  tax¬ 
able  year  of  the  affiliated  group  may,  for  purposes  of  this 
section,  be  treated  as  tax  deducted  and  withheld  under  this 
chapter  from  any  corporation  which  is  a  member  of  the 
same  affiliated  group. 

“SEC.  3488.  OBLIGATION  SOLD  BETWEEN  INTEREST-PAY¬ 
MENT  DATES, 

“For  purposes  of  any  credit  or  refund  provided  in  sec¬ 
tion  3484,  3485,  3486,  or  3487,  in  the  case  of  an  obliga¬ 
tion  which  is  sold  or  exchanged  between  interest-payment 
dates  the  amount  required  to  he  deducted  and  withheld  on 
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the  interest  at  the  end  of  the  interest-payment  period  shall 
he  treated  in  the  manner  provided  in  section  39(c). 

“SEC.  3489.  PRESUMPTION. 

“For  purposes  of  establishing  that  any  person  is  entitled 
to  a  credit  or  refund  of  any  tax  required  to  be  deducted  and 
withheld  under  this  chapter  with  respect  to  amounts  received 
by  such  person,  the  correct  amount  of  such  tax  shall,  in  the 
absence  of  evidence  to  the  contrary,  be  presumed  to  have 
been  so  deducted  and  withheld. 

“SEC.  3490.  DEFINITIONS. 

“For  purposes  of  this  chapter — 

“  ( 1 )  Person. — The  term  ‘person’  includes  the 
United  States,  a  State,  a  foreign  government,  and  an 
international  organization. 

“  (2)  State. — The  term  ‘State’  includes  a  State,  the 
District  of  Columbia,  a  possession  of  the  United  States, 
any  political  subdivision  of  any  of  the  foregoing,  and  any 
wholly  owned  agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing. 

“(3)  Foreign  government. — The  term  ‘foreign 
government’  includes  a  foreign  government,  a  politi¬ 
cal  subdivision  of  a  foreign  government,  and  any  wholly 
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owned  agency  or  instrumentality  of  any  one  or  more  of 
the  foregoing. 

“  (4)  Nonresident  alien. — The  term  ‘nonresident 
alien  individual’  includes  an  alien  resident  of  Puerto 
Rico.” 

(2)  Clerical  amendments,  etc  — 

(A)  The  heading  for  subtitle  C  is  amended  to 
read  as  follows: 

“Subtitle  C — Employment  Taxes  and 
Collection  of  Income  Tax  at  Source” 

(B)  The  table  of  chapters  for  subtitle  C  is 
amended  by  striking  out  the  last  line  and  inserting 
in  lieu  thereof  the  following: 

“Chapter  25.  Collection  of  income  tax  at  source  on  interest, 
dividends,  and  patronage  dividends. 
“Chapter  26.  General  provisions  relating  to  employment 
taxes  and  collection  of  income  taxes  at 
source.” 

(C)  The  table  of  subtitles  under  the  heading 
“Internal  Revenue  Title”  at  the  beginning  of  the 
Internal  Revenue  Code  of  1954  is  amended  by 
striking  out  the  third  line  and  inserting  in  lieu 
thereof  the  following: 

“Subtitle  C.  Employment  taxes  and  collection  of  income 
tax  at  source.” 

H.R..  10650 - 14 
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(D)  The  heading  for  chapter  26  (as  redesig¬ 
nated  by  paragraph  (1)  of  this  subsection)  is 
amended  to  read  as  follows: 

“CHAPTER  26— GENERAL  PROVISIONS  RE¬ 
LATING  TO  EMPLOYMENT  TAXES  AND 
COLLECTION  OF  INCOME  TAXES  AT 
SOURCE” 

(b)  Credits  Against  Income  Tax  for  Tax  With¬ 
held. — 

(1)  Allowance  of  credit— Part  IV  of  sub¬ 
chapter  A  of  chapter  1  (relating  to  credits  against  tax) 
is  amended  by  inserting  after  section  38  (added  by 
section  2  of  this  Act)  the  following  new  section: 

“SEC.  39.  TAX  WITHHELD  ON  INTEREST,  DIVIDENDS,  AND 
PATRONAGE  DIVIDENDS. 

“(a)  General  Rule, — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  tax  deducted  and  with¬ 
held  under  chapter  25  (relating  to  withholding  at  source 
on  interest,  dividends,  and  patronage  dividends)  shall  he 
allowed,  to  the  recipient  of  the  amount  with  respect  to  which 
such  tax  was  deducted  and  withheld,  as  a  credit  against  the 
tax  imposed  by  this  subtitle  for  the  taxable  year  in  which 
such  amount  is  received. 

“(b)  Special  Rule  for  Dependent  Children. — If — 
“  ( 1 )  the  taxpayer  for  his  taxable  year  is  entitled 
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to  a  deduction  under  section  151(e)  (1)  (B)  with  re¬ 
spect  to  a  child,  and 

“  (2)  such  child  had,  for  the  calendar  year  ending 
with  or  within  the  taxpayer’s  taxable  year — 

"(A)  gross  income  of  less  than  $600,  and 
“(B)  no  wages  (as  defined  in  section  3401 
(a)  )  with  respect  to  which  withholding  was  re¬ 
quired  under  chapter  24, 

then,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  the  taxpayer  shall  be  entitled  to  the  credit  pro¬ 
vided  by  subsection  (a)  with  respect  to  amounts  received 
by  such  child  during  such  calendar  year,  but  only  if  such 
child  has  not  filed  any  claim  for  credit  or  refund  of  any  por¬ 
tion  of  the  tax  deducted  and  withheld  with  respect  to  such 
amounts. 

“(c)  Apportionment  of  Credit. — For  purposes  of 
subsection  (a) ,  if  an  obligation  is  sold  or  exchanged  between 
interest-payment  dates — 

“  ( 1 )  so  much  of  the  amount  required  to  be  deducted 
and  withheld  on  the  interest  at  the  end  of  the  interest- 
payment  period  as  is  properly  allocable  to  that  part  of 
such  period  which  ends  on  the  date  of  the  sale  or  ex¬ 
change  shall  be  treated  as  an  amount  deducted  and  with¬ 
held  from  the  transferor  on  the  date  of  the  sale  or 
exchange,  and 
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“(2)  so  much  of  such  amount  as  is  properly  al¬ 
locable  to  that  part  of  such  period  which  begins  on  the 
day  after  the  date  of  the  sale  or  exchange  shall  be  treated 
as  an  amount  deducted  and  withheld  from  the  transferee. 
“  (d)  Limitations. — The  credit  provided  by  subsection 
(a)  shall  not  be  allowed — 

“  (1 )  Refund  to  individuals. — To  any  indi¬ 
vidual  with  respect  to  any  amount  of  tax  allowed  him 
as  a  refund  under  section  3484. 

“(2)  Credit  or  refund  to  states,  etc. — To 
any  person  with  respect  to  any  amount  of  tax  allowable 
to  such  person  as  a  credit  or  refund  under  section  3485 
or  as  a  credit  under  section  3505. 

“(3)  Credit  or  refund  to  corporations. — To 
any  person  with  respect  to  any  amount  of  tax  allowed 
such  person  as  a  credit  or  refund  under  section  3486  or 
as  a  credit  under  section  3487. 

“(4)  Certain  dependent  children. — To  any 
person  with  respect  to  any  amount  of  tax  which  has 
been  claimed  and  is  allowable  as  a  credit  to  such 
person’s  parent  by  reason  of  the  provisions  of  subsection 

(b). 

“  (5)  Nominees,  etc. — To  any  person  with  respect 
to  any  amount  of  tax  allowed  such  person  as  a  credit 
under  section  1444  (b) .” 
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(2)  Common  trust  funds— Section  584  (c)  (re¬ 
lating  to  the  income  of  participants  in  the  fund)  is 
amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“(3)  Tax  withheld  at  source  on  interest, 

DIVIDENDS,  AND  PATRONAGE  DIVIDENDS— In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  a  common  trust  fund,  for 
purposes  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with¬ 
held  proportionately  from  each  participant.” 

(3)  Estates  and  trusts— Section  642(a)  (re¬ 
lating  to  special  rules  for  credits  and  deductions  in  the 
case  of  estates  and  trusts)  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“(4)  Tax  withheld  at  source  on  interest, 
dividends,  and  patronage  dividends.— In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  an  estate  or  trust,  for  pur¬ 
poses  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with- 
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held  from  each  beneficiary  in  an  amount  which,  when 
added  to  the  amounts  paid,  credited,  or  required  to  be 
distributed  to  him,  equals  the  amounts  which  would 
have  been  paid,  credited,  or  required  to  be  distributed 
to  him  in  the  absence  of  chapter  25.  Any  tax  under 
chapter  25  which  is  deducted  and  withheld  on  amounts 
received  by  the  estate  or  trust  shall  be  considered  as 
withheld  from  such  estate  or  trust  to  the  extent  it  is 
not  considered  as  withheld  from  a  beneficiary  under 
the  provisions  of  the  preceding  sentence.” 

(4)  Technical  amendments. — 

(A)  Section  164(b)  (l)  (relating  to  deduc¬ 
tion  denied  in  the  case  of  certain  taxes)  is  amended 
by— 

(i)  striking  out  the  word  “and”  at  the  end 
of  subparagraph  (B)  ; 

(ii)  striking  out  the  comma  at  the  end  of 
subparagraph  (0)  and  inserting  and”;  and 

(iii)  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“(D)  the  tax  withheld  at  source  under  chapter 
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25  (relating  to  collection  of  income  tax  at  source 
on  interest,  dividends,  and  patronage  dividends),”. 

(B)  Section  874(a)  (relating  to  allowance  of 
deductions  and  credits  to  nonresident  alien  indi¬ 
viduals)  is  amended  by  striking  “31  and  32”  and 
inserting  in  lieu  thereof  “31,  32,  and  39”. 

(C)  Section  1314(e)  (relating  to  inapplica¬ 
bility  of  part  II  of  subchapter  Q  of  chapter  1  of 
subtitle  A  to  taxes  imposed  by  subtitle  0)  is 
amended  by  striking  “employment  taxes”  and  in¬ 
serting  in  lieu  thereof  “employment  taxes  and 
collection  of  income  tax  at  source”. 

(D)  Section  6211(b)  (1)  (relating  to  rules 
applicable  in  determination  of  deficiency)  is 
amended  by  striking  “31”  and  inserting  in  lieu 
thereof  “31  or  39”. 

(E)  The  table  of  sections  for  part  IV  of  sub¬ 
chapter  A  of  chapter  1  is  amended  by  striking  out 

“Sec.  38.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof 

“Sec.  38.  Investment  in  certain  depreciable  property. 

“Sec.  39.  Tax  withheld  on  interest,  dividends,  and  patronage 
dividends. 

“Sec.  40.  Overpayments  of  tax.” 
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(c)  Interest  and  Dividends  Paid  to  Nonresident 
Aliens,  etc. — 

(i)  Withholding  rate. — 

(A)  Section  1441  (relating  to  withholding  of 
tax  on  nonresident  aliens)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 

“(e)  Treaties. — In  the  case  of  amounts  described  in 
section  3452  (a)  (relating  to  interest) ,  section  3462  (a) 
(relating  to  dividends) ,  and  section  3472  (a)  (relating  to 
patronage  dividends) ,  the  tax  required  to  be  deducted  and 
withheld  under  subsection  (a)  shall  not  by  reason  of  the 
provisions  of  an}^  treaty  be  less  than  20  percent  of  such 
amounts.” 

(B)  Section  1442  (relating  to  withholding  of 
tax  on  foreign  corporations)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “In 
the  case  of  amounts  described  in  section  3452  (a) 
(relating  to  interest) ,  section  3462  (a)  (relating  to 
dividends),  and  section  3472(a)  (relating  to  pa¬ 
tronage  dividends) ,  the  tax  required  to  be  deducted 
and  withheld  under  the  preceding  sentence  shall 
not  by  reason  of  the  provisions  of  any  treaty  be 
less  than  20  percent  of  such  amounts.” 


(2)  Nominees,  etc. — Subchapter  A  of  chapter 
3  (relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section : 

“SEC.  1444.  INTEREST  AND  DIVIDENDS  PAID  TO  NOMI¬ 
NEES;  CREDITS  TO  WITHHOLDING  AGENTS. 

(a)  Withholding  of  Tax  by  Payor. — Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  every 
person  who  pays  amounts  subject  to  withholding  under 
chapter  25  and  who  has  been  notified  by  a  payee  thereof  that 
the  payee  is  a  nominee  required  to  deduct  and  withhold 
on  such  amounts  under  section  1441  or  1442  shall,  in 
lieu  of  the  nominee,  deduct  and  withhold  from  such  amounts 
paid  to  the  nominee  the  tax  required  to  be  deducted  and 
withheld  under  section  1441  or  1442,  in  the  same  manner 
as  if  such  amounts  were  paid  by  such  person  directly  to  the 
beneficial  owner  thereof. 

“  (b)  Credits  to  Withholding  Agents— In  the  case 
of  any  person  who  is  required  to  deduct  and  withhold  tax 
under  section  1441  or  1442  in  respect  of  amounts  received 
by  him  during  any  calendar  year  on  which  tax  was  deducted 
and  withheld  (or,  in  the  case  of  amounts  described  in  section 
39(c)  (1),  was  treated  as  deducted  and  withheld)  under 
chapter  25,  the  taxes  so  deducted  and  withheld  (or  treated 
as  deducted  and  withheld)  under  chapter  25  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be 
allowed  as  a  credit  against  (but  not  in  excess  of)  his  liability 
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for  the  year  in  respect  of  the  taxes  imposed  by  sections  1441 
and  1442.” 

(3)  Clerical  amendment. — The  table  of  sec¬ 
tions  for  subchapter  A  of  chapter  3  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following: 

“Sec.  1444.  Interest  and  dividends  paid  to  nominees ;  credits 
to  withholding  agents.” 

(d)  Ckedit  foe  States  and  Tax-Exempt  Organi- 

ZATIONS. — 

(1)  Allowance  of  credit. — Chapter  26  (gen¬ 
eral  provisions  relating  to  employment  taxes  and  income 
tax  withheld  at  source)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section: 

“SEC.  3505.  SPECIAL  CREDIT  IN  CASE  OF  STATES  OR  TAX- 
EXEMPT  ORGANIZATIONS. 

“  (a)  General  Rule. — In  the  case  of  a  person  which  is 
a  State  (as  defined  in  section  3490(2)  )  or  which  is  an  or¬ 
ganization  (other  than  a  cooperative  described  in  section 
521)  which  is  exempt  from  the  tax  imposed  by  chapter 
1,  the  tax  deducted  and  withheld  under  chapter  25  with 
respect  to  amounts  received  by  it  during  any  calendar 
quarter  shall  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against 
(but  not  in  excess  of)  such  person’s  liability  (after  the 
adjustments,  if  any,  provided  for  in  sections  6205  (a) 
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and  6413(a))  for  such  quarter  in  respect  of  the  taxes 
imposed  by  chapter  21  (Federal  Insurance  Contributions 
Act)  and  by  chapter  24  (collection  of  income  tax  at  source 
on  wages) .  Such  credit  shall  be  allowed  only  if  claim 
therefor  is  made,  in  accordance  with  such  regulations,  at  the 
time  of  the  filing  of  the  return  with  respect  to  the  taxes  under 
chapter  21  and  chapter  24  for  such  quarter. 

“(b)  Obligations  Sold  Between  Interest-Pa  y- 
ment  Dates. — For  purposes  of  this  section,  in  the  case  of 
an  obligation  which  is  sold  or  exchanged  between  interest- 
payment  dates,  the  amount  required  to  be  deducted  and  with¬ 
held  on  the  interest  at  the  end  of  the  interest-pa3unent  period 
shall  be  treated  in  the  manner  provided  in  section  39(c). 
“(c)  Cross  Reference. — 

“For  refund  under  chapter  25,  see  section  3485.” 

(2)  Technical  amendments. — 

(A)  Section  3502  (relating  to  nondeductibil¬ 
ity  of  taxes  in  computing  taxable  income)  is 
amended  by  adding  at  the  end  thereof  the  following 
new  subsection: 

“(c)  The  tax  deducted  and  withheld  under  chapter  25 
shall  not  be  allowed  as  a  deduction  in  computing  taxable 
income  under  subtitle  A  either  to  the  person  deducting  and 
withholding  the  tax  or  to  the  recipient  of  the  amounts  sub¬ 
ject  to  withholding.” 
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(B)  The  table  of  sections  for  chapter  26  is 

amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  3505.  Special  credit  in  case  of  States  or  tax-exempt 
organizations.” 

(e)  Other  Technical  Amendments. — 

(1)  Declaration  of  estimated  income  tax 
by  individuals. — Section  6015  (a)  (relating  to  dec¬ 
laration  of  estimated  income  tax  by  individuals)  is 
amended  by  striking  out  the  period  at  the  end  of  para¬ 
graph  (2)  and  inserting  in  lieu  thereof  “and  amounts  on 
which  tax  is  required  to  he  deducted  and  withheld  under 
chapter  25.”. 

(2)  Adjustment  of  tax;  underpayment. — 

(A)  Subsection  (a)  (1)  of  section  6205  (re¬ 
lating  to  special  rules  relating  to  assessment  of  em¬ 
ployment  taxes)  is  amended  by  striking  out  “or 
3402  is  paid  with  respect  to  any  payment  of 
wages  or  compensation,”  and  inserting  in  lieu  there¬ 
of  “3402,  3451,  3461,  or  3471  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  divi¬ 
dends,  or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is  amended 
by  striking  out  “or  3402  is  paid  or  deducted  with  re¬ 
spect  to  any  payment  of  wages  or  compensation” 
and  inserting  in  lieu  thereof  “3402,  3451,  3461,  or 
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3471  is  paid  or  deducted  with  respect  to  any  pay¬ 
ment  of  remuneration,  interest,  dividends,  or  other 
amounts”. 

(0)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6205.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  C.” 

(D)  The  table  of  sections  for  subchapter  A  of 
chapter  63  is  amended  by  striking  out 

“Sec.  6205.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6205.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(3)  Use  of  government  depositaries— Section 
6302  (c)  (relating  to  use  of  Government  depositaries) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  sentence:  “The  Secretary  or  his  delegate  shall 
not  require  the  deposit  under  this  subsection  of  any 
tax  deducted  and  withheld  under  chapter  25  (relating 
to  collection  of  income  tax  at  source  on  interest,  divi¬ 
dends,  and  patronage  dividends)  in  a  Government 
depositary  before  the  last  day  prescribed  in  section  3481 
for  payment  of  the  tax.” 

(4)  Excessive  withholding. — Section  6401 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


222 


(b)  (relating  to  excessive  withholding)  is  amended  to 
read  as  follows: 

“(b)  Excessive  Withholding. — If  the  amounts  al¬ 
lowable  as  credits  under  section  31  (relating  to  credit  for  tax 
withheld  at  source  under  chapter  24)  and  section  39  (relat¬ 
ing  to  credit  for  tax  withheld  on  interest,  dividends,  and 
patronage  dividends  under  chapter  25)  exceed  the  taxes 
imposed  by  chapter  1  against  which  such  credits  are  allow¬ 
able,  the  amount  of  such  excess  shall  be  considered  an  over¬ 
payment.” 

(5)  Adjustment  of  tax;  overpayment. — 

(A)  Subsection  (a)  (1)  of  section  6413  (re¬ 
lating  to  special  credit  and  refund  rules  applicable 
to  certain  employment  taxes)  is  amended  by  striking 
out  “or  3402  is  paid  with  respect  to  any  payment 
of  remuneration,”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  dividends, 
or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is 
amended — 

(i)  By  striking  from  the  heading  of  such 
subsection  the  words  “of  Certain  Employ¬ 
ment  Taxes”;  and 

(ii)  By  striking  out  “or  3402  is  paid  or 
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deducted  with  respect  to  any  payment  of 
remuneration”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  or  deducted 
with  respect  to  any  payment  of  remuneration, 
interest,  dividends,  or  other  amounts”. 

(0)  The  following  new  subsection  is  added  at 
the  end  of  such  section: 

“(e)  Cross  Beferences. — 

“For  special  refunds  or  credits  of  tax  withheld  on 
interest,  dividends,  or  patronage  dividends  under  chapter 
25,  see  sections  3484, 3485, 3486, 3487,  and  3505.” 

(D)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6413.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  C  ” 

(E)  The  table  of  sections  for  subchapter  B  of 
chapter  65  is  amended  by  striking  out 

“Sec.  6413.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6413.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(6)  Overpayment  not  deducted  and  with¬ 
held. — Section  6414  (relating  to  income  tax  withheld) 
is  amended  by  striking  “chapter  3”  and  inserting  in  lieu 
thereof  “chapter  3  or  25”. 
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(7)  Time  tax  considered  paid. — Section  6513 
(b)  (relating  to  time  tax  considered  paid)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sen¬ 
tences:  “For  purposes  of  section  6511  or  6512,  any 
tax  deducted  and  withheld  under  chapter  25  which  is 
allowable  under  section  39,  3484,  3485,  or  3486 
as  a  credit  against  tax  or  as  a  refund  of  an  overpayment 
(or  an  amount  treated  as  an  overpayment)  of  the  tax 
imposed  by  chapter  1  shall,  in  respect  of  the  person  en¬ 
titled  to  such  credit  or  refund,  be  deemed  to  have  been 
paid  by  him  on  the  last  day  prescribed  for  filing  the  re¬ 
turn  (determined  without  regard  to  any  extension  of 
time  for  filing  such  return)  of  tax  under  chapter  1  for 
his  taxable  year  in  which  the  amount  subject  to  with¬ 
holding  under  chapter  25  is  received  by  him  or,  if  such 
person  has  no  taxable  year,  on  the  fifteenth  day  of  the 
fifth  calendar  month  following  the  close  of  such  person’s 
annual  accounting  period  within  which  such  amount 
is  received  by  him.  In  the  case  of  an  amount  allowable 
as  a  credit  under  section  39  (b)  to  the  parent  of  a  child, 
such  amount  shall,  if  claimed  by  the  parent,  be  deemed 
to  have  been  paid  on  the  last  day  for  filing  his  return 
(determined  without  regard  to  any  extension  of  time 
for  filing  such  return)  for  his  taxable  year  which  begins 
with  or  within  the  calendar  year  in  which  amounts  sub- 
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ject  to  withholding  under  chapter  25  were  received  by 
the  child/’ 

(8)  Failuee  to  pay  estimated  income  tax.— 
(A)  Individuals— Subsections  (e)  and  (f) 
of  section  6654  (relating  to  failure  by  individual  to 
pay  estimated  income  tax)  are  amended  to  read  as 
follows : 

“  (e)  Application  of  Section  in  Case  of  With¬ 
held  Taxes. — For  purposes  of  applying  this  section — 

“(1)  the  estimated  tax  shall  be  computed  without 
any  reduction  for  amounts  which  the  individual  estimates 
as  his  credits  under  section  31  (relating  to  tax  withheld 
at  source  on  wages )  and  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  dividends)  ; 
and 

“  (2)  the  amount  of  the  credits  allowed  under  sec¬ 
tions  31  and  39  for  the  taxable  year  shall  be  deemed 
a  payment  of  estimated  tax,  and  an  equal  part  of  such 
amount  shall  be  deemed  paid  on  each  installment  date 
(determined  under  section  6153)  for  such  taxable  year, 
unless  the  taxpayer  establishes  the  dates  on  which  all 
amounts  were  actually  withheld  (or  in  the  case  of 
amounts  described  in  section  39(c)  (1),  were  treated 
as  withheld) ,  in  which  case  the  amounts  so  withheld 
H.R.  10650 - 15 
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shall  be  deemed  payments  of  estimated  tax  on  such 
dates. 

“(f)  Tax  Computed  After  Application  of 
Credits  Against  Tax. — For  purposes  of  subsections  (b) 
and  (d),  the  term  ‘tax’  means  the  tax  imposed  by  chapter 
1  reduced  by  the  credits  against  tax  allowed  by  part  IV  of 
subchapter  A  of  chapter  1,  other  than  the  credits  against 
tax  provided  by  section  31  (relating  to  tax  withheld  on 
wages)  and  section  39  (relating  to  tax  withheld  on  interest, 
dividends,  and  patronage  dividends) .” 

(B)  Corporations— Section  6655  (relating 
to  failure  by  corporation  to  pay  estimated  income 
tax)  is  amended — 

(i)  by  striking  out  the  period  at  the  end 
of  subsection  (e)  (2)  (B)  and  inserting  in  lieu 
thereof  “,  other  than  the  credit  against  tax 
provided  by  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  divi¬ 
dends).”;  and 

(ii)  by  redesignating  subsection  (f)  as 
subsection  (g)  and  inserting  after  subsection 
(e)  the  following  new  subsection: 

“(f)  Application  of  Section  in  Case  of  Tax 
Withheld  on  Interest,  Dividends,  and  Patronage 
Dividends. — For  purposes  of  applying  this  section — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


227 


“(1)  the  estimated  tax  shall  be  computed  without 
any  reduction  for  the  amount  which  the  corporation 
estimates  as  its  credit  under  section  39  (relating  to  tax 
withheld  on  interest,  dividends,  and  patronage  divi¬ 
dends)  ;  and 

“(2)  the  amount  of  the  credit  allowed  under  sec¬ 
tion  39  for  the  taxable  year  shall  be  deemed  a  payment 
of  estimated  tax,  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date  (determined 
under  section  6154)  for  such  taxable  year,  unless  the 
corporation  establishes  the  dates  on  which  all  amounts 
were  actually  withheld  (or  in  the  case  of  amounts  de¬ 
scribed  in  section  39  (c)  (1) ,  were  treated  as  withheld) , 
in  which  case  the  amounts  so  withheld  shall  be  deemed 
payments  of  estimated  tax  on  such  dates.” 

(9)  Penalty  for  filing  fraudulent  exemp¬ 
tion  certificate— Section  7205  (relating  to  fraudu¬ 
lent  withholding  exemption  certificate  or  failure  to  sup¬ 
ply  information)  is  amended  by  adding  the  following- 
new  sentence  at  the  end  thereof:  “Any  person  who 
willfully  files  an  exemption  certificate  with  any  with¬ 
holding  agent  under  section  3483,  on  which  the  certifica¬ 
tion  is  known  by  him  to  he  fraudulent  or  to  be  false  as 
to  any  material  matter,  or  who  is  required  to  file  a  notice 
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under  subsection  (a)  (3)  (B)  of  section  3483  and  who 
willfully  fails  to  provide  such  notice  in  the  maimer,  at 
the  time,  and  showing  the  information  required  under 
such  subsection  (a)  (3)  (B),  or  the  regulations  pre¬ 
scribed  thereunder,  shall,  in  lieu  of  any  penalty  otherwise 
provided,  upon  conviction  thereof,  be  fined  not  more  than 
$500,  or  imprisoned  not  more  than  1  year,  or  both.” 

(10)  Offenses  with  respect  to  collected 
taxes. — The  last  sentence  of  section  7215  (b)  (relating 
to  offenses  with  respect  to  collected  taxes)  is  amended  to 
read  as  follows:  “For  purposes  of  paragraph  (2) ,  a  lack 
of  fimds  existing  immediately  after  the  payment  of  wages 
or  amounts  subject  to  withholding  under  chapter  25 
(whether  or  not  created  by  the  payment  of  such  wages 
or  amounts)  shall  not  be  considered  to  be  circumstances 
beyond  the  control  of  a  person.” 

(11)  Definition  of  withholding  agent. — Sec¬ 
tion  7701  (a)  (16)  (defining  the  term  “withholding 
agent”)  is  amended  by  striking  out  “or  1461”  and  in¬ 
serting  in  lieu  thereof  “1461,  3451,  3461,  or  3471”. 
(f)  Effective  Dates. — 

(i)  General  rule. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  the  provisions  of  this  section  shall  apply  in 
the  case  of  interest  and  dividends  paid  on  or  after  Jan¬ 
uary  1,  1963. 
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(2)  Special  rules.— 

(A)  In  the  case  of  transferable  obligations  de¬ 
scribed  in  paragraph  (1)  or  (6)  of  section  3452  (a) 
of  the  Internal  Revenue  Code  of  1954,  the  provi¬ 
sions  of  this  section  shall  apply  only  to  interest  paid 
with  respect  to  interest-payment  periods  commenc¬ 
ing  on  or  after  January  1,  1963. 

(B)  The  provisions  of  this  section  shall  apply 
to  amounts  described  in  section  3472  of  such  Code 
paid  on  or  after  January  1,  1963,  with  respect  to 
patronage  occurring  on  or  after  the  first  day  of  the 
first  taxable  year  of  the  cooperative  beginning  on 
or  after  January  1,  1963. 

SEC.  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN  FOR¬ 
EIGN  ENTITIES. 

(a)  Information  To  Be  Furnished  by  Individ¬ 
uals,  Domestic  Corporations,  etc.,  With  Respect 
to  Certain  Foreign  Corporations. — Section  6038  is 
amended  to  read  as  follows: 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  CORPORATIONS. 

“  (a)  Requirement.— 

“(1)  In  general. — Every  United  States  person 
shall  furnish,  with  respect  to  any  foreign  corporation 
which  such  person  controls  (within  the  meaning  of 
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subsection  (d)  (1)  ) ,  such  information  as  the  Secretary 
or  his  delegate  may  prescribe  by  regulations  relating  to — 
(A)  the  name,  the  principal  place  of  busi¬ 
ness,  and  the  nature  of  business  of  such  foreign 
corporation,  and  the  country  under  whose  laws 
incorporated ; 

“(B)  the  accumulated  profits  (as  defined  in 
section  902  (c)  )  of  such  foreign  corporation,  in¬ 
cluding  the  items  of  income  (whether  or  not  in¬ 
cluded  in  gross  income  under  chapter  1 ) ,  deductions 
(whether  or  not  allowed  in  computing  taxable  in¬ 
come  under  chapter  1 ) ,  and  any  other  items  taken 
into  account  in  computing  such  accumulated  profits ; 

“(C)  a  balance  sheet  for  such  foreign  corpora¬ 
tion  listing  assets,  liabilities,  and  capital; 

“(D)  transactions  between  such  foreign  cor¬ 
poration  and — 

“  (i)  such  person, 

“  (ii)  any  other  corporation  which  such 
person  controls,  and 

“  (iii)  any  United  States  person  owning, 
at  the  time  the  transaction  takes  place,  10  per¬ 
cent  or  more  of  the  value  of  any  class  of  stock 
outstanding  of  such  foreign  corporation;  and 
“(E)  a  description  of  the  various  classes  of 
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stock  outstanding,  and  a  list  showing  the  name  and 
address  of,  and  number  of  shares  held  by,  each 
United  States  person  who  is  a  shareholder  of  record 
owning  at  any  time  during  the  annual  accounting 
period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or 
related  in  nature  to  that  specified  in  the  preceding 
sentence. 

“  (2)  Period  for  which  information  is  to  be 
furnished,  etc. — The  information  required  imder  para¬ 
graph  ( 1 )  shall  be  furnished  for  the  annual  accounting 
period  of  the  foreign  corporation  ending  with  or  within 
the  United  States  person’s  taxable  year.  The  informa¬ 
tion  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe. 

“(3)  Limitation. — No  information  shall  be  re¬ 
quired  to  be  furnished  under  this  subsection  with  respect 
to  any  foreign  corporation  for  any  annual  accounting 
period  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  in  effect  on  the  first  day  of  such 
annual  accounting  period. 
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“(b)  Effect  of  Failure  To  Furnish  Informa¬ 
tion. — 

“  (1)  In  general. — If  a  United  States  person  fails 
to  furnish,  within  the  time  prescribed  under  paragraph 
(2)  of  subsection  (a) ,  any  information  with  respect  to 
any  foreign  corporation  required  imder  paragraph  (1) 
of  subsection  (a) ,  then — 

“  (A)  in  applying  section  901  (relating  to 
taxes  of  foreign  countries  and  possessions  of  the 
United  States)  to  such  United  States  person  for  the 
taxable  year,  the  amount  of  taxes  (other  than  taxes 
reduced  imder  subparagraph  (B)  )  paid  or  deemed 
paid  (other  than  those  deemed  paid  under  section 
904  (d)  )  to  any  foreign  country  or  possession  of  the 
United  States  for  the  taxable  year  shall  be  reduced 
by  10  percent,  and 

“(B)  in  applying  sections  902  (relating  to 
foreign  tax  credit  for  corporate  stockholder  in 
foreign  corporation)  and  957  (relating  to  special 
rules  for  foreign  tax  credit)  to  any  such  United 
States  person  which  is  a  corporation  (or  to  any  per¬ 
son  who  acquires  from  any  other  person  any  portion 
of  the  interest  of  such  other  person  in  any  such  foreign 
corporation,  but  only  to  the  extent  of  such  portion) 
for  any  taxable  year,  the  amount  of  taxes  paid  or 
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deemed  paid  by  each  foreign  corporation  with  re¬ 
spect  to  which  such  person  is  required  to  furnish 
information  during  the  annual  accounting  period  or 
periods  with  respect  to  which  such  information  is 
required  under  paragraph  (2)  of  subsection  (a) 
shall  be  reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice 
by  the  Secretary  or  his  delegate  to  the  United  States 
person,  then  the  amount  of  the  reduction  under  this 
subsection  shall  be  10  percent  plus  an  additional  5  per¬ 
cent  for  each  3-month  period,  or  fraction  thereof,  dur¬ 
ing  which  such  failure  to  furnish  information  continues 
after  the  expiration  of  such  90-day  period. 

“  (2)  Special  rules.— 

“  (A)  No  taxes  shall  be  reduced  imder  this  sub¬ 
section  more  than  once  for  the  same  failure. 

“(B)  For  purposes  of  this  subsection,  the  time 
prescribed  under  paragraph  (2)  of  subsection  (a) 
to  furnish  information  (and  the  beginning  of  the 
90-day  period  after  notice  by  the  Secretary)  shall 
be  treated  as  being  not  earlier  than  the  last  day  on 
which  (as  shown  to  the  satisfaction  of  the  Secretary 
of  his  delegate)  reasonable  cause  existed  for  failure 
to  furnish  such  information. 

“(0)  In  applying  subsections  (a)  and  (b)  of 
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section  902,  and  in  applying  subsection  (a)  of  sec¬ 
tion  956,  the  reduction  provided  by  this  subsec¬ 
tion  shall  not  apply  for  purposes  of  determining  the 
amount  of  accumulated  profits  in  excess  of  in¬ 
come,  war  profits,  and  excess  profits  taxes. 

“(c)  Two  or  More  Persons  Required  To  Furnish 
Information  With  Respect  to  Same  Foreign  Cor¬ 
poration. — Where,  but  for  this  subsection,  two  or  more 
United  States  persons  would  be  required  to  furnish  informa¬ 
tion  under  subsection  (a)  with  respect  to  the  same  foreign 
corporation  for  the  same  period,  the  Secretary  or  his  dele¬ 
gate  may  by  regulations  provide  that  such  information  shall 
be  required  only  from  one  person.  To  the  extent  practicable, 
the  determination  of  which  person  shall  furnish  the  informa¬ 
tion  shall  be  made  on  the  basis  of  actual  ownership  of  stock. 
“(d)  Definitions. — For  purposes  of  this  section — 
“(i)  Control. — A  person  is  in  control  of  a  cor¬ 
poration  if  such  person  owns  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote,  or  more  than  50  per¬ 
cent  of  the  total  value  of  shares  of  all  classes  of  stock, 
of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation 
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which  in  turn  owns  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  another  corporation,  or  owns  more  than  50  per¬ 
cent  of  the  total  value  of  the  shares  of  all  classes  of  stock 
of  another  corporation,  then  such  person  shall  be 
treated  as  in  control  of  such  other  corporation.  For 
purposes  of  this  paragraph,  the  rules  prescribed  by 
section  318(a)  for  determining  ownership  of  stock 
shall  apply;  except  that  clause  (i)  of  section  318(a) 
(2)  (C)  shall  be  applied  without  regard  to  the  50  per¬ 
cent  limitation  contained  in  such  section. 

“  (2)  Annual  accounting  period. — The  annual 
accounting  period  of  a  foreign  corporation  is  the  annual 
period  on  the  basis  of  which  such  corporation  regularly 
computes  its  income  in  keeping  its  books. 

“(e)  Cross  References.— 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’, 
see  section  7701(a)  (30).” 

(b)  Information  as  to  Organization  or  Reor¬ 
ganization  of  Foreign  Corporations  and  as  to  Ac¬ 
quisitions  of  Tiieir  Stock.— Section  6046  (relating  to 
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returns  as  to  creation  or  organization,  or  reorganization,  of 
foreign  corp orations)  is  amended  to  read  as  follows: 

“SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGAN¬ 
IZATION  OF  FOREIGN  CORPORATIONS  AND 
AS  TO  ACQUISITIONS  OF  THEIR  STOCK. 

“  (a)  Requirement  of  Return. — A  return  comply¬ 
ing  with  the  requirements  of  subsection  (b)  shall  be  made 
by- 

“(1)  each  United  States  citizen  or  resident  who 
is  an  officer  or  director  of  a  foreign  corporation  on  Jan¬ 
uary  1,  1963,  or  who  becomes  such  an  officer  or  director 
at  any  time  after  such  date, 

“(2)  each  United  States  person  who  on  January 
1,  1963,  owns  5  percent  or  more  in  value  of  the  stock 
of  a  foreign  corporation,  or  who,  at  any  time  after  such 
date — 

“  (A)  acquires  stock  which,  when  added  to  any 
stock  owned  on  January  1,  1963,  has  a  value  equal 
to  5  percent  or  more  of  the  value  of  the  stock  of  a 
foreign  corporation,  or 

“(B)  acquires  an  additional  5  percent  or  more 
in  value  of  the  stock  of  a  foreign  corporation,  and 
“  (3)  each  person  who  at  any  time  after  January  1, 
1963,  becomes  a  United  States  person  while  owning 
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5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation. 

"(b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  corporation,  such 
information  as  the  Secretary  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carrying  out  the  pro¬ 
visions  of  the  income  tax  laws. 

"  (c)  Ownership  op  Stock. — For  purposes  of  subsec¬ 
tion  (a)  (2)  and  (3) ,  stock  owned  directly  or  indirectly  by 
a  person  (including,  in  the  case  of  an  individual,  stock  owned 
by  members  of  his  family)  shall  be  taken  into  account.  For 
purposes  of  the  preceding  sentence,  the  family  of  an  indi¬ 
vidual  shall  be  considered  as  including  only  his  brothers 
and  sisters  (whether  by  the  whole  or  half  blood) ,  spouse, 
ancestors,  and  lineal  descendants. 

"(d)  Time  for  Filing.— Any  return  required  by  sub¬ 
section  (a)  shall  be  filed  on  or  before  the  90th  day  after 
the  day  on  which,  under  any  provision  of  subsection  (a) ,  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  such  return. 

“(e)  Cross  Reference  — 

“For  provisions  relating  to  penalties  for  violations  of 
this  section,  see  sections  6678  and  7203.” 
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(c)  Civil  Penalty  foe  Falure  To  File  Return.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  6678.  FAILURE  TO  FILE  RETURNS  AS  TO  ORGANIZA¬ 
TION  OR  REORGANIZATION  OF  FOREIGN 
CORPORATIONS  AND  AS  TO  ACQUISITIONS 
OF  THEIR  STOCK. 

(a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6046  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does 
not  show  the  information  required  pursuant  to  such  section, 
shall  pay  a  penalty  of  $1,000,  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause. 

“  (b)  Deficiency  Procedures  Not  To  Apply. — Sub¬ 
chapter  B  of  chapter  63  (relating  to  deficiency  procedure 
for  income,  estate,  and  gift  taxes)  shall  not  apply  in  respect 
of  the  assessment  or  collection  of  any  penalty  imposed  by 
subsection  (a) .” 

(d)  Technical  Amendments. — 

a)  Section  318(b)  (relating  to  cross  references) 
is  amended  by  striking  out  “and”  at  the  end  of  paragraph 
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(5)  ,  by  striking-  out  the  period  at  the  end  of  paragraph 

(6)  and  inserting  in  lieu  thereof  and”,  and  by  add¬ 
ing  at  the  end  thereof  the  following : 

“(7)  section  6038(d)(2)  (relating  to  information  with 
respect  to  certain  foreign  corporations).” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 

of  subchapter  A  of  chapter  61  is  amended  by  striking 

out 


“Sec.  6046.  Returns  as  to  creation  or  organization,  or  re¬ 
organization,  of  foreign  corporations.” 

and  inserting  in  lieu  thereof 

“Sec.  6046.  Returns  as  to  organization  or  reorganization  of 
foreign  corporations  and  as  to  acquisitions  of 
their  stock.” 

( 3 )  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  6678.  Failure  to  file  returns  as  to  organization  or  re¬ 
organization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stock.” 

(e)  Effective  Date. — 

(1)  The  amendments  made  by  subsection  (a)  shall 
apply  with  respect  to  annual  accounting  periods  of 
foreign  corporations  beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall 
take  effect  on  January  1,  1963. 
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1  SEC.  21.  TREATIES. 

2  Section  7852  (d)  of  the  Internal  Revenue  Code  of  1954 

3  (relating  to  treaty  obligations)  shall  not  apply  in  respect  of 

4  any  amendment  made  by  this  Act. 
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14V  UNITED  NATIONS.  Both  Houses  received  the  Presidents  annual  report  cover j 
^U.  S.  participation  in  the  United  Nations  during  i960  (H.  Doc.  202).  pp. 

813,  3912 

15.  FOREIGN  AID.  Sen,  McGee  inserted  an  editorial*  "Fear  and  Foreign  Aid^"  pp, 

3834*^5  j 

16,  MONOPOLIES.  Sen.  Kefauver  submitted  for  printing  a  report  of  the/Judiciary  Com¬ 

mittee,  'h^ntitrust  and  Monopoly  Activities,  1961"  (S.  Rept.  1394) ,  p.  3819 

17*  INTERGOVERNMENTAL  RELATIONS.  Sens.  Ervin,  Mundt,  and  Muskie  Were  reappointed 
members  of  the^  Commission  on  Intergovernmental  Relations.  3890 

ITEMS  IN  APPENDIX 

18.  RESEARCH.  Extensioiryof  remarks  of  Sen.  Carroll  inserting  his  statement  before 

the  Senate  Appropriations  Committee  urging  funds  for/the  Cooperative  Fishery- 
Research  Unit  at  Colorado  State  University,  and  for/a  fish  pesticide  laboratory 
at  Ft.  Collins,  ColoradV  pp,.  A1968,  A197§ 

19.  FOREIGN  TRADE.  Extension  of  remarks  of  Sen.  Kefauver  inserting  an  article  and 

stating  that  it  "  shows  why  S .  partnership  with  the  Common  Market  would  be 
really  a  blessing,  not  a  curse  as  some  ^woulcynave  us  believe."  pp.  A1972-1; 

20.  FOREST  SERVICE.  Extension  of  remarks  of  Bfep.  Mclntire  commending  Richard  Mc- 

Ardle,  Chief  of  the  Forest  Servic^.  for  Tnis. . .personal  integrity  and  leader- 
ship,"  and  Secretary  Freeman  for  his  appointment  of  a  "capable  career  man,  Ed. 
Cliff,  to  succeed  Chief  McArdle."  pto/ A1978-9 

21.  TAXATION.  Extension  of  remarks  of  R^p.  \)ominick  inserting  an  article,  "Admini¬ 

stration’s  Tax  Aid:  Just  Adding  to  Business  Burdens."  p.  A1979 

22.  RURAL  LIBRARIES.  Extension  of  remarks  of  Reto,  Elliott  giving  a  summation  of  the 

accomplishments  under  the  rur^l  Library  Services  Act.  pp.  A1988-9 

23.  PUBLIC  WELFARE.  Extension  of  remarks  of  Rep.  Gr&en  discussing  the  provisions  of 

H.  R.  10606,  to  extend  ancr  improve  the  public  assistance  and  child  welfare 
services  programs  of  the/Social  Security  Act.  p.\2003 

2ii.  DAIRY.  Extension  of  remarks  of  Rep.  Flood  inserting  an  article,  "His  Diary’s 
All  Dairy — Forty  Font  Man  Went  from  Milker  to  State  Inspector  While  Serving 
Over  5>0  Years  in  Milk  Industry."  pp.  A2016-7 

2fi>.  PERSONNEL;  PAY.  Extension  of  remarks  of  Rep,  Roudebush  criticizing  the  admini¬ 
stration’s  proposed  salary  increase  bill,  saying,  "This  pay  raise,  mislabled  a 
pay  reform,  offers  tremendous  salary  boosts  to  high  grades  of^anployees,  but 
little  or  no/nelp  for  the  low  paid  Government  workers,"  and  inserting  an  article 
"The  Case  0/  Federal  Pay  Increases."  pp.  A2021-2 

26.  WATER  POLLUTION.  Extension  of  remarks  of  Rep.  Tollefson  criticizing' 
recent  decision  on  water  pollution  by  the  pulp  and  paper  industry  on' 

Sound/  and  inserting  an  editorial,  "After  a  Quick  Look."  p.  A200U 


27.  Fi 


'PROGRAM.  Extension  of  remarks  of  Rep.  Hoeven  inserting  the  results  of  an 
lion  po3L.by  the  Farm  Journal  on  the  farm  program  and  several  alternative^, 
ip.  A2009-10 


CONSERVATION  PROGRAMe  Extension  of  remarks  of  Rep.  Elliott  discussing  the 
cultural  conservation  program  and  urging  "a  $25>0  million  advanced  author! 


for\the  agricultural  conservation  program  in  1963  in  lieu  of  the  $l£0 
requ&pted  in  the  Presidents  budget."  p.  A2011 


BILLS  INTRODUCED 


29. 


COOPERAT IVES 5  TAXATION.  H.  R.  106£0,  by  Rep.  Mills,  the  proposed  Revenue  Act  of 
19625  to  Ways  and  Means  Committee  (Mar.  12).  The  bill  provides  that  a  coopera¬ 
tive  will  be  permitted  to  take  a  deduction  for  cash  dividends  or  dividends  paid 
in  the  form  of  written  notices  of  allocation  (so-called  script).  A  written 
notice  of  allocation  will  be  deductible  only  if  it  is  either  payable  in  cash 
within  90  days  at  the  option  of  the  patron  or  the  patron  has  consented  to  in¬ 
clude  the  amount  of  this  written  allocation  in  his  own  income.  The  consent  of 
the  patron  may  be  a  written  consent  which  may  be  given  and  remain  in  effect  un¬ 
less  it  is  revoked,  or  the  patron  who  is  a  member  of  the  cooperative  may  con¬ 
sent  to  this  inclusion  by  the  cooperative  adopting  a  bylaw  requiring  all  patron 
members  to  pay  tax  on  w  ritten  notices  of  allocation.  Provides  that  both  cash 
dividends  (other  than  those  of  consumer  cooperatives)  and  noncash  patronage 
dividends  will  be  subject  to  a  withholding  tax  at  a  rate  of  20  percent,  and  tlf 
patron  may  take  credit  on  his  tax  return  for  the  amount  withheld*  Provides  thal 
the  amounts  withheld  may  be  retained  by  the  withholding  agent  until  1  month 
after  the  end  of  the  quarter  in  which  the  dividends  or  interest  are  paid. 


30.  REA.  S.  3001,  by  Sen.  Hill,  to  amehd  thj/ definiation  of  the  term  "telephone 

service"  as  used  in  title  II  of  theNbural  Electrification  Act  of  1936,  as  amend 
ed;  to  Agriculture  and  Forestry  Committee. 


31*  RECREATION.  S.  300li,  by  Sen,  Engl/^  to  Authorize  the  establishment  of  the 
Whiskeytown  National  Recreation  Area  in  the  State  of  California;  to  Interior 
and  Insular  Affairs  Committee./ Remarks  of\en.  Engle  pp.  3820-1 


32.  SOYBEANS.  H.  R.  10761,  by  R&p,  Findley,  to  support  the  price  of  soybeans;  to 
House  Agriculture  Committee.  Remarks  of  authoAp.  395# 


33.  MEAT  INSPECTION.  H.  R.  /o770,  by  Rep.  Sullivan,  t\amend  the  Meat  Inspection  4 
Act  to  extend  its  coverage  la  certain  areas;  to  Agriculture  Committee. 


3U.  EMPLOYMENT.  H.  R.  1678U,  by  Rep.  Kowalski,  to  establish  a  Commission  on  Equal 
Employment  Opportunity  to  encourage  and  enforce  a  policy:  of  equal  job  oppor¬ 
tunity  in  Federal  employment,  in  employment  under  Government  contracts,  and  in 
employment  in  Programs  supported  or  in  facilities  constructed  by  Federal  grants 
in-aid;  to  Education  and  Labor  Committee# 


35.  FOREIGN  TRAf)E.  H.  R.  10787,  by  Rep.  Roosevelt,  to  provide  that\the  Government 
of  the  Uziited  States  shall  furnish  no  aid  or  assistance  to  any  foreign  nation 
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PROGRAM.  H.R.  10788,  by  Rep.  Cooley,  to  amend  section  20U  of  theX^gricul- 
lral  Act  of  195>6;  to  Agriculture  Committee# 


87th  Congress,  2d  Session 


House  Report  No.  1447 


REVENUE  ACT  OF  1962 


REPORT 

OF  THE 

COMMITTEE  ON  WAYS  AND  MEANS 

HOUSE  OF  REPRESENTATIVES 

TO  ACCOMPANY 

H.R.  10650 

A  BILL  TO  AMEND  THE  INTERNAL  REVENUE  CODE  OF 
1954  TO  PROVIDE  A  CREDIT  FOR  INVESTMENT  IN 
CERTAIN  DEPRECIABLE  PROPERTY,  TO 
ELIMINATE  CERTAIN  DEFECTS  AND 
INEQUITIES,  AND  FOR 
OTHER  PURPOSES 


March  16, 1962. — Committed  to  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  and  ordered  to  be  printed 


U.S.  GOVERNMENT  PRINTING  OFFICE 
WASHINGTON  :  1962 


80931 


CONTENTS 


Page 

I.  General  Statement _  1 

II.  Revenue  Estimates _  4 

III.  Investment  Credit _  7 

A.  Reasons  for  provisions _  7 

B.  General  explanation  of  provision _  9 

1.  Summary _ 9 

2.  Qualified  investment _ : _  10 

3.  New  and  used  property _  10 

4.  “Section  38”  property _  11 

5.  Limitation  on  tax  credit _  13 

6.  Certain  dispositions  of  section  38  property _  13 

7.  Election  for  leased  property _  14 

8.  Special  classes  of  taxpayers _  15 

9.  Carryovers  in  the  case  of  certain  corporate  ac¬ 

quisitions _  15 

10.  Effective  date _  16 

IV.  Appearances,  Etc.,  With  Respect  to  Legislation _  16 

A.  Reasons  for  provision _ _  16 

B.  General  explanation  of  provision _  18 

V.  Disallowance  of  Certain  Entertainment,  Etc.,  Expenses _  19 

A.  Reasons  for  provision _  19 

B.  General  explanation  of  provision _  19 

1.  Disallowance  of  expenses  for  entertainment  activi¬ 

ties _  20 

2.  Disallowance  of  expenses  for  entertainment  facili¬ 

ties _ 21 

3.  Business  gifts _  23 

4.  Disallowance  of  expenditures  not  substantiated _  23 

5.  Exceptions  where  disallowance  provisions  will 

not  apply _ _ _  24 

6.  Interest,  taxes,  casualty  losses _ i _  26 

7.  Treatment  of  entertainment-type  facilities _  26 

8.  Meals  and  lodging  while  in  travel  status _  26 

9.  Effective  date _  26 

VI.  Distributions  in  Kind  by  Foreign  Corporations _  26 

A.  Reasons  for  provision _  26 

B.  General  explanation  of  provision _  27 

VII.  Allocation  of  Income  Between  Related  Foreign  and  Domestic 

Organizations _  28 

A.  Reasons  for  provision-.: _  28 

B.  General  explanation  of  provision _  29 

VIII.  Distributions  of  Foreign  Personal  Holding  Companies _  31 

A.  Reasons  for  provision _ 31 

B.  General  explanation  of  provision _  31 

IX.  Mutual  Savings  Banks,  Etc _ - _  32 

A.  Reasons  for  provision _  32 

B.  General  explanation  of  provision _  33 

1.  Additions  to  reserves  for  losses  on  loans _  33 

2.  Treatment  of  pre-1963  reserves _  35 

3.  Distributions  to  shareholders _  36 

4.  Foreclosures  on  property  securing  loans _  36 

5.  Definition  of  domestic  building  and  loan  associa¬ 

tion _  37 

6.  Repeal  of  certain  excise  tax  exemptions _  38 

7.  Effective  date _  38 

m 


IV 


CONTENTS 


Page 

X.  Distributions  by  Foreign  Trusts -  38 

A.  Reasons  for  provision -  38 

B.  General  explanation  of  provision -  40 

XI.  Mutual  Fire  and  Casualty  Insurance  Companies,  Etc -  42 

A.  Reasons  for  provision -  42 

B.  General  explanation  of  provision _  45 

1.  Ordinary  mutual  fire  and  casualty  insurance 

companies _  45 

2.  Example  of  the  tax  treatment  of  mutuals _  46 

3.  Casualty  companies  with  concentrated  windstorm, 

etc.,  risks _ 47 

4.  Small  companies _  48 

5.  Reciprocal  underwriters  and  interinsurers _  48 

6.  Factory  mutual  insurance  companies _  49 

7.  Mutual  marine  insurance  companies _  50 

8.  Effective  dates _  50 

XII.  Domestic  Corporations  Receiving  Dividends  from  Foreign  Cor¬ 
porations _  50 

A.  Reasons  for  provisions -  50 

B.  General  explanation  of  provisions _  52 

1.  Elimination  of  double  allowance _  52 

2.  Dividends  from  U.S.  sources _  53 

3.  Royalty  income  eligible  for  foreign  tax  credit _  53 

4.  Effective  date _ 53 

XIII.  Earned  Income  from  Sources  Outside  the  United  States -  54 

VA.  Reasons  for  provision - : -  54 

B.  General  explanation  of  provision -  55 

1.  Ceiling  on  earned  income  exclusion -  55 

2.  Deferred  compensation _  55 

3.  Pension  income _  56 

4.  Effective  date _  56 

XIV.  Controlled  Foreign  Corporations - - . -  57 

A.  Reasons  for  provision — -  57 

B.  General  explanation  of  provision _  58 

1.  In  general _  58 

2.  Income  derived  from  insurance  of  U.S.  risks _  60 

3.  Income  from  U.S.  patents,  copyrights,  etc _  61 

4.  Net  foreign  base  company  income^ _  61 

5.  Earnings  invested  in  nonqualified  property -  63 

6.  Less  developed  countries _  65 

7.  Foreign  tax  credit _  65 

8.  Adjustments  to  basis  of  stock _  66 

9.  Effective  date _  66 

XV.  Gain  from  Disposition  of  Depreciable  Personal  Property -  66 

A.  Reasons  for  provision _  66 

B.  General  explanation  of  provision - a -  68 

1.  General  rule _ I -  68 

2.  Exceptions _  69 

3.  Dispositions  resulting  in  ordinary  income  where  no 

gain  is  presently  recognized _  70 

4.  Salvage  value _ —  71 

5.  Change  in  method  of  depreciation _  71 

6.  Effective  date _  71 

XVI.  Foreign  Investment  Companies _  72 

A.  Reasons  for  provision _  72 

B.  General  explanation  of  provisions - -  73 

1.  Ordinary  income  treatment  on  sale  of  stock _  73 

2.  Election  to  distribute  income  currently _  75 

3.  Effective  date _  76 

XVII.  Gain  from  Certain  Sales  or  Exchanges  of  Stock  in  Certain  Foreign 

Corporations _  76 

A.  Reasons  for  provision _  76 

B.  General  explanation  of  provision _  77 


CONTENTS  V 

Page 

XVIII.  Tax  Treatment  of  Cooperatives  and  Patrons _  78 

A.  Reasons  for  provision _  78 

B.  General  explanation  of  provision _  79 

1.  Cooperatives  covered  by  provision _  79 

2.  Patronage  dividends _  79 

3.  Qualified  allocation _  80 

4.  Additional  deduction  for  “exempt”  farmers’  coop¬ 

erative _  81 

5.  Treatment  of  patron _  81 

6.  Returns  of  cooperatives _  82 

7.  Effective  date _  82 

XIX.  Inclusion  of  Foreign  Real  Property  in  Base  for  Estate  Tax 

purposes _  83 

A.  Reasons  for  provision _  83 

B.  General  explanation  of  provision _  83 

XX.  Withholding  of  Income  Tax  on  Interest,  Dividends,  and  Patronage 

Dividends _  84 

A.  Reasons  for  provisions _  84 

B.  General  explanation  of  provisions _  86 

1.  General  definitions  of  interest,  dividends  and 

patronage  dividends _  86 

2.  General  exceptions  where  withholding  does  not 

apply- - - - 88 

3.  Exemption  certificates  and  intra-annual  refunds 

and  credits  for  individuals _  89 

4.  Exemption  certificates,  interannual  refunds  and 

credits  for  governments  and  exempt  organiza¬ 
tions _  92 

5.  Credits  or  refunds  for  corporations _  92 

6.  Nonresident  aliens  and  foreign  corporations  in 

the  case  of  nominees _  93 

7.  Obligations  sold  between  interest  payment  dates—  93 

8.  Effective  date _  93 

XXI.  Information  With  Respect  to  Foreign  Organizations _  94 

A.  Reasons  for  provision _  94 

B.  General  explanation  of  provisions _  94 

1.  Annual  information  return _  94 

2.  Information  with  respect  to  organization,  re¬ 

organization,  etc _  95 

3.  Effective  dates _  96 

XXII.  Treaties _  96 

XXIII.  New  Election  to  File  Separate  Returns  Where  Consolidated 

Return  Had  Been  Filed _  96 

For  table  of  contents  for  technical  explanation  of  the  bill,  see  page  a3. 

For  table  of  contents  for  separate  views  of  the  Republicans  on  H.R.  10650, 
and  for  further  views  of  Hon.  Thomas  B.  Curtis,  see  page  b3. 


1  lO'.'lr.'"!  !  HIT l  J4n  n  "*Vi  .'f.T  •  V’t  S 


■x 


18 


ac  iu  ..iv.,  •■ 

<>(  |.  ■'  .  it,’  Hi  ■  ■  Ms  ;>  ” 

.  .  Ji  iftiAiV'.  i  ;ti  vn-*  -nvi  •!,'-(  .1  ’ 

ibivi  <)t‘ 

r  ::  ill.  >M> 

c'lii’.*’  t<((.  -i.l  iidii  ib  *.  In  •»  >ibf  .1 

Jti&t!)  i  K-  in  •  n.  .‘rtl  i) 

;  !  j^  ^.mrtiwiwioq  W»  -irw  v  &  1  *>■'« 

•Jab  .'i 

y*T  •»»;  1:  J  -«t»l  *1  t  it  MfoiH  M  n;,::.  V  no  mi  !  ml  /.!"/. 

1  .‘41  .  :  !  <1‘:  ;  •-  -bq-MMi 

W1  V>  iWtlil  ,  ■I’T  •  l»  iltbi)  H 
i  . .  'i.  ■  ■  ••  /  {* 


E8 

EH 


ft8 


•  tivoKf  SIMM,,  >1  A 
<«<o  W!  ':•>  *  -JMia'v  •  ...THiaO  .ii 
i.  f*i  .’’'i  <»•«  ■  Hi.  <Ui4ii|tmt,il  laiiaaO  ! 

ifv.  <b  .  'i«..  p 


8H 


dii 


■ul,  .  ii’/i  •  tier  ,  .  ' 

abiuilu  '.urn-  k,  '  ?!.•>«  iv. j i •  i  8 

11!  kftiA-  iH  n 

m  nv  it  in  iu.i  •  a  *i  •  -Jr 

Vi.  tc 'i  *I»Vti =1  n  illnV  »  ?. 
n  i  ;  !  ■ .  -xp  .  :-i  .  .n-filfi  bfr-'io  y 

. -.itti\*i«  'H»  «*  .  -  i 

}/  rt*bb  .  .- 

..  ..  .  :  i.  *ril  .  .8 

to  rji’rt'  rraiHioM  .  m|-  *>I  WW  noi  mnotnl  .1/./'' 

.i  -i/  .itrv'l  wto#..  Ox  A 

n  ,noilaoti  .  ..pv  rtt  W  |»‘i1  rfJiw  .n  ir.nii  .*», -  $: 

-■..•I  • 

•ilHW'l  II.  ' 

b»iabdo«ai  .  fr1  m..>  i  «.i  >  •>>  3  yrtV.  .111/ 

*i  l 

.8/  9  ,  ...  >•{  !  in.  ’..(**>  M  i'ViI  •>  \o  •>]. 1  •!'.  T 

(0dd0l  'fl  If  ii  >  '''  i-v  .  innr  ioi  '«•••*  V"  ••  f.O’ 

.®»  j/Sjf  he')  i  4mrn  V  'i  :  i  sw  ui.jvn  ioi  i  tu 

v _ ✓ 


87th  Congress  )  HOUSE  OF  REPRESENTATIVES  f  Report 
2d  Session  J  {  No.  1447 


REVENUE  ACT  OF  1962 


March  16,  1962. — Committed  to  the  Committee  of  the  Whole  House  on  the  State 
of  the  Union  and  ordered  to  be  printed 


Mr.  Mills,  from  the  Committee  on  Ways  and  Means,  submitted  the 

following 

REPORT 

[To  accompany  H.R.  10650] 

The  Committee  on  Ways  and  Means,  to  whom  was  referred  the 
bill  (H.R.  10650)  to  amend  the  Internal  Revenue  Code  of  1954  to 
provide  a  credit  for  investment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities,  and  for  other  purposes,  having 
considered  the  same,  report  favorably  thereon  without  amendment 
and  recommend  that  the  bill  do  pass. 

I.  GENERAL  STATEMENT 

This  bill,  H.R.  10650,  represents  a  major  revision  and  reform  of  our 
Federal  tax  system. 

On  the  one  hand  the  investment  credit  provided  by  this  bill  is 
designed  to^  provide  a  stimulant  to  the  economic  growth  of  this 
country.  This  is  needed  both  to  improve  our  competitive  position 
abroad  and  in  the  long  run  to  raise  our  standard  of  living  at  home. 
On  the  other  hand,  the  other  provisions  of  this  bill  are  designed  to 
improve  the  equity  of  our  tax  structure. 

Estimates  presented  in  part  II  of  this  report  indicate  that  when  the 
provisions  ol  this  bill  are  fully  effective  a  revenue  loss  of  from  $505 
million  to  $775  million  is  expected,  if  no  effect  of  the  provisions  on  the 
national  economy  is  taken  into  account.  The  Treasury  Department 
has  estimated,  however,  that  when  this  effect  is  taken  into  account  the 
bill  will  be  substantially  in  balance. 

On  April  20,  1961,  the  President  sent  to  Congress  a  message  con¬ 
taining  a  series  of  proposals  for  the  revision  of  the  present  tax  laws. 
Most  ol  his  recommendations,  modified  as  your  committee  believed 
desirable,  are  incorporated  in  this  bill. 
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Your  committee  on  May  3,  1961,  began  hearings  on  the  President’s 
proposals.  These  hearings  extended  over  6  weeks  and  the  committee 
received  testimony  and  comments  from  over  400  individuals  and 
organizations.  This  material  is  contained  in  4  volumes  of  over  3,600 
printed  pages.  Following  the  special  hearings,  your  committee  con¬ 
sidered  the  President’s  proposal  in  executive  session  last  year  for  a 
period  of  several  weeks.  Upon  completion  of  its  considerations  at 
that  time  your  committee  made  certain  tentative  decisions  for  incorpo¬ 
ration  in  a  draft  made  public  in  order  to  obtain  the  views  of  interested 
persons.  The  committee  print  containing  these  suggestions  was  re¬ 
leased  to  the  public  on  August  24,  1961,  together  with  a  general 
explanation  of  these  provisions.  That  print  was  given  wide  distri¬ 
bution.  In  the  fall  of  1961  the  staff  met  with  outside  persons  and 
worked  with  the  Treasury  Department  in  obtaining  the  views  of 
interested  parties.  With  the  beginning  of  this  session  of  Congress 
your  committee  immediately  began  a  review  of  these  provisions, 
making  modifications  in  the  earlier  decisions  to  take  into  account  the 
suggestions  and  recommendations  received.  This  bill,  therefore,  rep¬ 
resents  the  decisions  reached  by  your  committee  after  careful  delibera¬ 
tion  over  an  extended  period  of  time. 

The  provisions  contained  in  your  committee’s  bill  can  be  summar¬ 
ized  as  follows: 

(1)  An  investment  credit  against  tax  liability  is  provided.  It 
generally  is  8  percent  of  investments  in  new  tangible  personal 
property  and  certain  other  depreciable  real  property  exclusive  of 
buildings.  A  credit  also  is  available,  however,  for  limited  amounts 
of  used  property  which  is  purchased. 

(2)  A  deduction  is  provided  for  costs  relating  to  appearances 
before,  and  communications  with  a  legislative  body,  legislative 
committee  or  individual  legislator,  if  the  expenses  are  otherwise 
ordinary  and  necessary  business  expenses.  However,  this  does 
not  include  any  advertising  expenses  or  expenses  concerned  with 
political  campaigns. 

(3)  Deductible  expenses  for  entertainment,  amusement,  or 
recreation  generally  are  limited  to  those  directly  related  to  the 
active  conduct  of  a  trade  or  business,  and  in  the  case  of  facilities 
also  to  those  which  are  primarily  used  for  the  furtherance  of  the 
taxpayer’s  trade  or  business.  Limitations  are  also  provided  in 
the  case  of  business  gifts.  In  addition,  rides  are  set  forth  pro¬ 
viding  that  deduction  of  these  expenses  will  be  denied  unless  they 
are  substantiated. 

(4)  Distributions  in  kind  from  foreign  corporations  are  treated 
as  having  a  value  equal  to  the  fair  market  value  of  the  property 
(and  not  the  adjusted  basis  of  this  property  in  the  hands  of  the 
distributing  corporation  where  this  is  lower). 

(5)  Where  goods  are  purchased  or  sold  by  a  domestic  corpora¬ 
tion  to  a  related  foreign  corporation,  the  income  arising  from  these 
transactions  is  to  be  allocated  between  the  parties  on  the  basis  of 
the  location  of  the  assets  used  in  the  operations,  the  payroll 
attributable  to  them  and  the  related  selling  expenses.  This  rule 
will  not  be  used  where  an  arm’s-length  price  can  be  established 
for  the  purchases  or  sales. 

(6)  The  passive  income  of  a  foreign  personal  holding  company 
is  to  be  taxed  to  the  U.S.  shareholders  if  20  percent  or  more  of 
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its  income  is  “foreign  personal  holding  companjr  income”;  and  if 
SO  percent  or  more  of  its  income  is  of  this  type,  then  the  remaining 
income  of  the  company  also  is  to  be  taxed  to  the  shareholders. 

(7)  The  present  tax  treatment  of  mutual  savings  banks,  savings 
and  loan  associations,  etc.,  is  revised  so  that  their  additions  to 
bad  debt  reserves  generally  may  not  exceed  60  percent  of  their 
taxable  income  (before  this  deduction)  or,  if  larger,  an  amount 
bringing  their  reserves  up  to  3  percent  of  loans. 

(8)  Distributions  by  foreign  trusts,  established  by  U.S. 
grantors,  are  to  be  taxed  to  the  U.S.  beneficiaries  in  substantially 
the  same  manner  as  if  they  had  received  this  income  directly 
instead  of  through  the  intermediary  of  a  foreign  trust. 

(9)  Mutual  fire  and  casualty  insurance  companies  are  to  be 
taxed  on  their  “total”  income  less  a  deduction  for  loss  reserves 
equal  to  one-fourth  of  their  underwriting  gain  plus  1  percent  of 
their  insurance  claims.  Most  of  this  reserve  is  not  actually  used 
to  offset  losses,  eventually  will  be  subject  to  tax. 

(10)  Where  a  domestic  corporation  receives  dividends  from  a 
foreign  corporation,  the  amount  included  in  its  tax  base  if  it 
elects  the  foreign  tax  credit  is  to  be,  not  only  the  dividend  itself, 
but  also  the  tax  paid  by  the  foreign  corporation  as  well. 

(11)  The  unlimited  exclusion  lrom  U.S.  tax  of  income  earned 
abroad  by  U.S.  citizens  who  are  bona  fide  foreign  residents  is 
reduced  to  $35,000  ($20,000  for  the  first  3  years).  In  addition, 
the  contributions  which  employees  make  hereafter  toward 
employee  pensions  based  on  foreign  employment  will  be  taxable 
to  the  employee  when  received. 

(12)  Shareholders  of  controlled  foreign  corporations  are  to 
report  for  tax  purposes  the  undistributed  earnings  of  these 
corporations  to  the  extent  they  represent  income  from  insuring 
U.S.  risks,  income  from  patents,  copyrights,  and  exclusive 
formulas  or  processes  developed  in  the  United  States,  passive 
types  of  income  generally,  and  income  from  certain  sales.  In 
these  latter  two  cases  reductions  in  the  income  tax  to  the  share¬ 
holders  are  allowed  lor  investments  of  the  income  in  certain 
businesses  in  less  developed  countries.  To  the  extent  that  the 
shareholders  are  not  taxed  on  the  income  of  the  controlled  foreign 
corporation  under  the  above  provisions,  they  are  to  be  taxed  on 
the  undistributed  earnings  of  controlled  foreign  corporations 
which  are  not  invested  in  substantially  the  same  trade  or  business 
or  invested  in  less  developed  countries  in  new  trades  or  businesses 
or  in  certain  controlled  subsidiaries. 

(13)  In  the  case  of  personal  property  and  most  real  estate, 
other  than  buildings,  when  such  property  is  sold  at  a  gain  this 
gain,  to  the  extent  of  depreciation  taken  in  prior  years,  is  to  be 
treated  as  ordinary  income  for  tax  purposes. 

(14)  When  stock  in  foreign  investment  companies  is  sold,  the 
gain  realized  by  the  U.S.  shareholders  is  to  be  ordinary  income  to 
the  extent  of  the  earnings  and  profits  accumulated  since  1962. 
The  companies  and  shareholders  can  avoid  this  treatment  if  the 
companies  distribute  90  percent  or  more  of  their  taxable  income, 
other  than  capital  gains,  and  the  shareholders  report  the  capital 
gains  whether  distributed  or  not. 
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(15)  Where  there  is  a  redemption  or  liquidation  of  the  stock  of 
a  controlled  foreign  corporation  or  where  stock  in  such  a  corpo¬ 
ration  is  sold,  then  any  gain  to  the  extent  this  gain  represents 
earnings  and  profits  of  the  corporation  accumulated  abroad  is  to 
be  taxed  to  the  principal  shareholders  as  ordinary  income  or  as 
dividends. 

(16)  Cooperatives  are  to  receive  a  deduction  for  patronage 
dividends  paid  to  their  patrons  in  cash  or  by  allocations  if  the 
patron  has  the  option  to  redeem  the  notices  of  allocation  in  cash 
within  a  short  period  of  time  after  they  are  issued,  or  consents  to 
treat  this  income  as  constructively  received  and  reinvested  in  the 
cooperative.  The  patron  may  give  his  consent  individually  in 
writing,  or  the  cooperative  may,  through  its  bylaws,  require  all 
members  (after  notification)  to  give  this  consent.  Where  con¬ 
sent  is  given,  or  where  the  option  to  receive  cash  was  available, 
the  patron  will  be  required  to  pay  taxes  on  the  patronage 
dividends  if  they  arise  from  business  activity. 

(17)  Real  estate  located  outside  of  the  United  States,  in  the 
case  of  citizens  or  residents  of  the  United  States,  is  to  be  included 
in  their  tax  base  for  purposes  of  the  estate  tax  imposed  at  the 
time  of  death. 

(18)  Withholding  is  provided  for  dividends,  most  interest,  and 
patronage  refunds  at  a  rate  of  20  percent.  No  receipts  are 
required  under  this  system  and  exemption  certificates  and  quick 
refunds  provide  for  most  cases  where  there  otherwise  would  be 
overwithholding. 

(19)  Additional  information  is  to  be  provided  the  Treasury 
Department  by  corporations  and  other  businesses  engaged  in 
foreign  operations. 

II.  REVENUE  ESTIMATES 

The  revenue  effect  of  your  committee’s  bill  is  shown  in  tables  1 
through  4  below.  Tables  1  and  2  are  based  upon  income  levels  for 
the  calendar  year  1962,  but  show  the  estimated  revenue  effect  of  the 
bill  when  all  of  the  changes  provided  by  it  are  fully  effective.  Table  1 
does  not  take  into  account  any  effect  the  provisions  of  the  bill  may 
have  on  economic  levels  generally.  Table  2,  on  the  other  hand,  does 
take  such  effects  into  account  but  does  not  reflect  any  change  in 
business  attitude  which  may  be  brought  about  by  the  bill.  Tables  3 
and  4  estimate  the  effect  of  the  bill  on  revenues  in  the  fiscal  year  1963, 
with  table  3  not  taking  into  account  the  effect  of  the  provisions  on 
economic  conditions  and  table  4  taking  such  effect  into  account. 

As  indicated  by  table  1,  the  investment  credit  taken  by  itself  is 
expected  to  result  in  an  annual  loss  of  revenue  (when  fully  effective) 
of  $1,800  million  to  $1,875  million.  The  other  provisions  of  the  bill 
are  expected,  when  fully  effective,  to  offset  from  $1,100  million  to 
$1,295  million  of  this  loss,  leaving  a  net  loss  of  from  $505  million  to 
$775  million.  As  indicated  in  table  2,  the  Treasury  Department 
expects  the  stimulative  effect  of  the  investment  credit  to  substantially 
reduce  the  net  revenue  loss  of  this  provision,  with  the  result  that  the 
revenue  impact  of  the  bill,  over  the  long  run,  will  be  substantially  in 
balance. 
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The  revenue  loss  for  the  fiscal  year  1963  is  expected  to  be  larger 
than  in  the  long  run.  In  large  part  this  is  due  to  the  fact  that  the 
investment  credit,  which  is  the  only  provision  resulting  in  a  revenue 
loss,  is  effective  as  of  the  first  of  1962,  while  most  of  the  other  pro¬ 
visions,  which  are  the  provisions  providing  the  additional  revenue,  are 
not  effective  until  the  first  of  1963.  As  a  result,  it  is  estimated  that  this 
bill  will  result  in  a  revenue  loss  of  from  $1,425  million  to  $1,550  million 
in  the  fiscal  year  1963,  if  no  effect  of  the  provisions  on  the  economy  is 
taken  into  account.  The  Treasury  Department  has  estimated  that 
if  the  effect  of  the  provisions  on  the  economy  is  taken  into  account,  the 
revenue  loss  in  the  fiscal  year  1963  will  be  reduced  to  $660  million. 

Table  \.— Estimated  revenue  effect  of  bill 1 * 3  when  changes  are  fully  effective,  without 
taking  into  account  the  effect  on  the  economy  of  the  provisions 


[In  millions  of  dollars] 


Estimates  of  staff  of — 

Joint  Com¬ 
mittee  on 
Internal 
Revenue 
Taxation 

Treasury 

Department 

Revenue  bill  of  1962: 

Investment  credit . ...  .  .  . .  .  . . 

-1,875 
+5.50 
+160 
+125 
+110 
!  +25 
+30 

+50 

+25 

+25 

-1,800 

+650 

+200 

+125 

+100 

+40 

+35 

3  +85 
+30 
+30 

Withholding  on  dividends  and  interest _ 

Mutual  banks  and  savings  and  loan  associations.. . . .  . 

Entertainment  expenses _ 

Capital  gains  on  depreciable  property .  _  _  _  . 

Mutual  fire  and  casualty  companies _  -  ...  . 

Cooperatives _ _ _ 

Foreign  items: 

Controlled  foreign  corporation _  _ 

Gross-up  of  dividends _  ._  _ 

All  other  items  relating  to  taxation  of  foreign  income,  etc _ 

Total _  _ _ 

-775 

-505 

1  At  levels  of  income  and  in  vestment  estimated  for  the  calendar  year  1962  except  that  the  Treasury  estimate 
of  re  venue  gain  from  change  in  taxation  of  mutual  banks  and  savings  and  loan  associations  is  based  on  income 
levels  for  the  calendar  year  1963.  the  first  year  affected. 

*  Assumes  transitional  period  has  been  completed  for  fire  and  casualty  companies. 

3  The  revenue  estimates  for  the  controlled  foreign  corpor  ation  provision  do  not  take  into  account  additions 
to  the  tax  base,  in  the  form  of  royalties,  rents,  etc.,  which  reliable  evidence  indicates  will  be  forthcoming 
but  which  cannot  be  quantified  with  an  acceptable  degree  of  accuracy. 
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Table  2. — Treasury  Department  estimates  of  revenue  effect  of  bill 1  when  changes 
are  fully  effective  and  taking  into  account  its  estimate  of  effect  on  the  economy  of 
the  provisions 


[In  millions  of  dollars] 

Revenue  bill  of  1962: 

Investment  credit 2 _  —900 

Withholding  on  dividends  and  interest - -  +430 

Mutual  banks  and  savings  and  loan  associations -  + 135 

Entertainment  expenses _  +80 

Capital  gains  on  depreciable  property -  +50 

Mutual  fire  and  casualty  companies -  +25 

Cooperatives _  +25 

Foreign  items: 

Controlled  foreign  corporation  3 _  +85 

Gross-up  of  dividends _  +30 

All  other  items  relating  to  taxation  of  foreign  income,  etc -  +30 


Total _  -10 

1  At  levels  of  income  and  investment  estimated  for  the  calendar  year  1962  except  that  revenue  pain  from 
change  in  taxation  of  mutual  banks  and  savings  and  loan  associations  is  based  on  income  levels  for  the  calen¬ 
dar  year  1963,  the  first  year  affected. 

2  In  estimating  the  net  revenue  cost  of  the  investment  credit,  itsfavorable  effects  on  the  level  of  in  vestment 
were  computed  from  statistical  relationships  in  past  years  between  investment  and  gradual  changes  in  the 
cost  of  capital  goods  (profitability)  and  cash  flow.  This  procedure  thus  does  not  take  into  account  the 
especially  favorable  impact  on  businessmen’s  decisions  to  invest  of  the  sudden  major  improvements  in 
these  factors  resulting  from  the  enactment  of  the  credit.  Taking  this  into  account  should  produce  more 
favorable  effects  and  a  smaller  net  revenue  loss  than  the  table  shows. 

2  The  revenue  estimates  for  the  controlled  foreign  corporation  provision  do  not  take  into  account  additions 
to  the  tax  base,  in  the  form  of  royalties,  rents,  etc.,  which  reliable  evidence  indicates  will  be  forthcoming 
but  which  cannot  be  quantified  with  an  acceptable  degree  of  accuracy. 


Table  3. — Estimated  revenue  effect  of  bill  for  the  fiscal  year  1963,  without  taking 
into  account  the  effect  on  the  economy  of  the  provisions 


[In  millions  of  dollars] 


Estimates  of  staff  of— 

Effective 

date 

Joint  Com¬ 
mittee  on 
Internal 
Revenue 
Taxation 

Treasury 

Depart¬ 

ment 

Revenue  bill  of  1962: 

Investment  credit _  _  ...  _ 

-1,800 

+170 

+10 

+60 

-1,700 

+205 

+65 

Jan.  1, 1962 
Jan.  1, 1963 
Do. 

July  1. 1962 
Jan.  1, 1962 
Jan.  1. 1963 
Do. 

Do. 

Do. 

Do. 

Withholding  on  dividends  and  interest  ...  -  - . 

Mutual  banks  and  savings  and  loan  associations..  .  .  .. 
Entertainment  expenses.  _  _ 

Foreign  items: 

All  other  items  relating  to  taxation  of  foreign  income, 
etc _  . 

+10 

+5 

Total . . .  . 

-1,  550 

-1,425 
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Table  4. —  Treasury  Department  estimates  of  effect  of  bill 1  for  the  fiscal  year  1063 
taking  into  account  its  estimate  of  effect  on  the  economy  of  the  provisions 


[In  millions  of  dollars] 


Estimates  of 
Treasury 
Department 

Effective  date 

Revenue  bill  of  1962: 

Investment  credit 1 _  _ 

-900 

Tail.  1.1962 

Withholding  on  dividends  and  interest-  . . 

+  195 

Jan  1.1903 

Mutual  banks  and  savings  and  loan  associations _  _ _ 

Do 

Entertainment  expenses.... _ _  _ _ 

+40 

July  1,1962 
Jan.  1,1962 

Capital  gains  on  depreciable  property . . . 

Mutual  fire  and  casualty  companies _ _ _ 

Jan.  1,1903 
Do 

Cooperatives. . . . . .  . . . . ;.  _ 

Foreign  items: 

Controlled  foreign  corporations. . . . 

Do. 

Oross-up  of  dividends.  _ _ _  .  _  . 

Do. 

All  other  items  relating  to  taxation  of  foreign  income,  etc  .  ... 

+5 

Do. 

Total . . . . . .  . . 

— G60 

1  In  estimating  t  lip  net  revenue  cost  of  the  investment  credit,  its  favorable  effects  on  the  level  of  investment 
were  computed  from  statistical  relationships  in  past  years  between  investment  and  gradual  changes  in  the 
cost  of  capital  goods  (profitability)  and  cash  flow.  This  procedure  thus  does  not  take  into  account  the 
especially  favorable  impact  on  businessmen's  decisions  to  invest  of  the  sudden  major  improvements  in 
these  factors  resulting  from  the  enactment  of  the  credit.  Taking  this  into  account  should  produce  more 
favorable  effects  and  a  smaller  net  revenue  loss  than  the  table  shows. 

III.  INVESTMENT  CREDIT 

(Sec.  2  of  the  bill — new  secs.  38  and  46-48  of  the  code) 

A.  Heaton*  for  provisions 

The  President  in  his  tax  message  to  Congress  last  year  urged  the 
adoption  of  a  tax  incentive  in  the  form  of  a  credit  against  tax  liability 
for  certain  types  of  investment.  He  renewed  this  request  this  year 
in  both  his  budget  message  and  his  Economic  Report. 

In  his  Economic  Report  the  President  states — 

We  must  scrutinize  our  tax  system  carefully  to  insure  that 
its  provisions  contribute  to  the  broad  goals  of  full  employ¬ 
ment,  growth,  and  equity. 

He  indicates  that  his  legislative  proposals  in  the  tax  field  are  directly 
related  to  these  goals  and  the  corollary  need  for  improvement  in  the 
balance  of  payments.  He  further  states: 

The  centerpiece  of  these  proposals  is  the  8-percent  tax 
credit  against  tax  for  gross  investment  in  depreciable 
machinery  and  equipment.  The  credit  should  be  retroactive 
to  January  1,  1962.  The  tax  credit  increases  the  profit¬ 
ability  of  productive  investment  by  reducing  the  net  cost 
of  acquiring  new  equipment.  It  will  stimulate  investment 
in  capacity  expansion  and  modernization,  contribute  to 
growth  of  our  productivity  and  output,  and  increase  the 
competitiveness  of  American  exports  in  world  markets. 

The  President  also  points  out  that  the  tax  credit  for  investments  is 
in  part  self-financing.  He  indicates  that  the  stimulus  it  provides  to 
new  investments  will  have  favorable  effects  on  the  level  of  economic 
activity  during  the  year  and  that  this  will  in  turn  add  to  Federal 
revenues. 
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The  8-percent  tax  credit  provided  by  this  bill  is  a  complement  to  the 
administration’s  plans  for  revising  the  guidelines  for  the  tax  lives  of 
property  subject  to  depreciation.  It  is  believed  that  the  investment 
credit,  coupled  with  the  liberalized  depreciation,  will  provide  a  strong 
and  lasting  stimulus  to  a  high  rate  of  economic  growth  and  will  pro¬ 
vide  an  incentive  to  invest  comparable  to  those  available  elsewhere 
in  the  rapidly  growing  industrial  nations  of  the  free  world. 

The  Secretary  of  the  Treasury  has  indicated  that  further  deprecia¬ 
tion  revisions  will  be  announced  this  spring.  He  has  specified  that  the 
basic  objective  of  these  revisions  is  to  provide  realistic  tax  lives  in  the 
light  of  past  actual  practices  and  present  and  foreseeable  technological 
innovations  and  other  factors  affecting  obsolescence.  The  Secretary 
has  stated  that  another  facet  of  this  objective  is  to  achieve  a  more 
simple  and  flexible  system  of  depreciation  moving  toward  guideline 
lives  for  broad  classes  of  assets  used  by  each  of  the  industries  in  our 
economy. 

Realistic  depreciation  alone,  however,  is  not  enough  to  provide 
either  the  essential  economic  growth  or  to  permit  American  industry 
to  compete  on  an  equal  basis  with  the  rapidly  growing  industrial 
nations  of  the  free  world.  The  major  industrialized  nations  of  the 
free  world  today  provide  not  only  liberal  depreciation  deductions 
but  also  initial  allowances  or  incentive  allowances  to  encourage  invest¬ 
ment  and  economic  growth.  This  is  true,  for  example,  in  Belgium, 
Canada,  France,  West  Germany,  Italy,  Japan,  the  Netherlands, 
Sweden,  and  the  United  Kingdom. 

The  investment  credit  will  stimulate  investment  because — as  a 
direct  offset  against  the  tax  otherwise  payable — it  will  reduce  the 
cost  of  acquiring  depreciable  assets.  This  reduced  cost  will  stimulate 
additional  investment  since  it  increases  the  expected  profit  from  their 
use.  The  investment  credit  will  also  encourage  investment  because 
it  increases  the  funds  available  for  investment.  Generally,  for  each 
$100  of  investment  business,  because  of  the  tax  credit,  will  have 
$8  more  than  otherwise  would  be  the  case  for  additional  investment. 
Moreover,  since  the  credit  applies  only  to  newly  acquired  assets,  the 
incentive  effect  is  concentrated  on  new  investment  and  no  revenue 
is  lost  in  raising  the  profitability  of  assets  already  held  by  business 
firms.  In  addition,  it  is  the  hope  of  the  committee  that  the  savings 
from  the  credit  itself  also  will  be  used  for  new  investment  in  further 
advancing  the  economy. 

The  investment  credit  provided  by  this  bill  generally  provides  an 
offset  against  the  tax  otherwise  due  equal  to  8  percent  of  the  invest¬ 
ments  made.  It  does  not  affect  the  depreciation,  which  may  be 
taken,  either  initially  or  in  subsequent  years.  As  a  result  the  tax 
credit  concentrates  the  benefit  provided  in  the  initial  year  of  the 
investment,  thereby  maximizing  the  stimulative  effect. 

The  investment  credit  in  the  case  of  most  regulated  public  utilities 
is  in  effect  4  percent  rather  than  8  percent.  The  smaller  credit  is 
provided  in  such  cases  because  much  of  its  benefit  in  these  regulated 
industries  is  likely  to  be  passed  on  in  lower  rates  to  consumers,  thereby 
negating  much  of  the  stimulative  effect  on  investments.  Moreover, 
the  size  of  the  investment  in  regulated  public  utilities,  such  as  electric 
companies,  local  gas  companies,  telephone  companies,  etc.,  will  in 
large  part  be  determined  by  the  growth  of  other  industries,  rather 
than  their  own. 
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In  your  committee’s  consideration  of  the  investment  credit  last 
year  it  was  planned  to  make  the  credit  available  only  with  respect 
to  assets  with  a  life  of  6  years  or  over.  However,  its  review  this  year 
has  convinced  your  committee  that  the  credit  should  be  made  avail¬ 
able  at  least  in  part  for  shorter  lived  assets.  There  is  a  substantial 
volume  of  industrial  equipment  with  lives  of  4  and  5  years,  invest¬ 
ment  in  which  should  also  be  encouraged.  At  the  same  time  your 
committee,  recognized  that,  with  the  more  rapid  turnover  of  short¬ 
lived  assets,  the  plan  as  considered  last  year  would  have  provided  a 
substantially  greater  investment  credit  for  short-lived  assets  than  for 
longer  lived  assets.  For  example,  in  the  case  of  a  $1,000  investment 
in  a  4-year  asset,  which  is  replaced  as  it  wears  out,  three  $80  credits 
could  be  obtained  in  the  same  time  span  in  which  one  $80  credit 
could  be  obtained  in  the  case  of  a  $1,000  investment  in  a  12-year 
asset.  As  a  result  of  these  factors,  your  committee  lias  provided 
that  assets  with  lives  of  from  4  up  to  6  years  are  to  be  taken  into 
account  in  determining  the  allowable  credit  on  the  basis  of  one-third 
of  the  investment  made;  those  with  lives  of  from  6  up  to  8  years  are 
to  be  taken  into  account  on  the  basis  of  two-thirds  of  the  investment 
made;  and  only  those  with  expected  lives  of  8  years  and  over  will 
be  taken  into  account  on  the  basis  of  the  full  investment  for  purposes 
of  the  credit. 

The  bill,  by  limiting  the  credit  principally  to  property  which  is 
new  in  use  will  limit  the  investment  stimulant  primarily  to  provision 
for  new  production  facilities.  However,  because  of  the  greater  de¬ 
pendence  of  small  business  on  used  property,  a  limited  credit  is  also 
made  available  for  used  property  which  is  newly  acquired. 

The  credit  is  available  for  investments  in  most  tangible  personal 
property.  It  also  is  available  for  limited  types  of  real  property,  other 
than  buildings.  The  greater  emphasis  is  placed  on  equipment  and 
machinery  because  it  is  believed  the  need  for  such  investment  is  the 
major  requirement  of  the  economy. 

B.  General  explanation  oj  provision 

1.  Summary. — -The  bill  provides  a  credit  (in  code  sec.  38),  which 
may  be  offset  directly  against  income  tax  liability.  The  credit  gen¬ 
erally  is  an  amount  equal  to  8  percent  of  “qualified  investment”  which 
includes  both  purchases  of  new  equipment,  and  also,  to  a  limited 
extent,  purchases  of  used  equipment.  In  the  case  of  property  with  an 
expected  useful  life  of  4  up  to  8  years,  the  investment  taken  into 
account  in  computing  the  8-percent  credit  is  graduated  from  one-third 
in  the  case  of  the  4-year  assets  up  to  100  percent  in  the  case  of  property 
with  a  useful  life  of  8  years  or  more.  In  the  case  of  most  public 
utilities,  however,  only  half  of  the  investment  as  otherwise  determined 
is  included  in  computing  the  credit. 

The  types  of  property,  whether  new  or  used,  which  are  included  in 
qualified  investment  are  described  as  “section  38  property.”  This 
property  includes  most  tangible  personal  property.  It  also  includes 
certain  real  property,  other  than  buildings  (or  structural  components) 
if  the  property  is  used  directly  in  manufacturing,  production,  trans¬ 
portation,  etc. 

Once  the  amount  of  the  8-percent  credit  against  tax  is  determined, 
the  amount  which  may  be  claimed  in  any  one  year  is  limited  to  the  tax 
liability,  or  if  this  tax  liability  exceeds  $100,000,  the  credit  (to  the 
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extent  it  exceeds  this  amount)  is  limited  to  50  percent  of  the  tax 
liability.  However,  a  5-year  carryforward  is  provided  for  any  of  these 
credits  which  because  of  this  limitation  are  unused.  The  bill  also 
provides  that  where  the  property  is  disposed  of  before  the  end  of  its 
life  as  estimated  for  the  credit  (and  this  is  less  than  8  years)  the  credit 
is  reduced  to  the  amount  which  would  have  been  allowed  initially  had 
the  useful  life  of  the  asset  been  correctly  estimated. 

These  provisions  are  described  briefly  below. 

2.  Qualified  investment. — Investment  which  is  eligible  for  the 
8-percent  investment  credit  is  referred  to  in  the  bill  as  “qualified 
investment”  (sec.  46(c)).  Qualified  investment  includes  both  new 
property  and  a  limited  amount  of  used  property.  Property  qualifies 
for  the  investment  credit  in  the  year  it  is  placed  in  service  by  the 
taxpayer,  even  though  under  the  depreciation  convention  used  by  the 
taxpayer,  he  may  not  be  eligible  to  start  depreciation  on  the  property 
until  the  coming  year. 

The  percentage  of  investment  which  the  taxpayer  may  take  into 
account  as  qualified  investment  varies  to  some  degree  with  the  ex¬ 
pected  useful  life  of  the  property  in  his  business.  No  part  of  the 
investment  in  property  with  an  expected  useful  life  of  less  than  4  years 
is  taken  into  account.  Property  with  an  expected  useful  life  of  4 
years  and  up  to  (but  not  including)  6  years  is  taken  into  account  at 
one-third  of  the  amount  of  the  investment  actually  made;  propertv 
with  an  expected  useful  life  of  6  years  and  up  to  (but  not  including) 
8  years  is  taken  into  account  on  the  basis  of  two-thirds  of  the  invest¬ 
ment  made;  and  property  with  a  longer  life  is  taken  into  account  at 
the  full  amount  of  the  investment. 

Public  utility  property  is  taken  into  account  as  qualified  investment 
at  one-half  of  the  amount  otherwise  allowable.  Thus,  in  the  case  of 
4-  or  5-year  public  utility  property,  one-sixth  of  the  investment  is 
taken  into  account;  in  the  case  of  6-  oi  7-year  property,  one-third  of 
the  investment  is  taken  into  account;  in  the  case  of  property  with  a 
life  of  8  years  or  more,  one-half  is  taken  into  account.  This  means 
that  in  the  case  of  public  utility  property  with  an  expected  useful  life 
of  8  years  or  more,  in  effect  a  4-percent  credit  is  allowed.  Public 
utility  property  for  this  purpose  means  property  used  predominantly 
iii  an  electrical  energy,  water  or  sewage  disposal  business,  a  local  gas 
distribution  business,  a  telephone  business,  or  a  domestic  telegraph 
business,  but  only  if  the  rates  involved  in  all  of  these  cases  are  subject 
to  regulation  by  a  governmental  agency  or  commission. 

8.  New  and  used  property. — The  now  property  taken  into  account 
as  qualified  investment  (sec.  48(b)),  must  be  purchased  or  otherwise* 
acquired  after  December  81,  1961,  and  its  first  use  commenced  by 
the  taxpayer  after  that  date.  Other  new  property  eligible  for  the 
credit  also  includes  property  constructed,  reconstructed,  or  erected 
by  the  taxpayer  after  that  date.  These  are  the  same  rules  which 
applied  with  respect  to  the  new  forms  of  depreciation  provided  in 
1954. 

Used  property  (sec.  48(c)),  eligible  for  the  credit,  also  must  be 
purchased  after  December  31,  1961,  but,  of  course,  is  not  property 
which  is  new  in  use  with  the  taxpayer.  To  prevent  abuse,  however, 
there  has  been  omitted  from  the  term  “used  property,”  available 
for  the  credit  that  which  is  used  by  a  person  who  used  the  property 
before  such  acquisition  (and  also  that  which  is  so  used  by  a  person  who 
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is  related  to  a  person  who  used  the  property  before  its  present 
acquisition). 

The  cost  of  any  used  property  which  may  be  taken  into  account 
is  imited  to  $50,000  a  year.  Where  used"  property  with  varying 
useful  lives  is  acquired  the  taxpayer  may  select  the  property  to  be 
taken  into  account  for  the  investment  credit.  Presumably  he  will 
select  assets  with  lives  of  8  years  or  more  since  there  is  no  one-third 
or  two-thirds  reduction  in  such  cases. 

In  the  case  of  a  husband  and  wife  filing  separate  returns,  the  amount 
of  used  property  which  may  be  taken  into  account  by  each  is  $25,000 
instead  of  $50,000,  unless  one  of  the  two  has  not  purchased  any  used 
section  38  property,  in  which  case  the  other  spouse  may  claim  the 
entire  amount  up  to  $50,000.  This  prevents  any  double  allowance 
for  married  couples.  In  the  case  of  affiliated  groups  of  corporations 
(with  a  50-percent  test  of  common  ownership  instead  of  the  80  percent 
usually  applied),  there  is  to  be  one  $50,000  used  property  allowance 
for  the  group  and  it  is  to  be  apportioned  among  the  members  of  the 
group  in  accordance  with  their  purchases  of  this  property.  In  the 
case  of  partnerships,  this  limitation  applies  both  at  the  partnership 
level  and  also  with  respect  to  each  partner.  Thus,  $50,000  is  the 
limit  with  respect  to  used  property  which  may  be  qualified  for  any 
partnership,  and  then  there  is  a  further  $50,000  limit  at  the  partner 
level.  This  latter  limit  may  further  restrict  the  used  property  eligible 
for  the  credit  where  a  partner,  in  addition  to  his  share  of  investment 
in  one  partnership,  has  either  from  another  partnership  or  as  a  sole 
proprietor,  additional  used  property  investment  for  which  he  may 
receive  a  credit.  The  total  of  these  which  qualify  for  the  credit  may 
not  exceed  $50,000. 

To  prevent  a  double  allowance  where  used  property  is  traded  in  on 
used  property,  or  where  used  property  is  disposed  of  and  other  used 
property  “similar  or  related  in  service  or  use”  is  acquired  as  a  replace¬ 
ment,  the  cost  otherwise  allowable  for  the  used  property  acquired  is 
reduced  by  the  adjusted  basis  of  the  property  disposed  of  in  both  of 
these  types  of  cases.  However,  this  “replacement”  reduction  in  the 
credit  is  not  to  apply  where  there  otherwise  is  a  reduction  in  the 
credit  for  the  property  disposed  of  because  of  its  disposal  within  8 
years  and  before  the  end  of  what  had  been  its  estimated  useful  life. 
(See  heading  5  below.) 

4.  “Section  38”  property. — Section  38  property  (defined  in  sec. 
48(a)),  is  the  only  property  (either  new  or  used)  which  is  treated  as 
“qualified  investment.”  Except  for  the  exclusions  noted  below,  all 
tangible  personal  property  qualifies  as  section  38  property.  Except 
for  buildings  and  their  structural  components,  real  property  which  is 
used  as  an  integral  part  of  manufacturing,  production  or  extraction 
or  of  furnishing  transportation,  communications,  electrical  energy, 
gas,  water  or  sewage  disposal  services  also  qualifies  as  section  38 
property.  This  is  also  true  of  real  property  (other  than  buildings  and 
structural  components)  used  for  research  or  storage  facilities  with 
respect  to  any  of  the  above  categories.  Tangible  personal  property  is 
not  intended  to  be  defined  narrowly  here,  nor  to  necessarily  follow 
the  rules  of  State  law.  It  is  intended  that  assets  accessory  to  a 
business  such  as  grocery  store  counters,  printing  presses,  individual 
air-conditioning  units,  etc.,  even  though  fixtures  under  local  law,  are 
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to  qualify  for  the  credit.  Similarly,  assets  of  a  mechanical  nature, 
even  though  located  outside  a  building,  such  as  gasoline  pumps,  are 
to  qualify  for  the  credit.  Real  property  (other  than  buildings  and 
structural  components)  which  qualifies  as  integral  parts  of  categories 
referred  to  above  includes  such  assets  as  blast  furnaces,  oil  and  gas 
pipelines,  railroad  track  and  signals,  and  fences  used  in  connection 
with  raising  cattle. 

Section  38  property  must  be  depreciable  property  and  have  a 
useful  life  of  4  years  or  more.  As  indicated  elsewhere,  property  with 
estimated  useful  lives  of  from  4  to  8  years  is  only  partially  taken  into 
account  for  purposes  of  the  investment  credit. 

There  also  are  certain  categories  of  property  which  are  excluded 
from  the  definition  of  section  38  property  and,  therefore,  cannot 
qualify  for  the  credit.  These  exclusions  are: 

(1)  Property  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging.  However,  there  are 
two  exceptions  to  this  exclusion.  First,  property  used  in  non¬ 
lodging  commercial  facilities  (such  as  a  restaurant)  located  in 
lodging  facilities  (such  as  a  hotel)  may  qualify  for  the  credit  if  the 
nonlodging  commercial  facilities  are  available  for  use  by  the 
general  public  on  the  same  basis  as  for  the  lodgers.  Second, 
property  used  in  a  hotel  or  motel  which  primarily  serves  transient 
guests  may  qualify  for  the  credit.  The  first  of  these  two  rules  is 
essential  to  place  nonlodging  commercial  facilities  located  in  an 
apartment  building,  etc.,  on  an  equal  competitive  basis  with 
similar  facilities  located  elsewhere.  The  allowance  of  the  credit 
in  the  case  of  a  hotel  or  motel  also  is  used  in  a  regular  commercial 
venture  and,  therefore,  it  was  believed  that  it  too  should  be 
eligible  for  the  investment  credit. 

(2)  Property  used  by  a  tax-exempt  organization  (other  than  in 
a  business  to  which  the  unrelated  business  income  tax  applies). 
The  limitation  on  the  allowance  of  the  credit  in  this  case  is 
designed  to  prevent  an  investment  for  use  in  connection  with  an 
exempt  function  from  decreasing  any  tax  on  an  unrelated  trade 
or  business. 

(3)  Property  used  by  governmental  units.  Property  leased  to 
governmental  units  is  omitted  since  allowing  the  lessor  in  such 
cases  an  investment  credit  would  not  be  expected  to  increase  the 
use  of  such  property  by  the  governmental  units. 

(4)  Property  used  predominantly  outside  of  the  United  States. 
However,  there  are  certain  exceptions  where  this  type  of  property 
is  eligible  for  the  credit,  namely,  in  the  case  of  domestically  owned 
aircraft,  rolling  stock  of  railroads,  vessels  and  motor  vehicles, 
where  the  use  is  partially  within  and  partially  without  the  United 
States.  Similarly,  an  exception  is  made  for  domestically  owned 
containers  which  are  used  in  the  transportation  of  property  to  or 
from  the  United  States.  A  further  exception  is  made  for  domes¬ 
tically  owned  property  used  in  exploring  for,  developing,  remov¬ 
ing,  or  transporting  natural  resources  from  the  Outer  Continental 
Shelf  of  the  United  States.  Property  used  predominantly 
outside  of  the  United  States  (with  the  exceptions  noted)  is 
omitted,  since  the  primary  purpose  of  the  credit  is  to  encourage 
investment  within  the  United  States. 
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5.  Limitation  on  tax  credit. — The  tax  credit,  under  your  committee’s 
bill  (sec.  46(a)(2))  may  not  exceed  the  tax  liability,  or  if  the  tax 
liability  is  in  excess  of  $100,000,  may  not  exceed  $r100,000  plus  50 
percent  of  the  tax  liability  over  this  amount.  This  limitation,  while 
leaving  substantial  leeway  for  utilizing  the  credit,  is  designed  to 
prevent  it  (in  combination  with  other  tax  credits)  from  relieving  the 
taxpayer  from  any  substantial  tax  contribution.  However,  in 
recognition  of  the  problems  of  small  business,  the  bill  does  not  impose 
this  limitation  with  respect  to  the  first  $100,000  of  any  tax  liability. 

Although  this  limitation  with  respect  to  the  allowance  of  the 
investment  credit  is  imposed  for  the  year  in  which  the  investment  is 
made,  nevertheless,  any  investment  credit  which,  because  of  this 
limitation,  cannot  be  used  in  the  current  year  may  be  carried  forward 
by  the  taxpayer  and  used  in  any  of  the  succeeding  5  years  if  the  credit 
in  any  such  year  is  less  than  the  tax  limitation. 

Tax  liability  for  purposes  of  this  limitation  is  computed  without 
regard  to  the  accumulated  earnings  tax  or  personal  holding  company 
tax  liability,  but  after  the  application  of  the  foreign  tax  credit,  the 
4-percent  dividends-received  credit,  the  credit  for  partially  tax- 
exempt  interest  and  the  retirement  income  credit.  In  order  to  pre¬ 
vent  a  full  allowance  with  respect  to  $200,000  of  tax  liability  in  the 
case  of  a  married  couple,  the  bill  provides  that  for  a  married  individual 
filing  a  separate  return  the  tax  liability  limitation  is  $50,000  instead  of 
$100,000.  However,  if  either  the  husband  or  the  wife  has  no  qualified 
investment  (or  unused  credit  carryover),  the  one  having  the  invest¬ 
ment  or  carryover  may  make  use  of  the  entire  $100,000.  In  the  case 
of  an  affiliated  group  there  is  one  $100,000  of  tax  liability  which  can 
be  fully  offset  by  qualified  investment  and  this  is  by  regulations  to  be 
apportioned  among  the  members  of  the  affiliated  group. 

6.  Certain  dispositions  oj  section  88  property. — To  guard  against  a 
quick  turnover  of  assets  by  those  seeking  multiple  credit, — the  bill 
provides  (in  sec.  47)  a  special  adjustment.  Under  this  provision  if 
property  is  disposed  of,  or  otherwise  ceases  to  be  section  38  property, 
the  tax  for  the  current  year  is  to  be  increased  by  the  reductions  in 
investment  credits  (which  would  have  resulted  in  the  prior  years)  had 
the  investment  credits  allowable  been  determined  on  the  basis  of  the 
actual  useful  life  of  the  property  rather  than  its  estimated  useful  life. 
This  means,  for  example,  that  if  an  asset  which  had  previously  been 
estimated  to  have  a  useful  life  in  the  business  of  8  years  or  more 
actually  is  used  by  the  taxpayer  only  for  6  years,  the  investment  credit 
for  the  year  in  which  the  investment  was  originally  made  will  be  re¬ 
computed  on  the  basis  of  two-thirds  the  investment  made.  Had  this 
asset  been  sold  after  4  or  5  years’  use,  the  allowable  investment  would 
have  been  recomputed  on  the  basis  of  one-third  of  the  actual  invest¬ 
ment  and  had  it  been  sold  after  a  still  shorter  period,  no  credit  at  all 
would  have  been  allowed. 

Although  the  credit  is.  recomputed  for  the  earlier  year  in  which  the 
investment  was  made,  the  actual  adjustment  in  tax  occurs  in  the  cur¬ 
rent  year,  namely,  the  year  in  which  the  asset  is  disposed  of  (or  other¬ 
wise  ceases  to  be  sec.  38  property).  This  makes  it  unnecessary  actu¬ 
ally  to  recompute  taxes  in  the  prior  years,  or  to  extend  the  statutory 
periods  of  limitations.  An  adjustment  is  also  made  in  any  carryovers 
of  unused  credits  so  that  they  too  will  reflect  the  reduced  amount  of 
investment  to  be  taken  into  account. 
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Although  disposal  of  assets  within  a  shorter  period  of  time  than 
their  estimated  useful  life  (where  this  is  less  than  8  years)  usually 
will  be  the  factor  resulting  in  downward  adjustments  in  the  credit 
allowed,  the  credit  must  also  be  adjusted  if  property  ceases  to  qualify 
as  section  38  property;  where,  for  example,  its  use  becomes  predom¬ 
inantly  outside  of  the  United  States.  A  downward  adjustment  in 
the  credit  also  is  required  where  property  is  converted  to  public 
utility  property  for  which  only  a  reduced  credit  is  available.  As  in¬ 
dicated  previously,  a  credit  is  allowed  for  certain  types  of  public 
utility  property  equal  only  to  half  of  the  credit  generally  allowable. 
Where  property  is  converted  to  such  use  (again,  before  the  end  of  its 
estimated  useful  life  and  within  the  8-year  period)  a  downward  ad¬ 
justment  must  be  made.  In  this  case,  however,  instead  of  disqualify- 
one-third,  two-thirds,  or  all  of  the  property,  depending  upon  the 
period  of  time  involved  before  the  conversion  to  public  utility  use  is 
made,  one-half  of  such  an  adjustment  is  made,  since  the  public  utility 
property  itself  qualifies  for  the  credit  for  the  remaining  period  of  time 
but  on  a  reduced  basis. 

Few  exceptions  are  made  to  the  adjustment  rule  for  the  credit 
described  above  because  in  no  case  does  this  result  in  a  lesser  credit 
than  would  be  available  had  the  useful  life  of  the  property  been 
estimated  accurately.  Moreover,  since  the  tax  increase  occurs  in  the 
current  year,  and  not  with  respect  to  the  prior  year  in  which  the  in¬ 
vestment  occurred,  no  interest  is  charged  with  respect  to  the  increase 
in  tax  resulting  from  the  reduction  in  credit.  As  a  result,  your  com¬ 
mittee  believed  that  it  was  necessary  to  forego  the  application  of  the 
adjustment  rule  only  in  the  case  of  the  transfer  of  property  by  reason 
of  the  death  of  the  taxpayer  or  in  the  case  of  corporations  where  a 
successor  corporation  “stands  in  the  shoes”  of  the  predecessor  cor¬ 
poration.  The  successor  corporation  in  such  a  case,  of  course,  must 
continue  to  hold  the  property  for  the  appropriate  period  of  time,  or 
an  increase  will  be  made  in  its  tax  because  of  the  disposition  of  the 
property  prior  to  the  end  of  its  estimated  useful  life. 

7.  Election  jor  leased  property. — The  bill  provides  (in  sec.  48(d)) 
that  a  person  engaged  in  the  business  of  leasing  property  may  elect 
with  respect  to  new  property  to  treat  the  investment  as  if  made  by 
the  lessee  instead  of  the  lessor.  This  election  applies  only  with  re¬ 
spect  to  new  property  and  is  not  available  for  used  property.  Per¬ 
mitting  the  investment  credit  to  be  passed  on  to  the  lessee  in  these 
cases  is  believed  to  be  desirable  since,  as  a  result  of  this  provision,  it 
is  possible  for  the  lessor  to  pass  the  benefit  of  the  investment  credit 
on  to  the  party  actually  generating  the  demand  for  the  investment. 

If  the  lessor  makes  this  election,  then  the  lessee  is  treated  for  pur¬ 
poses  of  this  provision  as  if  lie  had  acquired  the  property  himself, 
that  is,  generally  he  will  be  treated  as  if  he  had  acquired  the  property 
for  the  lessor’s  cost  or  other  basis  for  the  property.  However,  if  the 
lessor  constructed  the  property  (or  a  corporation  controlled  by  or 
which  controlled  the  lessor  did  so)  the  lessee  is  treated  as  having 
acquired  the  property  for  its  fair  market  value.  The  useful  life  of 
the  property  in  the  hands  of  the  lessee  in  such  cases  is  to  be  its  useful 
life  in  the  hands  of  the  lessor  for  purposes  of  computing  the  size  of 
th(>  credit  available.  This  is  true  whether  or  not  the  lease  itself  is 
for  a  shorter  period  of  time.  Of  course,  in  such  cases  if  the  lessee  does 
not  renew  the  lease  and  hold  the  property  for  the  estimated  useful 
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life  of  the  property  in  the  hands  of  the  lessor,  then  a  downward 
adjustment  will  be  made  in  his  investment  credit. 

8.  Special  classes  of  taxpayers. — A  number  of  special  categories  of 
taxpayers  receive  special  tax  treatment  under  the  Internal  Revenue 
('’ode  which  makes  it  inappropriate  in  their  cases  to  allow  the  full 
investment  credit.  For  other  taxpayers,  the  code  provides  that  in¬ 
come  may  be  taxed  in  part  to  the  organization  and  in  part  to  its  share¬ 
holders  or  beneficiaries.  In  these  situations  your  committee’s  bill 
either  cuts  down  the  allowance  of  the  tax  credit  in  proportion  to  the 
special  benefit  received,  or  provides  for  the  apportioning  of  the  in¬ 
vestment  credit  between  the  organization  and  its  shareholders  or 
beneficiaries  in  accordance  with  their  sharing  of  income  for  tax  pur¬ 
poses.  Similar  adjustments  are  also  provided  in  the  $100,000  tax 
liability  limitation. 

In  the  case  of  mutual  savings  banks,  building  and  loan  associations 
and  cooperative  banks,  the  investment  credit  allowable  is  reduced  by 
50  percent  (largely  offsetting  the  60  special  deductions  they  are  al¬ 
lowed).  The  $100,000  tax  liability  limitation  is  also  similarly  reduced 
for  these  organizations. 

In  the  case  of  regulated  investment  companies  and  real  estate 
investment  trusts,  the  qualified  investment  allowed  them  and  the 
applicable  $100,000  tax  liability  limitation  are  reduced  in  the  same 
proportion  in  which  their  taxable  income  is  reduced  by  dividends 
paid  to  shareholders  or  beneficiaries.  Similarly,  in  the  case  of  co¬ 
operatives,  the  qualified  investment  and  $100,000  tax  liability  limita¬ 
tion  to  be  taken  into  account  are  reduced  in  the  same  proportion  in 
which  their  taxable  income  is  reduced  for  patronage  dividends  (and 
in  the  case  of  exempt  cooperatives  its  deductions  for  dividend  pay¬ 
ments  on  capital  stock,  patronage  distributions  with  respect  to  U.S. 
business  and  income  distributed  to  patrons  from  sources  other  than 
patronage). 

In  the  case  of  subchapter  S  corporations,  i.e.,  corporations  treated 
in  a  manner  similar  to  that  of  partnerships,  since  it  is  the  shareholders, 
rather  than  the  corporation,  who  are  taxed  on  the  income  of  the 
corporation,  the  bill  (sec.  48(e))  divides  the  qualified  investment  for 
each  year  on  a  pro  rata  basis  among  the  shareholders  of  the  corporation 
at  the  end  of  the  year.  In  this  case  since  the  shareholders  are  treated 
as  the  taxpayer,  the  investment  maintains  its  character  as  new  or 
used  section  38  property  in  their  hands.  Similarly,  the  bill  (in  sec. 
48(f))  provides  that  qualified  investment  in  the  case  of  estates  or 
trusts  is  to  be  apportioned  between  the  estate  or  trust  on  one  hand  and 
the  beneficiaries  on  the  other  on  the  basis  of  the  income  of  the  estate 
or  trust  allocable  to  each.  As  in  the  case  of  the  subchapter  S  corpora¬ 
tions,  the  beneficiary  is  treated  as  the  taxpayer  with  respect  to  the 
investment  apportioned  to  him  and  therefore  the  investment  retains 
its  character  in  his  hands  as  new  or  used  section  38  property.  The 
$100,000  tax  liability  limitation  in  the  case  of  the  estate  or  trust  is 
reduced  in  proportion  to  the  total  income  allocated  to  other  than  the 
estate  or  trust. 

9.  Carryovers  in  the  case  of  certain  corporate  acquisitions. — Generally, 
in  the  case  of  certain  tax-free  a  -quisitions  of  assets  of  one  corporation 
by  another,  present  law  provides  that  certain  items  of  the  first  cor¬ 
poration  are  to  be  carried  over  and  attributed  to  the  second.  This 
includes  such  items  as  net  operating  loss  carryovers,  earnings  and 
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profits,  methods  of  accounting,  methods  of  computing  depreciation 
allowance,  etc.  The  bill  adds  to  this  list  (sec.  381(c) (23))  a  carryover 
to  the  acquiring  corporation  in  the  case  of  these  tax-free  reorganiza¬ 
tions  of  the  status  of  the  prior  corporation  with  respect  to  items 
required  to  be  taken  into  account  for  purposes  of  the  investment 
credit.  This  mainly  is  concerned  with  (1)  the  carryover  of  the 
possibility  of  adjustment  with  respect  to  the  investment  credit  where 
an  asset  is  held  for  less  than  the  full  period  of  its  estimated  useful 
life  and  (2)  the  carryover  of  any  unused  investment  credit  in  the 
prior  5  years. 

10.  Effective  date. — The  bill  provides  that  the  investment  credit  is 
to  apply  to  taxable  years  ending  after  December  31,  1961.  However, 
in  the  definition  of  new  section  38  property  and  also  used  section  38 
property  (the  only  types  of  property  eligible  for  the  credit)  it  is  pro¬ 
vided  that  a  credit  is  to  be  available  only  with  respect  to  acquisitions 
after  December  31,  1961,  or  in  the  case  of  new  property  only  with 
respect  to  the  portion  of  the  property  which  is  constructed,  recon¬ 
structed  or  erected  after  that  date.  The  combination  of  the  effective 
date  and  these  definitions  of  new  and  used  section  38  property  in 
effect  provide  that  the  investment  credit  is  to  be  available  only  with 
respect  to  property  acquired  (or  in  the  case  of  new  property  also  con¬ 
structed,  reconstructed,  or  erected)  after  December  31,  1961,  with 
respect  to  taxable  years  ending  after  that  date. 

IV.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGISLATION 

(Sec.  3  of  the  bill — sec.  162(e)  of  the  code) 

A.  Reasons  jor  provision 

Present  law  allows  deductions  for  income  tax  purposes  for  ordinary 
and  necessary  expenses  paid  or  incurred  in  carrying  on  a  trade  or 
business.  No  mention,  however,  is  made  in  the  statute  of  expenses 
incurred  in  making  appearances,  submitting  material,  or  communi¬ 
cating  with  respect  to  legislative  matters.  However,  Treasury  regu¬ 
lations  in  effect  prior  to  the  enactment  of  the  1954  Code  disallowed 
deductions  for  expenditures  for  such  purposes  (regulations  118,  secs. 
39.23 (o)-l (f)  and  39.23  (q)-l  (a)). 

In  1959,  the  Supreme  Court  handed  down  two  companion  decisions 
upholding  the  validity  of  these  regulations,  Cammarano  v.  U.S.  and 
F.  Straus  &  Sons,  Inc.  v.  U.S.  (358  U.S.  498  (1959)).  The  Court 
held  that  although  the  amounts  expended  for  legislative  matters  were 
“ordinary  and  necessary” — in  fact  essential  to  the  very  survival  of  the 
taxpayer’s  business- — nevertheless  they  were  not  deductible  because 
the  regulations  barred  the  deduction  of  this  particular  type  of  expense. 
The  court  recognized  that  the  statute  contained  no  provisions  spe¬ 
cifically  supporting  the  regulations,  but  stated  that  they  had  acquired 
the  force  of  law  by  reason  of  congressional  reenactment  of  the  under¬ 
lying  statute. 

Following  the  Cammarano  decision,  the  Treasury  Department 
promulgated  new  regulations  relating  to  deductions  incurred  with 
respect  to  legislative  matters.  These  regulations,  while  following  the 
general  rules  set  forth  in  the  earlier  regulations  for  the  first  time  stated 
specifically  that  several  different  classes  of  expenditures  are  to  be 
disallowed  as  deductions.  For  example,  the  new  regulations  require 
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the  disallowance  of  a  deduction  for  the  portion  of  dues  and  other 
pjvyments  to  any  organization,  a  “substantial  part”  of  the  activities 
ol  which  consist  of  lobbying  to  the  extent  that  such  amounts  are 
“attributable  to”  these  activities.  Similarly,  the  regulations  now 
state  that  expenditures  for  the  promotion  or  defeat  of  legislation 
include  expenditures  for  the  purpose  of  attempting  to  influence 
members  of  a  legislative  body  directly  or  indirectly,  by  urging  or 
encouraging  the  public  to  contact  the  members. 

The  regulations  issued  by  the  Treasury  Department  in  1959  brought 
to  a  head  many  administrative  and  enforcement  problems  and  un¬ 
certainties  which  have  plagued  both  the  Government  and  taxpayers. 
The  difficulty  in  allowing  trade  or  business  expenses  generally,  but 
isolating  expenses  relating  to  legislative  matters  and  denying  deduc¬ 
tions  for  them,  stems  in  part  from  the  difficulty  in  segregating  and 
classifying  such  expenses.  This  is  a  form  of  detailed  recordkeeping  to 
which  taxpayers  are  not  accustomed.  Moreover,  in  the  case  of  many 
expenses  which  may  primarily  be  incurred  to  inform  the  business  itself 
as  to  the  application  of  certain  proposed  legislation,  when  such 
information  is  also  made  available  to  legislators  it  is  difficult  to 
determine  how  an  allocation  of  the  expense  should  be  made  between 
legislation  and  mere  planning  of  the  company.  Moreover,  in  the  case 
ot  an  organization,  a  determination  must  also  be  made  as  to  whether 
the  expenses  of  this  type  are  substantial — a  term  which  involves  a 
difficult  determination. 

More  important  than  the  administrative  and  enforcement  problems, 
however,  are  the  policy  considerations  involved  in  denying  expenses 
with  respect  to  legislative  matters.  It  appears  anomalous,  for  ex¬ 
ample,  that  expenses  incurred  in  appearing  before  legislative  bodies 
or  before  legislators  are  not  deductible  while  appearances  before  execu¬ 
tive  or  administrative  officials  with  respect  to  administrative  matters, 
or  before  the  courts  with  respect  to  judicial  matters,  are  deductible 
where  the  expenses  otherwise  qualify  as  trade  or  business  expenses. 
Your  committee  believes  that  the  present  bar  on  deductions  with  re¬ 
spect  to  legislative  matters  must  be  modified  to  place  presentations 
to  the  legislative  branch  of  government  on  substantially  the  same 
footing  in  this  respect  as  that  with  the  other  two  coordinate  branches 
of  government. 

It  also  is  desirable  that  taxpayers  who  have  information  bearing  on 
the  impact  of  present  laws,  or  proposed  legislation,  on  their  trades  or 
businesses  not  be  discouraged  in  making  this  information  available 
to  the  Members  of  Congress  or  legislators  at  other  levels  of  govern¬ 
ment.  The  presentation  of  such  information  to  the  legislators  is 
necessary  to  a  proper  evaluation  on  their  part  of  the  impact  of  present 
or  proposed  legislation.  The  deduction  of  such  expenditures  on  the 
part  of  business  also  is  necessary  to  arrive  at  a  true  reflection  of  their 
real  income  for  tax  purposes.  In  many  cases  making  sure  that  legis¬ 
lators  are  aware  of  the  effect  of  proposed  legislation  may  be  essential 
to  the  very  existence  of  a  business.  The  deduction  of  legislative  ex¬ 
penses  for  those  who  incur  them  for  personal  reasons  is  not  proposed 
here,  since  such  expenses  are  not  deductible  with  respect  to  adminis¬ 
trative  or  judicial  presentations  and  have  no  bearing  on  the  deter¬ 
mination  of  true  taxable  income  of  a  business. 
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B.  General  explanation  oj  provision 

The  bill  adds  a  new  subsection  (sec.  162(e))  to  the  provision  of 
present  law  relating  to  the  deduction  of  trade  or  business  expenses. 
It  provides  that  certain  types  of  expenses  incurred  with  respect  to 
legislative  matters  are  to  be  deductible  if  in  all  other  respects  they 
qualify  as  trade  or  business  expenses. 

The  expenses  which  may  be  deducted  are  divided  into  two  cate¬ 
gories.  The  first  category  relates  to  expenses  in  direct  connection 
with  appearances,  submission  of  statements  or  sending  of  communi¬ 
cations.  These  appearances,  statements  or  communications  may  be 
presented  either  to  committees  or  individual  Members  of  Congress 
or  to  committees  or  individual  members  of  State  or  local  govern¬ 
mental  legislatures.  The  second  category  of  expenses  which  may  be 
deducted  are  those  in  direct  connection  with  the  communication  of 
information  between  the  taxpayer  and  an  organization  of  which  he  is 
a  member.  This  communication  of  information  may  be  either  from 
the  organization  to  the  taxpayer  or  vice  versa.  In  the  case  of  both 
categories  of  expenses  referred  to  above,  in  order  for  the  expense  item 
to  be  deductible,  it  must  be  concerned  with  legislation  or  proposed 
legislation  of  direct  interest  to  the  taxpayer  (and  to  the  organization  in 
the  latter  case).  Thus,  the  expenses  may  not  be  in  connection  with 
legislative  matters  such  as  nominations,  etc.,  but  rather  must  be  in 
connection  with  specific  legislation  or  proposals  for  legislation. 

The  bill  also  provides  that  where  a  taxpayer  is  a  member  of  an 
organization  and  the  organization  pays  or  incurs  the  expenses  of  the 
types  referred  to  above  on  behalf  of  its  members,  the  dues  which  the 
taxpayer  pays  to  the  organization  in  carrying  on  his  trade  or  business 
are  to  be  deductible  to  the  extent  they  are  used  for  such  purposes. 
The  remainder  of  the  dues  is  likely  already  to  be  deductible  as  ordinary 
and  necessary  business  expenses.  Of  course,  the  dues  to  an  organiza¬ 
tion  may  be  deductible  although  not  all  of  the  organization’s  legislative 
activity  is  connected  with  each  specific  member’s  trade  or  business. 
It  is  sufficient  if  all  of  the  organization’s  legislative  activity  is  related 
to  the  trade  or  business  of  a  significant  number  of  the  members. 

The  bill  provides  two  limitations  on  the  deduction  of  the  above- 
specified  expenses  for  the  specified  types  of  legislative  activity.  It  is 
not  intended  by  your  committee  that  any  deduction  be  allowed  for 
an  amount  paid  or  incurred  for  participation  or  intervention  in  any 
political  campaign  for  any  candidate.  Of  course,  this  includes 
participation  or  intervention  in  political  campaigns  in  opposition  to 
a  candidate  as  well.  Your  committee’s  bill  further  provides  that  no 
expense  deduction  is  to  be  allowed  for  expenditures  to  influence  the 
general  public,  or  segments  thereof,  with  respect  to  legislative  matters, 
elections,  or  referendums.  Thus,  no  deduction  is  intended  to  be 
allowed  for  expenses  incurred  in  connection  with  what  is  usually 
called  “grassroot”  campaigns  intended  to  develop  a  point  of  view 
among  the  public  generally  which  in  turn  is  directed  toward  the 
legislators. 

Nothing  in  this  provision  is  intended  to  permit  the  deduction  of 
entertainment  expenses.  Such  amounts,  if  deductible  at  all,  must 
meet  the  tests  set  forth  in  the  section  of  the  bill  explained  below, 
without  regard  to  this  provision. 

I  his  provision  is  to  be  effective  with  respect  to  taxable  years 
beginning  after  December  31,  1962. 
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V.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC., 

EXPENSES 

(Sec.  4  of  the  bill  and  sec.  274  of  the  code) 

A.  Reasons  for  provision 

The  Treasury  brought  to  your  committee’s  attention  widespread 
abuses  have  developed  through  the  use  of  the  expense  account.  In 
his  tax  message  to  the  Congress  last  year,  the  President  stated  his  con¬ 
viction  that  entertainment  and  related  expenses,  even  though  having 
an  association  with  the  needs  of  business,  confer  substantial  tax-free 
personal  benefits  on  the  recipients;  and  that  in  many  instances  de¬ 
ductions  are  obtained  by  disguising  personal  expenses  as  business  ex¬ 
penses.  He  recommended  that  the  cost  of  such  business  entertain¬ 
ment  and  the  maintenance  of  entertainment  facilities  be  disallowed 
in  full  as  a  tax  deduction,  and  that  restrictions  be  imposed  on  the 
deductibility  of  business  gifts  and  travel  expenses. 

After  full  hearings  on  the  proposal  and  careful  consideration  of 
the  problem,  vour  committee  has  concluded  that  additional  restric¬ 
tions  should  be  imposed  on  deductions  for  entertainment  and  traveling 
expenses  and  business  gifts.  The  committee  agrees  that  abuses  in 
this  or  any  other  area  of  the  tax  law  should  not  be  tolerated,  but  it 
does  not  believe  that  complete  disallowance  of  such  expenses,  as 
recommended  by  the  President,  is  the  proper  solution  to  the  problem. 

Your  committee’s  bill  is  designed  to  eliminate  the  abuses  which 
have  developed  in  this  area.  The  bill  provides  new  rules  which,  in 
general,  would:  (1)  disallow  a  deduction  with  respect  to  entertain¬ 
ment  activities,  except  to  the  extent  that  the  expense  is  directly 
related  to  the  active  conduct  of  a  trade  or  business;  (2)  disallow  a 
deduction  with  respect  to  entertainment  facilities,  unless  the  facility 
is  used  primarily  for  the  furtherance  of  the  taxpayer’s  trade  or  business 
and  the  expense  is  directly  related  to  the  active  conduct  of  the  trade 
or  business;  (3)  abolish  the  Cohan  rule  by  requiring  the  taxpayer  to 
substantiate,  by  adequate  records  or  by  sufficient  evidence  corrobo¬ 
rating  his  own  statement,  all  expenditures  for  entertainment  and 
related  facilities,  and  for  travel  and  gifts;  and  (4)  limit  the  deduction 
for  gifts  to  $25  per  year  per  recipient. 

The  amendments  made  by  this  section  are  to  apply  to  taxable 
years  ending  after  June  30,  1962,  but  only  with  respect  to  expenditures 
incurred  after  that  date. 

B.  General  explanation  of  provision 

Your  committee’s  bill  adds  a  new  provision  to  the  code  (sec.  274), 
which  disallows,  in  whole,  or  in  part,  certain  expenses  which  would  be 
fully  deductible  under  present  law.  The  requirements  imposed  by 
this  bill  are  in  addition  to  the  requirements  for  deductibility  imposed 
by  other  provisions  of  existing  law,  which  must  be  met  by  the  tax¬ 
payer  before  this  new  provision  becomes  operative.  Hence,  if  an  ex¬ 
penditure  is  claimed  under  section  162,  the  taxpayer  must  first  estab¬ 
lish  that  it  constitutes  an  ordinary  and  necessary  expense  incurred  in 
carrying  on  a  trade  or  business,  before  the  provisions  of  section  274 
become  applicable. 

The  only  purpose  of  this  section  is  to  disallow  deductions  in  certain 
cases  and  therefore  this  bill  does  not  affect  the  question  of  the  includi- 
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bility  or  excludibility  of  an  item  in  income  of  any  individual.  The 
rules  presently  applicable  under  present  law  will  continue  to  govern 
in  this  respect.  Thus,  for  example,  while  pins  or  watches  presented  to 
an  employee  upon  his  retirement  will  not  be  regarded  as  gifts  under 
this  provision,  this  bill  will  have  no  effect  in  determining  whether  the 
recipient  of  the  pin  or  watch  will  be  taxed  on  their  value. 

1.  Disallowance  of  expenses  for  entertainment  activities. — -The  first 
part  of  the  bill  provides  that  no  deduction  is  to  be  allowed  for  any  ex¬ 
pense  with  respect  to  an  activity  which  is  of  a  type  generally  consid¬ 
ered  to  constitute  entertainment,  amusement,  or  recreation,  except  to 
the  extent  that  the  taxpayer  establishes  that  the  expense  was  directly 
related  to  the  active  conduct  of  his  trade  or  business.  Certain  ex¬ 
ceptions  to  this  rule  are  provided,  however,  for  expenses  not  required 
to  meet  the  new  tests.  They  are  discussed  in  No.  5  below. 

Entertaining  guests  at  night  clubs,  country  clubs,  theaters,  football 
games,  and  prizefights,  and  on  hunting,  fishing,  vacation  and  similar 
trips  are  examples  of  activities  that  constitute  “entertainment,  amuse¬ 
ment,  and  recreation.”  In  addition,  “entertainment”  includes  any 
business  expense  incurred  in  satisfying  the  personal,  living,  or  family 
needs  of  any  individual,  such  as  the  furnishing  of  food  and  beverages, 
a  hotel  suite,  or  an  automobile.  An  objective  test  will  be  employed 
in  determining  whether  an  activity  is  of  a  type  generally  considered 
to  constitute  entertainment,  amusement,  or  recreation,  but  the  par¬ 
ticular  business  of  the  taxpayer  will  be  considered  in  applying  this 
objective  test.  For  example,  with  respect  to  a  taxpayer  who  is  a 
professional  hunter,  a  hunting  trip  would  not  generally  be  considered 
a  recreation-type  activity.  On  the  other  hand,  with  respect  to  a 
taxpayer  whose  trade  or  business  consists  of  selling  machine  tools  or 
manufacturing  clothing,  a  hunting  trip  generally  would  be  considered 
a  recreation-type  activity.  Similarly,  a  theatrical  performance  would 
generally  be  considered  an  entertainment-type  activity,  but  in  the  case 
of  a  professional  theater  critic,  a  theatrical  performance  would  not 
constitute  an  entertainment  activity. 

An  objective  standard  also  will  overrule  arguments  such  as  the 
one  which  prevailed  in  Sanitary  Farms  Dairy,  Inc.  (25TC  463  (1955)) 
that  a  particular  item  was  incurred,  not  for  entertainment,  but  for 
advertising  purposes.  If  the  activity  typically  is  considered  to  be 
entertainment,  amusement,  or  recreation,  it  will  be  so  treated  under 
this  provision.  This  will  be  so  even  where  the  expense  relates  to  the 
taxpayer  alone. 

With  respect  to  expenses  for  entertainment  activities,  the  bill 
provides  that  a  deduction  will  be  allowed  only  to  the  extent  that  the 
taxpayer  establishes  that  the  expense  was  directly  related  to  the  active 
conduct  of  his  trade  or  business.  This  means  that  the  taxpayer  must 
show  a  greater  degree  of  proximate  relation  between  the  expenditure 
and  his  trade  or  business  than  is  required  under  present  law.  Among 
other  things  he  will  have  to  show  more  than  a  general  expectation 
of  deriving  some  income  at  some  indefinite  future  time  from  the 
making  of  the  entertainment-type  expenditure;  however,  lie  will  not 
be  required  to  show  that  income  actually  resulted  from  each  and 
every  expenditure  for  which  a  deduction  is  claimed. 

If  the  expenditure  is  lor  entertainment  which  occurs  under  circum¬ 
stances  where  there  is  little  or  no  possibilit}7  of  conducting  business 
affairs  or  carrying  on  negotiations  or  discussions  relating  thereto,  the 


REVENUE  ACT  OF  1962 


21 


expenditure  will  generally  be  considered  not  to  have  been  directly 
related  to  the  active  conduct  of  business.  Thus,  the  absence  of  the 
taxpayer  or  his  representative  from  the  entertainment  activity  ordi¬ 
narily  indicates  that  the  entertainment  was  not  directly  related  to  the 
conduct  of  the  taxpayer’s  trade  or  business.  Similarly,  if  the  group 
of  persons  entertained  is  large  or  the  distractions  substantial,  the  cost 
of  the  entertainment  will  not  be  deductible,  in  the  absence  of  a  clear 
showing  of  a  direct  relationship  to  the  active  conduct  of  the  trade  or 
business.  All  the  facts  and  circumstances  pertaining  to  the  enter¬ 
tainment  activity  will  be  considered  in  this  connection.  Thus,  ex¬ 
penses  incurred  for  a  “hospitality  room,”  at  a  convention,  at  which 
good  will  is  promoted  through  display  or  discussion  of  the  taxpayer’s 
products  will  be  treated  as  so  directly  related. 

Under  the  bill,  deductions  for  expenditures  with  respect  to  enter¬ 
tainment-type  activities  are  limited  to  the  portion  of  such  expense 
which  is  directly  related  to  the  active  conduct  of  the  taxpayer’s  trade 
or  business;  expenses  not  directly  related  to  the  active  conduct  of 
business  are  not  deductible.  Objective  standards  will  be  employed 
to  determine  the  apportionment  between  the  part  of  the  expense 
which  meets  this  test  and  the  part  which  does  not.  Thus,  if  a  tax¬ 
payer  entertains  a  group  of  10  individuals,  3  of  whom  are  business 
customers  (with  respect  to  whom  this  relationship  can  be  established) 
and  7  of  whom  are  guests  (with  respect  to  whom  this  relationship 
cannot  be  established),  a  deduction  will  be  allowed  only  for  the  ex¬ 
penses  attributable  to  the  3  business  customers.  Since  the  subjective 
intent  of  the  taxpayer  is  not  relevant  to  this  determination,  it  would 
make  no  difference  that  the  taxpayer  in  the  above  example  would  not 
have  had  the  party  but  for  the  attendance  of  the  3  business  customers. 

Expenses  for  entertainment,  amusement,  and  recreation  should  be 
identified  by  the  taxpayer  on  his  return  and  treated  under  the  new 
rules  of  this  bill.  It  ordinarily  will  not  be  appropriate  to  include  these 
expense  items  in  other  categories  of  business  deductions,  where  their 
character  will  not  be  apparent,  such  as  advertising,  public  relations, 
cost  of  goods  sold,  reimbursed  expenses,  etc. 

2.  Disallowance  oj  expenses  for  entertainment  facilities. — -Your 
committee’s  bill  (sec.  274(a))  also  limits  the  deduction  for  expendi¬ 
tures  incurred  with  respect  to  facilities  used  for  entertaining.  Under 
the  bill,  no  deduction  is  to  be  allowed  with  respect  to  expenses  relat¬ 
ing  to  facilities  unless  the  taxpayer  establishes  (1)  that  the  facility 
was  used  primarily  for  the  furtherance  of  his  trade  or  business  and 
(2)  that  the  expenditure  was  directly  related  to  the  active  conduct 
of  his  trade  or  business.  In  no  event  can  the  deduction  exceed  the 
portion  of  the  expense  which  is  directly  related  to  the  active  conduct 
of  the  taxpayer’s  trade  or  business.  Certain  exceptions  to  this  rule 
are  provided,  however,  for  expenses  not  required  to  meet  the  new 
tests.  They  are  discussed  in  No.  5  below. 

The  term  “facility”  includes  any  item  of  personal  or  real  property 
owned  or  rented  by  the  taxpayer,  such  as  a  yacht,  hunting  lodge, 
fishing  camp,  swimming  pool,  tennis  court,  bowling  alley,  automobile, 
airplane,  apartment,  hotel  suite,  home  in  vacation  resort,  dining 
room,  and  cafeteria.  In  addition  to  items  commonly  regarded  as 
expenses  “with  respect  to  a  facility,”  such  as  expenditures  for  the 
maintenance,  preservation,  or  protection  of  the  facility,  this  provision 
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also  relates  to  depreciation  and  losses  realized  on  certain  sales  of 
entertainment  facilities. 

Under  the  bill,  if  a  facility  is  used  more  than  one-half  for  business 
entertaining,  so  that  more  than  one-half  of  the  entertainment  expense 
with  respect  to  such  facility  would  be  deductible  as  a  business  expense 
under  present  law,  that  portion  would  continue  to  be  deductible  to 
the  extent  it  meets  the  test  of  being  directly  related  to  the  active 
conduct  of  the  taxpayer’s  trade  or  business.  If  less  than  one-half 
of  such  entertainment  expense  would  be  deductible  under  present 
law,  no  deduction  would  be  allowed.  Under  this  provision  the  facility 
must  actually  be  used  in  furtherance  of  the  taxpayer’s  trade  or  busi¬ 
ness;  it  is  not  sufficient  that  the  facility  is  merely  “available”  for 
business  use.  In  connection  with  these  determinations,  objective 
rather  than  subjective  standards  would  be  employed. 

This  rule  will  prevent  tax  abuses  involving  luxury  facilities  for 
entertainment,  amusement,  or  recreational  purposes.  Under  this  rule 
a  taxpayer  who  lives  in  a  luxurious  apartment  and  who  presently 
deducts  a  portion  of  its  rent  on  the  ground  that  the  apartment  was 
used  for  occasional  entertaining  of  business  guests  (and  thus  had  a 
business  purpose),  no  longer  will  be  able  to  deduct  any  portion  of  the 
rent  because  the  principal  purpose  of  the  apartment  is  personal,  rather 
than  business.  Moreover,  a  swimming  pool  constructed  at  the  tax¬ 
payer’s  residence  may  not  be  charged  off  for  tax  purposes  as  an 
ordinary  and  necessary  business  expense  unless  the  taxpayer  demon¬ 
strates  that  personal,  family,  or  living  purposes  were  not  primarily 
served  by  use  of  the  pool. 

Club  dues  and  fees  paid  to  any  social,  athletic  or  sporting  club  or 
organization  are  treated  by  the  bill  as  an  expense  with  respect  to  a 
facility  used  for  entertainment  and  therefore  will  not  be  deductible 
where  the  primary  use  of  the  club  facilities  is  personal.  If  membership 
entitles  the  member’s  entire  family  to  use  the  facilities  of  the  club, 
their  use  will  be  considered  in  determining  whether  business  use  of 
the  club  exceeds  personal  use.  Where  the  primary  use  of  the  club 
facilities  is  in  furtherance  of  a  trade  or  business  the  cost  of  the  club 
dues  or  fees  will  be  deductible  to  the  extent  of  the  use  directly  related 
to  the  active  conduct  of  business.  Thus,  if  membership  in  a  club  costs 
$100  per  year  and  the  club  is  used  for  such  direct  business  purposes 
three-fourths  of  the  time,  $75  will  be  deductible.  As  in  the  case  of 
other  facilities,  it  is  the  actual  use  of  the  club  which  establishes  the 
deductibility  of  the  club  dues,  not  its  availability  for  use,  and  not  the 
taxpayer’s  principal  purpose  for  joining  the  club.  However,  this  does 
not  mean  that  out  of  pocket  business  entertainment  expenses  incurred 
at  a  club  will  not  be  deductible  where  the  required  direct  relationship 
between  the  entertainment  and  the  taxpayer’s  trade  or  business  is 
shown  to  exist.  Such  expenses  will  be  deductible  without  regard  to 
the  tax  treatment  of  club  dues. 

Club  dues  lor  this  purpose  do  not  include  dues  or  fees  paid  for 
membership  in  such  civic,  organizations  as  Kiwanis,  Lion’s  Club, 
Rotary,  Civitan,  and  similar  groups  because  these  organizations  are 
not  social,  athletic  or  sporting  ciubs.  Similarly,  professional  associa¬ 
tions  such  as  bar  associations  and  medical  associations  are  not  con¬ 
sidered  social,  athletic  or  sporting  clubs.  Deductibility  of  these  dues 
will  continue  to  be  governed  by  the  rules  of  existing  law. 
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3.  Business  gifts. — Under  your  committee’s  bill,  deduction  for 
business  gifts  will  be  disallowed  to  the  extent  that  the  total  gifts 
during  the  year  exceed  $25  with  respect  to  any  person.  Where  gifts 
are  made  to  the  wife  of  a  man  who  has  a  business  contact  with  the 
donor,  these  gifts  are  considered  as  made  indirectly  by  the  husband 
(for  purposes  of  the  limitation). 

There  is  the  possibility  of  overlapping  application  of  the  entertain¬ 
ment  expense  and  gift  provisions  in  this  new  section.  An  item  which 
might  be  held  to  be  a  gift  might  also  be  held  to  be  an  entertainment 
expense.  For  example,  tickets  to  a  theater  might  fall  in  either  cate¬ 
gory.  Since  different  rules  will  apply  depending  upon  the  category  in 
which  the  expense  item  falls,  specific  regulatory  authority  is  given  to 
the  Secretary  of  the  Treasury  or  his  delegate  to  prescribe,  in  cases 
where  both  provisions  would  otherwise  apply,  which  provision  is  to 
govern.  Thus,  a  “gift”  of  theater  tickets  probably  would  be  classified 
as  coming  under  the  entertainment  provision,  while  a  book  probably 
would  be  classified  as  coming  under  the  gift  provision. 

Disallowance  of  expenditures  not  substantiated. — -Under  the  bill, 
taxpayers  will  be  required  to  substantiate  their  entertainment  and  re¬ 
lated  expenses,  their  traveling  expenses  and  gift  expenses.  The  bill 
provides  that  the  taxpayer  must  substantiate  by  adequate  records  or 
by  other  sufficient  evidence  corroborating  his  own  statement  the 
amount  of  such  expense  or  other  item;  the  time  and  place  of  the  travel, 
entertainment,  amusement,  recreation,  or  use  of  the  facility,  or  the 
date  and  description  of  the  gift;  the  business  purpose  of  the  expense; 
and  the  business  relationship  to  the  taxpayer  of  the  person  enter¬ 
tained,  using  the  facility,  or  receiving  the  gift. 

This  provision  is  intended  to  overrule,  with  respect  to  such  expenses 
the  so-called  Cohan  rule.  In  the  case  of  Cohan  v.  Commissioner, 
39  F.  2d  540  (C.A.  2d,  1930),  it  was  held  that  where  the  evidence 
indicated  that  a  taxpayer  had  incurred  deductible  expenses  but  their 
exact  amount  could  not  be  determined,  the  court  must  make  “as 
close  an  approximation  as  it  can”  rather  than  disallow  the  deduction 
entirely.  Under  your  committee’s  bill,  the  entertainment,  etc., 
expenses  in  such  a  case  would  be  disallowed  entirely. 

The  requirement  that  the  taxpayer’s  statements  be  corroborated 
will  insure  that  no  deduction  is  allowed  solely  on  the  basis  of  his  own 
unsupported,  self-serving  testimony.  However,  the  degree  of  cor¬ 
roboration  required  to  support  a  claimed  deduction  will  vary  as 
mspects  the  business  relationship  and  purpose,  the  time  and  place, 
and  the  amount  of  the  expense.  Thus,  oral  testimony  of  the  taxpayer, 
together  with  circumstantial  evidence  available,  may  be  considered 
“sufficient  evidence”  for  the  purpose  of  establishing  the  business 
purpose  required  under  the  new  provision.  However,  oral  testimony 
of  the  taxpayer  plus  more  specific  evidence  would  be  required  to  be 
“sufficient  evidence”  as  to  the  amount  of  an  expense. 

Generally,  the  substantiation  requirements  of  the  bill  contemplate 
more  detailed  recordkeeping  than  is  common  today  in  business 
expense  diaries.  However,  a  clear,  contemporaneously  kept  diary 
or  account  book  containing  information  with  respect  to  the  date, 
amount,  nature  and  business  purpose  of  the  expense  may  constitute 
an  adequate  record  under  this  provision. 

Your  committee  does  not  intend  by  this  substantiation  requirement 
to  deny  a  taxpayer  deductions  for  entertainment,  etc.,  expenses  where 
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he  has  no  records  if  it  can  be  shown  that  the  failure  to  produce  sub¬ 
stantiating  records  was  due  to  circumstances  beyond  his  control, 
such  as  destruction  of  his  records  by  fire  or  flood.  In  such  a  case, 
the  taxpayer  will  be  permitted  to  reconstruct  the  business  entertain¬ 
ment,  travel,  or  gift  expenses  incurred  by  him  in  the  taxable  year. 

Under  the  bill,  the  Secretary  or  his  delegate  may,  by  regulation, 
prescribe  certain  situations  in  which  the  substantiation  requirements 
will  not  be  applied.  For  example,  it  may  be  provided  that  substantia¬ 
tion  will  not  be  required  for  traveling  expenses,  where  such  expenses 
(including  the  cost  of  meals  and  lodging)  do  not  exceed  prescribed 
minimum  amounts.  This  will  be  of  special  benefit  to  employees 
whose  per  diem  allowance  while  traveling  is  within  limits  established 
by  the  Secretary  under  this  provision.  Thus,  if  regulations  are 
issued  under  which  substantiation  will  not  be  required  for  traveling 
or  entertainment  expenses  where  per  diem  allowances  do  not  exceed 
125  percent  of  per  diem  allowed  a  Government  employee  in  the  same 
locality,  it  would  be  sufficient  evidence  for  purposes  of  the  substantia¬ 
tion  rule  to  establish  only  the  amount  of  the  allowance  and  the  fact 
that  the  business  travel  occurred. 

5.  Exceptions  where  disallowance  provisions  will  not  apply. — The  bill 
contains  nine  exceptions  to  the  general  disallowance  provision  de¬ 
scribed  above  under  heading  1  or  2.  Where  an  expense  falls  within 
one  of  the  enumerated  exceptions,  the  item  will  continue  to  be  deduc¬ 
tible  to  the  same  extent  as  allowed  by  existing  law.  However,  the 
new  substantiation  requirements  (discussed  under  heading  4)  will  have 
to  be  satisfied  with  respect  to  any  such  expense.  The  exceptions  are 
as  follows: 

(a)  Expenses  for  food  and  beverages  furnished  under  circum¬ 
stances  which  are  of  a  type  generally  considered  to  be  conducive 
to  a  business  discussion.  The  question  as  to  whether  the  cir¬ 
cumstances  are  conducive  to  a  business  discussion  are  to  be  tested 
by  such  standards  as:  First,  the  surroundings  in  which  the  meal 
or  beverage  was  furnished;  second,  the  taxpayer’s  trade  or  busi¬ 
ness  or  income-producing  activity;  and  third,  the  relationship 
to  such  trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  were  furnished. 

(b)  Expenses  for  food  and  beverages  (and  facilities  used  in 
connection  with  them)  furnished  on  the  business  premises  of  the 
taxpayer  primarily  for  his  employees.  This  is  intended  to  exclude 
from  the  disallowance  provision  facilities  such  as  the  company 
cafeteria  or  an  executives’  dining  room.  This  exception  would 
continue  to  apply  even  though  guests  are  occasionally  served  in 
the  cafeteria  or  dining  room. 

(c)  Goods,  services  and  facilities  to  the  extent  that  the  enter¬ 
tainment,  amusement,  or  recreation  (or  use  of  the  facility)  is 
treated  on  the  taxpayer’s  return  with  respect  to  the  recipient  of 
the  entertainment  as  compensation  paid  to  an  employee  and 
from  which  income  tax  is  withheld.  For  example,  if  the  taxpayer 
permitted  an  employee  to  use  a  yacht  for  a  vacation  and  treated 
the  expenses  for  its  use  as  compensation  paid  to  the  employee  for 
purposes  of  the  withholding  tax  and  for  purposes  of  the  taxpayer’s 
tax  return,  maintenance  and  crew  costs  attributable  to  such  use 
would  be  deductible  in  full  because  of  this  exception.  On  the 
other  hand,  where  a  yacht  was  used  exclusively  for  business  enter- 
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taining  the  salaries  paid  to  the  captain  and  crew,  even  though 
they  were  treated  as  compensation  and  withheld  on,  would  not 
come  within  this  exception  because  they  are  not  the  recipients 
of  the  entertainment. 

( d )  Expenses  paid  or  incurred  by  the  taxpayer  where  he  pays 
or  incurs  the  expenses  for  his  employer  or  a  client,  customer,  etc., 
and  where  he  is  reimbursed  by  the  employer  or  client,  etc.  This 
is  designed  to  prevent  the  double  disallowance  of  a  single  expendi¬ 
ture,  once  to  the  employee  or  practitioner,  etc.,  and  a  second  time 
to  the  employer  or  client,  etc.  This  provision  will  not  apply, 
however,  in  the  case  of  an  employee  where  the  employer  treats 
the  amount  paid  to  him  as  compensation.  It  also  will  not  apply 
in  the  case  of  a  practitioner,  etc.,  unless  he  accounts  to  the  client, 
etc.,  for  the  expenses  incurred.  The  accounting  must  represent 
sufficient  substantiation  to  meet  the  tests  set  out  under  heading 
No.  4.  Thus,  if  a  lawyer  enters  into  a  fee  arrangement  under 
which  his  client  agrees  to  reimburse  him  for  expenses  (including 
entertainment  expenses)  the  exception  will  not  apply  unless  he 
accounts  to  his  client  sufficiently  to  enable  the  client  to  sub¬ 
stantiate  the  expenses  as  required  by  the  bill. 

(e)  Expenses  incurred  for  recreation,  social,  or  similar  activities 
(including  facilities)  primarily  for  the  benefit  of  employees.  The 
employees  referred  to  in  this  case  are  those,  other  than  officers, 
shareholders,  or  highly  compensated  employees.  In  this  case  an 
individual  would  be  considered  a  shareholder  only  if  he  (taking 
into  account  holdings  of  members  of  his  family)  holds  an  interest 
in  the  corporation  of  10  percent  or  more.  This  category  is 
intended  to  pertain  to  the  usual  employee  fringe  benefit  programs, 
such  as  expenses  of  operating  a  company  swimming  pool  or  base¬ 
ball  diamond,  as  well  as  the  expenses  of  the  annual  company 
picnic  or  Christmas  office  party. 

(J )  Expenses  directly  related  to  business  meetings  of  employees 
or  stockholders.  While  this  category  will  apply  to  business  meet¬ 
ings  where  some  social  activities  are  provided,  it  is  not  intended 
to  apply  to  gathei’ings  which  are  primarily  for  social  purposes 
rather  than  for  the  transaction  of  the  employer’s  or  company’s 
business. 

(g)  Expenses  directly  related  and  necessary  to  attendance  at  a 
business  meeting  of  any  organization,  such  as  a  trade  association, 
chamber  of  commerce,  real-estate  board,  etc.,  described  in  sec¬ 
tion  501(c)(6)  of  the  code. 

(h)  Expenses  for  goods,  services,  and  facilities  made  available 
to  the  general  public  by  the  taxpayer.  This  pertains  to  expenses 
for  the  entertainment  of  the  general  public  by  means  of  television, 
radio,  newspapers,  and  the  like.  It  also  permits  deductions  for 
expenses  for  parks,  etc..,  maintained  bv  companies  where  the 
general  public  may  attend.  Expenses  of  distributing  samples  to 
the  general  public  would  also  come  within  this  exception. 

(i)  Expenses  for  goods  or  services  (including  the  use  of  facili¬ 
ties)  which  are  sold  by  the  taxpayer  in  a  bona  fide  transaction  for 
an  adequate  and  full  consideration  in  money  or  money’s  worth. 
This  exception  is  designed  to  insure  that  a  taxpayer  who  sells 
entertainment  to  others  will  be  allowed  to  deduct  expenses  of 
producing  that  entertainment.  Thus  salaries  paid  to  employees 
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of  nightclubs  and  amounts  paid  to  performers  other  than  em¬ 
ployees  will  continue  to  be  deductible  by  the  operator.  More¬ 
over,  since  this  type  of  expense  is  not  considered  to  be  “enter¬ 
tainment”  the  detailed  substantiation  requirements  prescribed 
in  this  bill  will  not  apply. 

6.  Interest,  taxes ,  casualty  losses. — The  restrictions  provided  by  your 
committee’s  bill  are  not  to  apply  with  respect  to  items  which  are  de¬ 
ductible  under  specific  provisions  of  law  which  apply  both  to  business 
and  nonbusiness  taxpayers.  Thus,  deduction  for  interest  paid  on  a 
loan  to  acquire  an  entertainment  facility  or  property  taxes  paid  with 
respect  to  it  would  continue  to  be  allowed  as  a  deduction,  whether  or 
not  the  entertainment  facilities  meet  the  tests  of  the  new  provision. 

7.  Treatment  of  entertainment-type  facilities. — Under  the  bill,  if 
deductions  with  respect  to  entertainment-type  facilities  are  dis¬ 
allowed,  the  disallowed  portion  is  to  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes,  rather  than  as  an  asset 
used  in  the  trade  or  business.  Under  this  provision  the  basis  of  such 
an  entertainment-type  facility  will  be  adjusted  for  purposes  of  com¬ 
puting  depreciation  deductions  and  determining  gain  or  loss  on  the 
sale  of  such  facility  in  the  same  manner  as  other  property  (for  example, 
a  residence)  which  is  regarded  as  used  partly  for  business  and  partly 
for  personal  purposes.  Thus,  if  a  taxpayer  has  a  yacht  which  is 
used  three-fourths  for  direct  business  entertainment  purposes,  and  he 
ordinarily  would  be  entitled  to  $1,000  for  depreciation  with  respect  to 
the  yacht  (if  it  were  used  entirely  for  business),  $250  of  this  amount 
would  be  disallowed  as  a  depreciation  deduction  and  would  be  treated 
as  the  basis  of  an  asset  not  used  in  the  taxpayer’s  business. 

8.  Meals  and  lodging  while  in  travel  status. — The  bill  also  amends 
section  162(a)(2)  of  present  law  which  provides  that  traveling  expenses 
include  “the  entire  amount  expended  for  meals  and  lodging.”  Your 
committee’s  bill  provides  that  traveling  expenses  shall  include  “a 
reasonable  allowance  for  amounts  expended  for  meals  and  lodging.” 
This  has  been  the  position  taken  in  Treasury  regulations  for  many 
years. 

9.  Effective  date. — The  amendments  made  by  this  provision  are  to 
apply  with  respect  to  taxable  years  ending  after  June  30,  1962,  but 
only  in  respect  of  periods  after  that  date. 

VI.  DISTRIBUTIONS  IN  KIND  BY  FOREIGN  CORPORATIONS 

(Sec.  5  of  the  bill  and  sec.  301  of  the  code) 

A.  Reasons  jor  provision 

Under  present  law,  when  a  distribution  in  kind  is  made  by  a  corpora¬ 
tion  to  a  shareholder  which  is  also  a  corporation,  the  amount  which  is 
treated  as  a  distribution  is  the  fair  market  value  of  the  property  re¬ 
ceived  or,  if  lower,  the  adjusted  basis  of  the  property  in  the  hands  of 
the  distributing  corporation.  Where  both  the  distributing  corpora¬ 
tion  and  its  corporate  shareholder  are  domestic  corporations,  taking 
into  account  the  adjusted  basis  when  it  is  lower  than  the  fair  market 
value  of  the  property  may  be  justified  on  the  grounds  that  the  appreci¬ 
ated  property  is  still  owned  by  a  corporation  and,  in  fact,  very  little 
lias  happened.  Furthermore,  if  the  distributee  corporation  sells  the 
property,  the  same  amount  of  gain  will  be  realized  and  taxed  as  if  the 
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distributor  corporation  had  sold  it.  Where  the  distributing  cor¬ 
poration  is  a  foreign  corporation,  however,  the  device  of  distributing 
to  its  U.S.  corporate  shareholder  appreciated  property  can  be  used  as 
a  device  to  permit  the  U.S.  corporation  to  realize  on  the  earnings  and 
profits  of  the  foreign  corporation  at  minimum  U.S.  tax.  Assume, 
for  example,  that  an  American  parent  has  a  100-percent  owned 
foreign  subsidiary.  This  foreign  subsidiary  has  $100,000  in  accumu¬ 
lated  earnings  and  profits  resulting  from  foreign  earnings  all  of  which 
enjoyed  complete  deferral  from  U.S.  tax.  Assume  further  that  the 
foreign  subsidiary  is  in  a  position  to  distribute  to  its  American  parent 
either  $50,000  in  cash  or  a  valuable  piece  of  property  having  a  fair 
market  value  of  $50,000  but  an  adjusted  basis  of  only  $20,000.  Under 
existing  law,  the  dividend  income  to  the  American  parent  is  $50,000 
if  the  cash  is  distributed  but  is  only  $20,000  if  the  property  is  distrib¬ 
uted.  Under  the  amendment  proposed  by  the  bill,  however,  the  divi¬ 
dend  income  to  the  parent  is  the  same  amount  ($50,000)  whether  the 
cash  or  the  property  is  distributed.  This  result  is*believed  appro¬ 
priate  since  the  increase  in  value  of  the  parent’s  assets  is  the  same 
whether  it  receives  the  cash  or  the  property. 

This  is  a  companion  provision  to  section  16  of  this  bill.  These  two 
provisions  taken  together  are  designed  to  give  assurance  that  when 
funds  are  withdrawn  from  foreign  corporations  by  liquidation  of  the 
corporation,  sale  of  the  stock  or  distribution  of  property  in  kind  that  a 
full  U.S.  tax  is  obtained. 

B.  General  explanation  of  provision 

This  provision  amends  existing  law  (sec.  301(b)(1)(C))  to  provide 
that  where  there  is  a  distribution  in  kind  from  a  foreign  corporation 
and  the  shareholder  is  a  corporation,  then  the  amount  of  the  distribu¬ 
tion  for  dividend  purposes  is  to  be  the  fair  market  value  of  the  property 
distributed,  and  not  its  adjusted  basis  in  the  hands  of  the  distributor 
where  this  is  lower. 

An  exception  to  the  rule  described  above  is  provided  where  the 
distributing  corporation,  although  a  foreign  corporation,  during  the  3 
years  ending  with  the  close  of  the  corporation’s  taxable  year,  derived 
more  than  50  percent  of  its  income  from  sources  within  the  United 
States.  In  such  cases,  to  the  extent  that  the  income  is  subject  to  U.S. 
tax,  the  corporation  receiving  the  dividend  can  continue  to  apply  the 
rule  generally  available  for  domestic  corporations.  Thus,  to  the  ex¬ 
tent  the  dividend  is  treated  as  eligible  for  the  85-percent  dividends 
received  deduction,  the  amount  of  distribution  will  be  the  adjusted 
basis  of  the  property  to  the  distributing  corporation  where  this  is 
lower  than  its  fair  market  value. 

The  bill  also  makes  appropriate  basis  adjustments  to  take  into 
account  the  changed  rules  with  respect  to  dividend  distributions. 

The  amendments  made  by  this  provision  are  to  apply  to  distribu¬ 
tions  made  after  December  31,  1962. 


80931—62 


3 


28  REVENUE  ACT  OF  1962 

VII.  ALLOCATION  OF  INCOME  BETWEEN  RELATED  FOREIGN 
AND  DOMESTIC  ORGANIZATIONS 

(Sec.  6  of  the  bill  and  sec.  482  (b)  of  the  code) 

A.  Reasons  j or 'provision 

Under  present  law,  foreign  corporations  which  are  controlled  by 
domestic  corporations  or  other  persons  are  not  taxed  by  the  United 
States  on  their  foreign  source  income.  Thus,  United  States  imposes 
no  tax  with  respect  to  the  profits  of  such  a  corporation  when  they 
are  earned  although  it  does  impose  a  tax  on  the  domestic  shareholders 
of  this  corporation  when  they  receive  dividend  distributions  from  it. 
This  taxation  at  the  time  of  distribution,  rather  than  at  the  tune  the 
income  is  earned  by  the  foreign  corporation,  has  become  known  as 
“tax  deferral.”  U.S.  corporations,  it  is  believed  may  sell  goods  to 
their  controlled  foreign  subsidiaries  at  less  than  a  fair  price  to  avoid 
a  U.S.  tax  on  what  should  be  their  full  profit  for  such  sales.  Similarly, 
in  other  cases  it  is  believed  that  foreign-controlled  subsidiaries  have 
sold  goods  to  their  domestic  parent  at  more  than  the  fair  market 
price.  The  effect  of  such  transactions  is  to  understate  the  taxable 
income  of  the  domestic  corporation  subject  to  U.S.  tax  and  to  over¬ 
state  the  income  of  the  foreign  subsidiary.  Thus,  to  the  extent  the 
U.S.  tax  rate  is  above  that  imposed  by  the  foreign  country  or  country 
involved,  tax  deferral  is  achieved  with  respect  to  this  diverted  income 
during  the  period  of  tune  the  income  is  held  abroad.  The  Secretary 
of  the  Treasury,  in  his  testimony  last  year  on  this  subject  stated: 

This  is  not  simply  a  question  of  allocating  the  profits  of 
foreign  operations  to  tax  haven  countries.  It  is  a  problem 
that  significantly  affects  U.S.  taxation  of  domestic  profits. 

The  technique  that  is  used  for  diverting  profits  from  one 
company  to  another  among  European  affiliates  is  also  used 
to  divert  income  from  U.S.  companies  to  foreign  affiliates. 
Income  that  would  normally  be  taxable  by  the  United  States 
is  thrown  into  tax  haven  companies  with  the  object  of  ob¬ 
taining  tax  deferral.  This  is  done,  for  example,  by  placing  in 
a  Swiss  or  Panamanian  corporation  the  activities  of  the  export 
division  of  a  U.S.  manufacturing  enterprise.  A  very  sub¬ 
stantial  volume  of  exports  is  required  merely  to  offset  the 
loss  in  foreign  exchange  which  the  retention  abroad  of  export 
profits  entails. 

Present  law  in  section  482  authorizes  the  Secretary  of  the  Treasury 
to  allocate  income  between  related  organizations  where  he  determines 
this  allocation  is  necessary  “in  order  to  prevent  evasion  of  taxes  or 
clearly  to  reflect  the  income  of  any  such  organizations.”  This  provi¬ 
sion  appears  to  give  the  Secretary  the  necessary  authority  to  allocate 
income  between  a  domestic  parent  and  its  foreign  subsidiary.  How¬ 
ever,  in  practice  the  difficulties  in  determining  a  fair  price  under  this 
provision  severely  limit  the  usefulness  of  this  power  especially  where 
there  are  thousands  of  different  transactions  engaged  in  between  a 
domestic  company  and  its  foreign  subsidiary. 

Because  of  the  difficulty  in  using  the  present  section  482,  your 
committee  has  added  a  subsection  to  this  provision  authorizing  the 
Secretary  of  the  Treasury  or  his  delegate  to  allocate  income  in  the 
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case  of  sales  or  purchases  between  a  U.S.  corporation  and  its  controlled 
foreign  subsidiary  on  the  basis  of  the  proportion  of  the  assets,  com¬ 
pensation  of  the  officers  and  employees,  and  advertising,  selling  and 
sales  promotion  expenses  attributable  to  the  United  States  and 
attributable  to  the  foreign  country  or  countries  involved.  This  will 
enable  the  Secretary  to  make  an  allocation  of  the  taxable  income  of  the 
group  involved  (to  the  extent  it  is  attributable  to  the  sales  in  question) 
whereas  in  the  past  under  the  existing  section  482  he  has  attempted 
only  to  determine  the  fair  market  sales  price  of  the  goods  in  question 
and  build  up  from  this  to  the  taxable  income — a  process  much  more 
difficult  and  requiring  more  detailed  computations  than  the  allocation 
rule  permitted  by  this  bill. 

The  bill  provides,  however,  that  the  allocation  referred  to  will  not 
be  used  where  a  fair  market  price  for  the  product  can  be  determined. 
It  also  provides  that  other  factors  besides  those  named  can  be  taken 
into  account.  In  addition,  it  provides  that  entirely  different  alloca¬ 
tion  rules  may  be  used  where  this  can  be  worked  out  to  mutual  agree¬ 
ment  of  the  Treasury  Department  and  the  taxpayer. 

B.  General  explanation  oj  provision 

The  bill  adds  a  new  subsection  (b)  to  the  provision  of  existing  law 
(sec.  482)  authorizing  an  allocation  of  income  between  corporations 
(or  other  persons)  controlled  directly  or  indirectly  by  the  same  inter¬ 
ests.  The  new  subsection  applies  only  to  sales  of  tangible  property 
within  a  group  where  one  of  the  organizations  is  domestic  and  another 
is  foreign  (however,  there  may  be  more  than  one  domestic  or  more  than 
one  foreign  organization  involved)  but  only  where  the  organizations 
are  owned  or  controlled  directly  or  indirectly  by  the  same  interests. 
In  such  cases  the  Secretary  of  the  Treasury  or  his  delegate  is  authorized 
(but  not  required)  to  allocate  the  income  of  the  group  arising  from 
these  sales  under  the  allocation  rule  described  below.  Nevertheless, 
this  allocation  rule  is  not  to  apply  where  the  taxpayer  can  establish  an 
arm’s-length  price  for  the  goods  in  question. 

Under  the  general  allocation  rule  provided  by  the  bill  the  Secretary 
or  his  delegate  is  to  allocate  the  income  between  the  United  States 
organization  and  the  foreign  organization  on  the  basis  of  the  propor¬ 
tion  of  the  assets,  the  compensation  of  officers  and  employees  and 
the  advertising,  selling  and  sales  promotion  expenses  of  the  group 
which  on  one  hand  are  not  attributable  to  the  United  States  and 
which  on  the  other  hand  are  attributable  to  the  United  States.  For 
this  purpose,  only  those  assets,  that  compensation  and  those  sales, 
etc.,  expenses  which  are  attributable  to  the  property  so  sold  or  pur¬ 
chased  are  to  be  taken  into  account. 

The  allocation  need  not  be  based  upon  the  above-mentioned  factors 
alone.  The  provision  specifically  authorizes  the  inclusion  of  other 
factors  such  as  special  risks,  if  any,  of  the  market  in  which  the  product 
is  sold.  In  addition,  if  the  taxpayer  or  the  Secretary  or  his  delegate 
can  work  out  some  other  mutually  agreeable  method  of  allocating 
income,  this  alternative  method  is  to  be  used  instead  of  the  rule 
referred  to  above. 

Generally,  the  value  of  the  assets  to  be  taken  into  account  in  the 
allocation  method  is  to  be  the  adjusted  basis  of  these  assets  in  the 
hands  of  the  taxpayer.  However,  in  the  case  of  some  foreign  corpora¬ 
tions,  a  U.S.  concept  of  adjusted  basis  for  assets  may  be  difficult, 
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if  not  impossible,  to  compute.  In  such  cases,  their  book  values  may 
be  used,  adjusted  to  the  extent  feasible  to  approximate  adjusted  basis. 
The  assets  to  be  included  in  this  allocation  formula  are  real  property 
and  tangible  personal  property  except  inventory  and  stock  in  trade. 
In  addition,  real  property  and  tangible  personal  property  which  are 
rented  are  to  be  taken  into  account  for  this  purpose. 

As  indicated  previously,  the  allocation  method  described  above  is 
not  to  apply  to  any  sale  where  the  taxpayer  can  establish  an  arm’s- 
length  price.  An  arm’s-length  price  for  this  purpose  can  be  established 
under  either  of  two  procedures.  First,  the  taxpayer  can  determine 
the  arms-length  price  by  establishing  the  price  at  which  similar  or 
comparable  property  is  sold  in  the  same  general  marketing  areas  to 
unrelated  persons  either  by  the  taxpayer  or  by  third  parties,  if  the 
conditions  of  sale  are  similar.  Second,  if  the  taxpayer  cannot  deter¬ 
mine  such  a  price,  nevertheless  he  may  still  establish  an  arm’s-length 
price  by  taking  the  price  at  which  similar  or  comparable  property  is 
sold  in  either  the  same  or  other  market  areas  where  the  marketing 
conditions  or  quantities  sold  may  be  different.  In  such  cases  such  a 
price  can  be  used,  but  only  after  adjustment  is  made  for  the  material 
differences  in  area,  quantity,  or  in  marketing  conditions  (including 
custom  duties  and  transportation  costs)  and  in  any  other  relevant 
factors.  Moreover,  these  adjustments  must  be  determinable. 

The  bill  provides  that  the  Secretary  or  his  delegate  is  by  regulations 
to  set  forth  procedures  which  are  similar  in  principle  to  those  specified 
above  which  are  to  be  applied  where  one  of  the  organizations  in  the 
group  receives  a  sales  commission,  rather  than  actually  receiving  title 
to  goods  and  then  selling  them.  The  bill  also  provides  in  the  case  of 
“sham”  or  “paper”  corporations  that  no  amount  is  to  be  allocated  to 
a  foreign  corporation  under  this  formula  if  its  assets,  personnel  and 
office  and  other  facilities  outside  of  the  United  States  are  grossly 
inadequate  to  provide  for  its  activities  outside  of  the  United  States. 

The  bill  also  provides  that  the  Secretary  or  his  delegate  may  require 
the  taxpayer  to  furnish  information  which  may  be  “reasonably  sup¬ 
plied”  to  the  extent  this  information  is  needed  to  apply  the  allocation 
rule  referred  to  above  which  makes  use  of  assets,  compensation  and 
selling  expenses.  Failure  to  supply  this  information  can  lead  to  the 
Secretary  or  his  delegate  allocating  all  of  the  income  to  the  United 
States. 

,The  bill  also  provides  that  where,  under  the  allocation  rule  set  forth 
in  this  provision,  income  is  allocated  to  the  domestic  corporation  which 
had  j?een  subject  to  foreign  income  taxes  in  the  hands  of  the  foreign 
corporation,  these  foreign  taxes,  like  other  expenses  related  to  the 
inc-me  reallocation,  are  to  be  attributed  to  the  domestic  corporation. 
Thus,  if  the  domestic  corporation  is  claiming  a  foreign  tax  credit, 
rather  than  taking  a  deduction  for  foreign  taxes,  a  foreign  tax  credit 
will  be  available  with  respect  to  this  transferred  tax  as  well.  How¬ 
ever,  the  income  so  reallocated  for  purposes  of  the  overall  or  per 
country  limit  is  not  to  be  classified  as  foreign  income. 

This  provision  is  to  apply  with  respect  to  taxable  years  beginning 
after  December  31,  1962. 


REVENUE  ACT  OF  196  2 


31 


VIII.  DISTRIBUTIONS  OF  FOREIGN  PERSONAL 
HOLDING  COMPANIES 

(Sec.  7  of  the  bill  and  secs.  552  and  556  of  the  code) 

A.  Reasons  jor  provision 

Under  present  law  certain  foreign  corporations  are  classified  as 
“foreign  personal  holding  companies”  and  their  income  is  taxed,  on  a 
pro  rata  basis,  to  their  American  shareholders.  For  a  company  to  be 
so  classified  more  than  50  percent  of  its  stock  must  be  owned,  directly 
or  indirectly,  by  five  or  fewer  U.S.  citizens  or  residents.  In  addition, 
60  percent,  or  50  percent  in  certain  cases,  of  its  gross  income  must  be 
foreign  personal  holding  company  income,  that  is,  must  be  “passive” 
types  of  income,  such  as  dividends,  interest,  royalties,  rents  in  certain 
cases,  etc. 

Elsewhere  in  this  bill  (sec.  13)  your  committee  has  attributed  to 
U.S.  shareholders  the  passive  income  of  foreign  corporations  under  a 
much  lower  income  test  than  the  60  or  50  percent  presently  applicable 
to  these  foreign  personal  holding  companies.  In  this  latter  case, 
where  the  principal  shareholders  are  likely  to  be  corporations,  if  from 
20  to  80  percent  of  the  gross  income  of  the  company  is  from  the 
specified  types  of  passive  income,  then  the  U.S.  shareholders  are  taxed 
upon  their  share  of  this  income,  or  if  this  passive  income  exceeds  80 
percent  of  the  company’s  gross  income,  then  the  shareholders  are 
taxed  on  the  entire  income  of  the  corporation. 

In  view  of  the  stricter  income  tests  to  be  made  applicable  in  this 
latter  case,  your  committee  concluded  that  the  foreign  personal 
holding  company  provisions  of  present  law  should  be  modified  to 
conform. 

B.  General  explanation  of  provisions 

This  section  makes  two  modifications  in  the  present  foreign  per¬ 
sonal  holding  company  tax.  First,  it  provides  that  a  company 
is  to  be  classified  as  a  foreign  personal  holding  company  if  20  percent 
of  its  gross  income  is  personal  holding  company  income,  that  is,  pas¬ 
sive  income  from  dividends,  interest,  royalties,  rents  in  certain  cases, 
etc.  Under  present  law  a  corporation  initially  becomes  subject  to 
personal  holding  company  tax  only  when  60  percent  or  more  of  its 
gross  income  is  derived  from  the  specified  types  of  income.  However, 
once  classified  as  a  foreign  personal  holding  company  it  will  remain 
so  if  50  percent  or  more  of  its  income  is  derived  from  these  types  of 
income.  The  50-percent  test  will  continue  to  be  applied  thereafter 
until  there  is  a  year  in  which  the  corporation  does  not  have  the  50- 
percent  stock-ownership  referred  to  above,  or  until  an  elapse  of  3 
years  in  which  less  than  50  percent  of  its  income  is  from  the  specified 
sources.  Under  the  bill  the  single  20-percent  test,  applied  annually, 
is  to  replace  this  provision. 

The  second  change  made  in  the  present  foreign  personal  holding 
company  provisions  relates  to  the  definition  of  “undistributed  foreign 
personal  holding  company  income,”  namely;  the  income  which  on  a 
pro  rata  basis  is  attributed  to  the  shareholders.  Under  present  law 
the  undistributed  foreign  personal  holding  company  income  is  the 
entire  taxable  income  with  certain  modifications  (for  taxes,  charitable 
contributions,  net  operating  loss  deductions,  etc.)  minus  the  dividends 
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paid  during  the  year  (and  consent  dividends).  Under  your  commit¬ 
tee’s  bill  this  definition  of  undistributed  foreign  personal  holding 
company  will  remain  the  same  in  those  cases  where  the  specified 
types  of  passive  income  exceed  80  percent  of  the  company’s  gross 
income.  However,  if  the  foreign  personal  holding  company’s  passive 
income  represents  from  20  to  80  percent  of  its  gross  income,  then 
the  income  to  be  attributed  to  the  shareholders  as  undistributed 
foreign  personal  holding  company  income  is  to  be  the  same  proportion 
of  its  taxable  income  (with  present  law  modifications)  minus  dividends 
paid  (and  consent  dividends)  as  its  foreign  personal  holding  company 
income  is  of  its  gross  income. 

These  changes  are  effective  with  respect  to  taxable  years  of  the 
foreign  corporations  beginning  after  December  31,  1962. 

IX.  MUTUAL  SAVINGS  BANKS,  ETC. 

(Sec.  8  of  bill  and  secs.  593,  595  and  7701(a)  of  code) 

A.  Reasons  for  provision 

Until  1952  mutual  savings  banks,  domestic-  building  and  loan 
associations  and  certain  cooperative  banks  (hereinafter  referred  to  as 
mutual  savings  institutions)  were  exempt  from  Federal  income  tax. 
This  exemption  had  initially  been  based  upon  the  premise  that  the 
members’  money  in  the  case  of  these  institutions  was  being  used  for 
loans  to  members,  or  that  the  institutions  were  in  effect  doing  business 
with  themselves  and  that  since  the  earnings  of  the  institutions  belonged 
to  the  depositors  rather  than  to  it,  there  could  be  no  profit  on  which  to 
impose  an  income  tax. 

In  1951,  however,  Congress  repealed  the  exemption  of  these  mutual 
savings  institutions  and  subjected  them  to  the  regular  corporate  in¬ 
come  tax.  At  the  same  time,  however,  these  institutions  were  allowed 
a  special  deduction  for  additions  to  bad-debt  reserves  which  proved  to 
be  so  large  that  they  have  remained  virtually  tax  exempt  since  1951. 
The  1951  legislation  provided  that  additions  could  be  made  to  a 
reserve  for  bad  debts  in  whatever  amount  the  institution  deemed 
appropriate  so  long  as  (1)  the  amount  set  aside  each  year  did  not 
exceed  the  income  returned  by  the  institution  for  the  year,  or  (2)  its 
total  reserves  and  surplus  did  not  exceed  12  percent  of  its  deposits  or 
withdrawable  accounts  at  the  close  of  the  year. 

The  President  in  his  tax  message  of  April  20,  1961,  observed  that — 

Some  of  the  most  important  types  of  private  savings  and 
lending  institutions  in  the  country  are  accorded  tax  de¬ 
ductible  reserve  provisions  which  substantially  reduce  or 
eliminate  their  Federal  tax  liabilit}*. 

He  further  stated  that — 

These  provisions  should  be  reviewed  with  the  aim  of  insuring 
nondiscriminatory  treatment. 

Subsequent^,  the  Treasury  Department  in  its  report  of  July  1,  1961, 
stated  that — - 

This  special  bad-debt  reserve  provision  has  kept  these 
institutions  virtually  tax  exempt  because  they  may  ac¬ 
cumulate  $12  tax  free  for  each  $100  of  new  deposits.  During 
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I960,  these  institutions  had  assets  of  about  $110  billion  and 
they  retained  on  a  tax-deductible  basis,  current  earnings  of 
over  $750  million.  For  1958,  *  *  *  these  institutions  paid 
total  Federal  income  taxes  of  $8.8  million. 

Your  committee  has  reviewed  the  tax  treatment  of  the  mutual 
savings  institutions.  It  has  concluded  that  the  present  bad-debt 
reserve  provisions  are  unduly  generous  and  that  they  require  revision. 
Accordingly,  your  committee’s  bill  amends  the  special  bad-debt 
reserve  provisions  of  existing  law  which  are  applicable  to  these  insti¬ 
tutions  to  provide  what  it  believes  will  be  an  assurance  that  significant 
tax  will  be  paid  in  most  cases  on  the  retained  earnings  of  these 
institutions.  The  bill  provides  reserves  consistent  with  the  proper 
protection  of  the  institution  and  its  policyholders  in  the  light  of  the 
peculiar  risks  of  long-term  lending  on  residential  real  estate  which  is 
the  principal  function  of  these  institutions. 

Under  the  bill,  mutual  savings  institutions  will  be  permitted  to  add 
to  reserves  for  bad  debts  each  year  whichever  of  the  following  amounts 
is  the  greatest: 

(1)  60  percent  of  taxable  income  1  for  the  year  computed 
before  a  bad -debt  deduction, 

(2)  an  amount  sufficient  to  bring  the  balance  of  the  reserve 
for  losses  on  qualifying  real  property  loans  to  3  percent  of  such 
loans  outstanding  at  the  close  of  the  taxable  year,  plus  an  amount 
sufficient  to  bring  the  balance  of  the  reserve  for  losses  on  other 
loans  to  a  reasonable  amount,  or 

(3)  if  an  institution  demonstrates  a  need  for  a  reserve  greater 
than  is  permissible  under  (1)  or  (2),  an  amount  sufficient  to  bring 
the  overall  balance  of  its  reserves  to  a  “reasonable”  amount. 

Most  of  these  institutions  can  be  expected  to  use  the  60-percent 
alternative  in  making  additions  to  their  bad-debt  reserves.  Those 
who  use  this  method  of  necessity  will  be  paying  tax  if  they  have  any 
taxable  income  before  this  deduction.  The  3-percent  alternative 
will  be  primarily  beneficial  to  new  or  rapidly  expanding  institutions. 
These  additions  to  bad-debt  reserves  provided  by  the  bill  should  be 
sufficient  to  enable  these  mutual  savings  institutions  to  provide 
adequate  returns  to  depositors  and  at  the  same  time  continue  to  pro¬ 
vide  a  steady  supply  of  capital  to  homebuyers  of  the  Nation. 

The  bill  also  provides  rules  governing  the  tax  treatment  of  mortgage 
foreclosures  by  mutual  savings  institutions.  Other  important  changes 
include  the  establishment  of  a  priority  for  distributions  to  stockholders 
in  the  case  of  stock  savings  and  loan  associations  and  a  change  in  the 
definition  of  “domestic  building  and  loan  association.”  Your  com¬ 
mittee’s  bill  also  repeals  the  exemptions  provided  federally  chartered 
savings  and  loan  institutions  in  the  case  of  the  excise  taxes  on  communi¬ 
cations  and  on  the  transportation  of  persons. 

B.  General  explanation  oj  provision 

1 .  Additions  to  reserves  for  losses  on  loans. — In  the  case  of  mutual 
savings  institutions  the  bill  provides  new  rules  for  calculating  the 
deduction  allowable  for  additions  to  bad-debt  reserves,  or  reserves  for 
losses  on  loans  as  they  are  referred  to  in  the  bill.  Beginning  in  1963, 
these  institutions  will  maintain  two  accounts  to  which  additions  will 

1  For  this  purpose,  taxable  income  does  not  include  certain  amounts  required  to  be  charged  to  reserves  by 
stock  companies. 
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be  made  in  the  future  with  respect  to  reserves  for  bad  debts.2  One  of 
the  two  accounts  is  a  reserve  for  “losses  on  qualifying  real  property 
loans,”  the  additions  to  which  can  be  determined  by  the  taxpayer 
under  rules  set  forth  in  the  bill.  The  other  is  a  reserve  for  “losses  on 
nonqualifying  loans.” 

Additions  to  this  latter  account  are  required  to  be  “reasonable 
additions”  which  means  that  as  in  the  case  of  other  taxpayers  these 
additions  to  these  reserves  will  be  determined  upon  the  basis  of  the 
past  experience  and  other  appropriate  factors. 

In  the  case  of  the  reserve  for  losses  on  qualifying  real  property 
loans,  the  addition  to  be  made  each  year  to  this  reserve  is  to  be 
determined  by  the  taxpayer  but  may  not  exceed  whichever  of  the 
following  is  the  largest : 

(а)  60  percent  of  the  institution’s  taxable  income  for  the  year 
computed  before  this  deduction. 

(б)  the  amount  necessary  to  increase  the  balance  in  the  re¬ 
serve  for  losses  on  qualifying  real  property  loans  to  3  percent  of 
such  loans  outstanding  at  the  close  of  the  taxable  year  plus  a 
reasonable  addition  to  the  reserve  for  losses  on  nonqualifying 
loans ; 

(c)  if  the  institution  demonstrates  the  need  for  greater  re¬ 
serves  than  are  permitted  under  (a)  or  ( b )  above,  an  amount 
which  would  be  permitted  to  be  added  to  a  reserve  for  bad  debts 
without  regard  to  the  special  provision  for  mutual  savings 
institutions. 

Your  committee’s  bill  does  not  impose  any  overall  ceiling  on  the 
amount  which  may  be  accumulated  by  a  mutual  savings  institution 
with  respect  to  its  reserve  for  losses  on  qualifying  real  property  loans. 
However,  your  committee  intends  from  time  to  time  to  review  the 
status  of  this  reserve  to  be  sure  that  the  balances  maintained  in  these 
reserves  remain  reasonable  in  light  of  the  overall  requirements  of 
the  mutual  savings  institutions. 

When  losses  on  loans  are  realized  they  will  be  charged  to  the  appro¬ 
priate  account  within  the  general  reserve  for  bad  debts.  That  is, 
losses  on  loans  with  respect  to  qualifying  real  property  will  be  charged 
to  the  reserve  for  such  loans  and  losses  on  nonqualifying  ' loans  will  be 
charged  to  the  reserve  for  losses  on  such  loans.3 

The  reserves  which  are  required  by  the  bill  to  be  established — that 
is,  the  reserve  for  losses  on  qualifying  real  property  loans,  the  reserve 
for  losses  on  nonqualifying  loans,  and  the  supplemental  reserve  for 
losses  on  loans — are  required  to  be  treated  as  bad  debt  reserves  for  all 
tax  purposes  (except  that  no  deduction  is  allowed  for  any  addition  to 
the  supplemental  reserve).  Thus,  although  these  reserves  are  termed 
reserves  for  “loans,”  they  are  reserves  for  bad  debts;  and  any  charge 
to  any  such  reserve  for  an  item  other  than  a  bad  debt  will  result  in  the 
inclusion  in  gross  income  of  an  amount  equal  to  such  charge. 

For  purposes  of  determining  annual  additions  to  the  reserve  for 
losses  on  qualifying  real  property  loans,  mutual  savings  institutions  are 
to  take  into  account  all  loans  secured  by  improved  real  property 
(whether  such  loans  are  insured  or  uninsured)  except  Government 
bonds,  certain  corporate  obligations  and  certain  loans  between  banks 

J  They  may  also  have  a  supplemental  reserve  which  will  represent  certain  reserves  built  up  in  the  period 
from  1952  through  1962.  This  supplemental  reserve  is  explained  below. 

>  At  the  election  of  the  taxpayer,  losses  on  any  loan  instead  of  being  charged  to  the  reserve  referred  to  above 
may  be  charged  in  whole  or  In  part  to  the  supplemental  reserve  for  losses  on  loans  referred  to  below. 
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and  related  parties.  Under  this  provision,  both  federally  insured 
FHA  and  guaranteed  VA  home  loans,  as  well  as  conventional  loans, 
may  be  taken  into  account  in  determining  the  amount  of  additions 
to  the  reserve  for  losses  on  qualifying  real  property  loans.  Loans  on 
improved  real  property  are  intended  for  this  purpose  to  include  loans 
obtained  for  the  construction  of  improvements  on  real  property,  even 
though  at  the  time  the  loan  is  made  no  improvements  may  exist  on  the 
property. 

The  following  examples  illustrate  the  operation  of  the  alternative 
choices  for  additions  to  reserves  for  bad  debts: 

Example  1:  At  the  close  of  year  10,  X  building  association  has 
improved  real  property  loans  outstanding  of  $2,000  and  nonqualified 
loans  of  $200.  Its  taxable  income  before  any  addition  to  a  reserve 
for  bad  debts  is  $50.  The  balance  in  its  reserve  for  losses  on  improved 
real  property  loans  is  $51  and  the  balance  in  its  reserve  for  losses  on 
nonqualifying  loans  is  $1.  (Its  experience  indicates  the  need  for  a 
reserve  for  losses  on  nonqualifying  loans  of  1  percent  of  such  loans, 
and  a  reserve  for  losses  on  improved  real  property  loans  of  2.5  percent 
of  such  loans.) 

For  this  year  X  building  association  would  be  permitted  to  add  to 
its  reserves  $30  (60  percent  times  $50).  (Under  the  3-percent  method 
only  $10  could  have  been  added.)  Of  this  amount  $1  would  be  added 
to  the  reserve  for  losses  on  nonqualifying  loans  (making  the  balance 
in  that  account  $2)  and  $29  would  be  added  to  the  reserve  for  losses 
on  improved  real  property  loans  (making  the  balance  in  that  account 
$80).  Taxable  income  for  this  year  would  then  be  $20. 

Example  2:  Assume  the  same  facts,  except  that  taxable  income 
before  any  addition  to  reserve  for  bad  debts  is  $15.  X  building  associ¬ 
ation  would  be  permitted  to  add  to  its  reserves  $10.  This  is  the 
amount  necessary  to  bring  the  balance  of  the  reserve  for  losses  on 
nonqualifying  loans  to  $2  (1  percent  times  $200)  plus  the  amount 
necessary  to  bring  the  balance  of  the  reserve  for  losses  on  improved 
real  property  loans  to  $60  (3  percent  times  $2,000).  (Under  the  60- 
percent  method  the  addition  would  have  been  only  $9.)  Taxable 
income  would  then  be  $5  ($15  minus  $10). 

2.  Treatment  of  pre-1963  reserves. — At  the  present  time  bad-debt 
reserves  etc.  of  mutual  savings  banks  are  about  10  percent  of  their 
deposits,  while  similar  reserves  of  domestic  building  and  loan  associa¬ 
tions  average  about  8  percent  of  deposits.  This  means  that  existing 
reserves  of  these  mutual  savings  institutions  in  most  cases  will  exceed 
3  percent  of  improved  real  property  loans,  plus  a  reasonable  reserve 
for  other  loans. 

The  bill  makes  special  provision  for  the  treatment  of  existing  bad- 
debt  reserves  of  mutual  savings  institutions.  If  the  entire  amount  of 
such  reserves  (called  “pre-1963  reserves”  in  the  bill)  were  required  to 
be  allocated  to  the  reserve  for  losses  on  qualifying  real  property  loans 
and  to  the  reserve  for  losses  on  nonqualifying  loans,  the  balances  of 
those  reserves  would  in  many  cases  be  so  large  that  many  mutual 
savings  institutions  would  be  denied  a  deduction  for  additions  to 
bad-debt  reserves  for  many  years.  In  order  to  mitigate  this  effect, 
your  committee’s  bill  provides  that  only  a  portion  of  such  pre-1963 
reserves  is  to  be  allocated  to  the  reserve  for  losses  on  qualifying  real 
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property  loans  and  to  the  reserve  for  losses  on  nonqualifying  loans 
under  the  following  rules : 

(а)  First  there  is  credited  to  the  reserve  for  nonqualifying 
loans  whatever  portion  of  these  pre-1963  reserves  is  necessary  to 
bring  the  balance  of  this  reserve  to  an  amount  which  would  be 
reasonable  on  the  basis  of  nonqualifying  loans  outstanding  as  of 
December  31,  1962; 

(б)  next  there  is  credited  to  the  reserve  for  losses  on  qualifying 
real  property  loans  whatever  remaining  portion  of  the  pre-1963 
reserves  is  necessary  to  bring  the  balance  of  this  reserve  up  to 
3  percent  of  loans  on  improved  real  property  outstanding  as  of 
December  31,  1962,  or  to  a  greater  amount  if  the  experience  of 
the  institution  as  of  December  31,  1962,  indicates  a  need  for  a 
greater  reserve;  and 

(c)  finally,  any  remaining  pre-1963  reserves  are  credited  to  the 
supplemental  reserve  for  losses  on  loans. 

Amounts  credited  to  the  supplemental  reserve  for  losses  on  loans  can 
be  used  only  to  offset  losses  on  loans  (if  the  institution  chooses  to 
charge  losses  to  this  reserve).  Any  other  use  of  this  reserve  will 
result  in  the  imposition  of  income  tax. 

3.  Distributions  to  shareholders. — Some  of  the  savings  and  loan 
associations  to  which  this  provision  is  applicable  have  shares  of  stock 
outstanding.  Your  committee  desires  to  insure  that  in  such  cases  no 
amounts  are  paid  to  these  stockholders  until  full  income  tax  had  been 
paid  with  respect  to  the  profits  which  are  distributed  to  such  stock¬ 
holders;  and  that  the  earned  surplus  which  is  accumulated  under  the 
reserve  provisions  of  the  bill  should  be  for  the  protection  of  depositors. 
Therefore,  the  bill  provides  that  in  the  case  of  distributions  to  the 
stockholders,  the  amounts  are  to  be  considered  as  paid  out  of  the 
following  funds  of  the  institution: 

(a)  first  out  of  the  reserve  for  losses  on  qualifying  real  property 
loans  (but  only  to  the  extent  the  balance  in  such  reserve  exceeds 
the  amount  which  would  have  been  allowed  the  institution  in 
the  absence  of  this  special  bad-debt  provision); 

( b )  next  out  of  the  supplemental  reserve  for  losses  on  loans ; 

(c)  then  out  of  earnings  and  profits  accumulated  in  taxable 
years  beginning  after  December  31,  1951 ;  and 

( d )  finally,  out  of  other  amounts. 

Before  distributions  can  be  made  out  of  either  the  reserve  for  losses 
on  qualifying  real  property  loans  or  out  of  the  supplemental  reserve, 
income  tax  must  be  paid  with  respect  to  the  amount  required  to  be 
charged  by  the  stock  institution.  The  amount  required  to  be  charged 
to  these  reserves  and  included  in  income  is  the  amount  of  the  distri¬ 
bution  to  the  stockholder  “grossed-up”  by  the  appropriate  amount  of 
tax.  Only  after  these  reserves  (modified  as  indicated)  are  exhausted, 
can  distributions  be  made  out  of  amounts  which  have  already  been 
tax  paid.  These  special  rules  will  insure  that  the  current  profit  which 
is  allocated  to  stockholders  will  pay  a  regular  corporate  income  tax. 

4-  Foreclosures  on  property  securing  loans. — Your  committee’s  bill 
also  adds  a  new  provision  to  the  code  containing  rules  to  govern  the 
tax  consequences  of  mortgage  foreclosures  (or  other  similar  proceed¬ 
ings)  in  which  mutual  savings  institutions  take  over  property  which 
was  security  for  its  loan.  Under  existing  law  the  foreclosure  event  is 
considered  a  taxable  transaction.  This  has  been  interpreted  to  mean 
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that  a  bad-debt  (or  loss)  deduction  may  or  may  not  arise  at  that  time 
depending  upon  the  bid  price  for  the  property.  In  many  instances 
foreclosed  property  is  bid  in  for  the  amount  of  the  loan  still  outstand¬ 
ing.  In  such  a  case  present  law  may  not  permit  a  bad-debt  deduction 
to  be  taken.  When  the  property  is  subsequently  sold  by  the  mutual 
savings  institution,  it  may  simultaneously  realize  a  deductible  bad- 
debt  loss  and  a  taxable  capital  gain. 

The  bill  seeks  to  avoid  these  erratic  results  by  providing  that  in 
the  future  a  foreclosure  is  not  to  be  treated  as  a  taxable  event,  and 
that  amounts  received  by  the  mutual  savings  institution  subsequent  to 
the  foreclosure  are  to  be  treated  as  payments  on  the  indebtedness. 
This  would  be  accomplished  under  the  bill  by  treating  the  property 
received  in  a  foreclosure  (or  other  proceeding)  as  having  the  same 
characteristics  as  the  debt  for  which  it  was  security.  Thus,  for  bad- 
debt  (or  loss)  purposes  the  act  of  foreclosure  will  not  create  a  taxable 
occasion;  however,  if  the  property  has  depreciated  in  value,  the 
decline  may  be  charged  against  the  bad  debt  reserve  as  a  partially 
worthless  debt.  If  it  continues  to  decline  in  value,  additional  charges 
may  be  made  against  the  reserve.  When  the  property  is  subsequently 
sold  or  disposed  of,  any  amount  realized  is  to  be  treated  as  ordinary 
income  or  loss  and  is  to  be  charged,  or  credited,  as  the  case  may  be, 
against  the  primary  reserve.  Because  the  foreclosed  property  is  to 
have  the  same  characteristics  as  the  indebtedness,  where  property  is 
rented  by  the  mutual  thrift  institution  after  foreclosure,  no  deprecia¬ 
tion  deduction  is  to  be  permitted.  However,  as  explained  above,  if 
the  property  actually  depreciates  in  worth  (as  contrasted  to  a  mere 
decline  in  book  value),  a  charge  may  be  made  against  the  reserves. 

5.  Definition  oj  domestic  building  and  loan  association. — Under 
present  law  a  domestic  building  and  loan  association  is  defined  as  a — 

domestic  building  and  loan  association,  a  domestic  savings 
and  loan  association,  and  a  Federal  savings  and  loan  associa¬ 
tion,  substantially  all  of  the  business  of  which  is  confined 
to  making  loans  to  members. 

Problems  have  arisen  with  this  definition  because  loans  in  many 
cases  now  are  in  substance  not  loans  made  to  members.  It  is  under¬ 
stood  that  technical  conformance  has  been  maintained  with  the 
membership  requirement  of  present  law  by  making  borrowers  of 
funds  members  of  the  institutions.  However,  questions  have  arisen 
as  to  the  substance  of  such  provisions. 

As  a  result,  your  committee  has  concluded  that  the  definition  of  a 
domestic  building  and  loan  association,  eligible  for  the  tax  treatment 
described  above,  should  be  brought  more  nearly  into  conformance 
with  actual  practice.  At  the  same  time  it  was  deemed  desirable  to 
restrict  this  tax  treatment  to  those  primarily  engaged  in  making 
residential  real  estate  loans  and  omitting  from  the  definition  cases 
such  as  those  where  these  institutions  have  been  used  for  speculative 
purposes. 

In  view  of  these  considerations,  your  committee  has  redefined  a 
domestic  building  and  loan  association  to  mean  a  building  or  savings 
and  loan  association  which  is  an  insured  institution  within  the  meaning 
of  section  401(a)  of  the  National  Housing  Act  or  one  which  is  subject 
by  law  to  supervision  and  examination  by  State  or  Federal  authority 
having  supervision  over  such  associations.  In  addition,  however, 
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the  bill  provides  that  an  institution  in  either  of  these  groups  qualifies 
only  if  substantially  all  of  its  business  consists  of  accepting  savings 
and  investing  the  proceeds  in — 

(а)  loans  secured  by  an  interest  in  residential  real  property  (or 
property  which  after  application  of  the  loan  is  to  become  such 
property),  and 

(б)  other  loans  to  the  extent  they  would  be  authorized  to  be 
made  by  a  Federal  savings  and  loan  association  under  the  second 
paragraph  of  section  5(c)  of  the  Home  Owners’  Loan  Act. 

The  types  of  loans  referred  to  in  the  second  paragraph  of  section  5(c) 
of  the  Home  Owners’  Loan  Act  include  home-improvement  loans 
whether  or  not  secured  by  real  property. 

6.  Repeal  of  certain  excise  tax  exemptions. — Under  present  law, 
Federal  savings  and  loan  associations  are  exempt  from  the  excise  taxes 
on  communications  and  the  excise  tax  on  transportation  of  persons. 
These  exemptions  were  granted  by  the  Home  Owners’"  Loan  Act  of 
1933.  No  other  mutual  savings  institution  is  entitled  to  exemption 
from  these  taxes.  Your  committee  believes  that  the  continuation 
of  these  exemptions  is  no  longer  desirable.  Accordingly,  the  bill 
repeals  these  exemptions  effective  as  of  June  30,  1962. 

7.  Effective  date.— The  new  rules  provided  by  the  bill  for  additions 
to  reserves  for  bad  debts  are  to  apply  to  taxable  years  ending  after 
December  31,  1962.  However,  the  bill  provides  a  special  rule  to  deal 
with  fiscal  years  where  a  taxpayer  has  a  year  which  begins  in  1962 
and  ends  in  1963.  The  effect  of  this  special  rule  is  to  continue  the 
rules  under  existing  law  up  to  the  end  of  December  1962,  and  to 
apply  the  new  rules  as  of  January  1,  1963. 

The  tax  treatment  provided  for  property  acquired  in  mortgage 
foreclosure  proceedings  is  to  apply  to  transactions  occurring  after 
December  31,  1962,  in  taxable  years  ending  after  that  date.  The 
repeal  of  the  exemptions  from  excise  taxes  on  communications  and  on 
transportation  of  persons  is  made  effective  as  of  June  30,  1962. 

X.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

(Sec.  9  of  bill  and  secs.  643,  665,  666,  668,  669,  6047,  6677  and  7701 

of  code) 

A.  Reasons  for  provision 

The  Secretary  of  the  Treasury  in.  his  appearance  last  year  before 
your  committee  called  attention  to  the  manner  in  which  some  indi¬ 
viduals  establishing  foreign  accumulation  trusts  are  avoiding  U.S. 
tax.  The  avoidance  device  involves  the  setting  up  of  a  trust  for  the 
benefit  of  U.S.  beneficiaries  by  a  U.S.  grantor  or  settlor  in  a  foreign 
country  where  such  trusts  are  subject  to  little  or  no  taxation.  U.S. 
tax  on  the  trust  income  is  avoided  in  such  cases  if  the  trust  property 
consists  of  foreign  securities  which  result  in  foreign  source  income  not 
subject  to  taxation  by  the  United  States.  The  trust  income  is  then 
accumulated  tax-free  in  the  trust  (except  for  foreign  tax,  if  any)  for 
any  number  of  years,  and  then  the  trust  is  finally  terminated  with  the 
corpus  and  income  being  paid  to  U.S.  citizens  or  residents.  In  such 
cases  the  trust  income  may  be  subject  to  a  small  tax  or  no  tax  at  all 
in  the  hands  of  the  U.S.  beneficiaries,  depending  upon  the 
circumstances. 
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Under  present  law,  domestic  trusts  accumulating  income  are  taxable 
on  such  income  currently  at  the  same  rates  applicable  to  individuals. 
When  the  accumulated  income  is  distributed  to  beneficiaries,  the  dis¬ 
tribution  may  then  be  taxable  to  the  beneficiaries  to  the  extent  it 
represents  income  accumulated  during  the  5  immediately  preceding 
years.  Although  the  tax  is  payable  currently  in  such  cases,  it  is 
computed  as  if  the  beneficiary  received  a  distribution  of  this  income 
in  each  of  these  prior  years  in  which  the  income  was  earned,  with  a 
credit  being  allowed  for  the  taxes  paid  by  the  trust  with  respect  to 
this  income. 

This  rule,  known  as  the  “5-year  throwback  rule”  presently  may 
apply  when  a  foreign  trust  makes  distributions  to  U.S.  beneficiaries. 
In  any  case,  however,  it  does  not  apply  to  any  income  accumulated 
for  more  than  5  years.  In  addition,  there  are  a  number  of  exceptions 
making  distributions  nontaxable  to  the  beneficiaries  even  where  they 
are  attributable  to  the  5  immediately  preceding  years.  For  example, 
the  5-year  throwback  rule  does  not  apply  to  accumulations  to  be 
distributed  to  a  beneficiary  upon  reaching  age  21;  to  a  beneficiary  to 
meet  emergency  needs;  to  a  beneficiary  upon  reaching  a  specified  age 
if  not  more  than  four  such  distributions  can  be  made  or  the  distributions 
are  at  least  4  years  apart;  and  to  a  beneficiary  where  a  trust  termi¬ 
nates  and  makes  a  final  distribution  which  occurs  more  than  9  years 
after  the  date  of  the  last  transfer  to  the  trust.  As  a  result  of  these 
exceptions,  and  the  5-year  limitation,  it  is  relatively  easy  for  U.S. 
grantors  or  settlors  to  establish  foreign  trusts  which  pay  little  or  no 
tax  on  trust  income  and  which  upon  termination  make  distributions 
to  American  beneficiaries  who  pay  little  or  no  U.S.  tax. 

In  the  last  Congress,  a  bill  (H.R.  9662)  which  was  passed  by  the 
House,  but  on  which  action  was  not  completed  by  the  Senate,  con¬ 
tained  an  amendment  added  by  the  Senate  Finance  Committee 
designed  to  discourage  the  creation  of  foreign  trusts  for  the  purpose  of 
avoiding  U.S.  tax.  In  addition,  the  Secretary  of  the  Treasury  in  his 
testimony  before  your  committee  last  year  recommended  that  with 
respect  to  existing  trusts  the  law  be  modified  so  that  distributions  to  a 
U.S.  beneficiary  from  a  foreign  trust  would  be  subject  to  tax  in  the 
year  of  distribution  in  an  amount  equal  to  the  tax  which  would  have 
been  imposed  had  the  income  been  distributed  currently.  As  indi¬ 
cated  by  the  Secretary  in  his  testimony,  this  is  in  effect  an  extension 
of  the  existing  5-year  throwback  rule. 

In  view  of  the  existing  avoidance  possibilities  with  respect  to  these 
foreign  trusts,  your  committee’s  bill,  as  recommended  by  the  Secre¬ 
tary  of  the  Treasury,  taxes  American  beneficiaries  of  foreign  trusts 
created  by  U.S.  grantors,  settlors  or  transferrors  in  substantially  the 
same  manner  as  if  the  income  had  been  distributed  to  the  beneficiary 
currently  as  earned  (although  a  “shortcut”  method  of  computation 
may  be  elected  by  the  taxpayer  in  place  of  this  more  “exact”  method). 
This  provision  is  not  viewed  by  your  committee  as  imposing  a  penalty 
but  rather  as  a  method  for  treating  U.S.  beneficiaries  of  foreign  accu¬ 
mulation  trusts  created  by,  or  added  to,  by  Americans  in  substantially 
the  same  tax  status  as  the  beneficiaries  of  domestic  trusts  distributing 
their  income  currently. 
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B.  General  explanation  oj  provision 

The  new  provision  applies  to  foreign  trusts  to  which  money  or 
property  has  been  transferred,  directly  or  indirectly,  by  U.S.  persons 
or  under  the  will  of  a  decedent  who  was  a  U.S.  citizen  or  resident. 
A  foreign  trust  for  this  purpose  is  one  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in  gross  income 
for  U.S.  tax  purposes.  U.S.  persons  as  used  here  include  U.S.  citizens 
or  residents,  domestic  partnerships  and  corporations,  and  estates 
and  trusts. 

In  the  case  of  these  foreign  trusts,  any  of  their  accumulated  income, 
other  than  income  distributable  currently,  upon  distribution  to  a 
U.S.  citizen  or  resident  is  to  be  taxed  to  him.  The  amounts  dis¬ 
tributed  to  the  U.S.  beneficiary  are  treated  as  if  they  had  been  dis¬ 
tributed  in  the  preceding  years  in  which  income  was  accumulated, 
but  are  includible  in  income  of  the  beneficiary  for  the  current  year. 
However,  under  the  bill  the  tax  on  such  amounts  may  be  computed, 
at  the  election  of  the  beneficiary,  in  either  of  two  ways.  One  method, 
referred  to  here  as  the  “exact”  method,  is  substantially  the  same  as 
the  method  provided  under  present  law  in  the  case  of  distributions 
subject  to  the  “5-year  throwback  rule.”  In  addition,  however,  the 
bill  provides  a  “shortcut”  method  which  the  beneficiary  may  elect 
if  he  does  not  desire  to  go  through  the  more  extensive  computations 
required  by  the  exact  method. 

Under  the  exact  method  of  computation,  the  tax  on  the  amounts 
distributed  cannot  exceed  the  aggregate  of  the  taxes  that  would  have 
been  payable  if  the  distributions  had  actually  been  made  in  the  prior 
years.  This  method  requires  complete  trust  and  beneficiary  records 
for  all  past  years,  so  that  the  distributable  net  income  of  the  trust 
can  be  determined  for  each  year,  as  well  as  the  years  in  which  trust 
income  was  accumulated.  The  beneficiary’s  own  tax  then  is  recom¬ 
puted  for  these  years,  including  in  his  income  the  appropriate  amount 
of  trust  income"  for  each  of  the  years  (including  his  share  of  any  tax 
paid  by  the  trust).  Against  the  additional  tax  computed  in  this 
manner  the  beneficiary  is  allowed  a  credit  for  his  share  of  the  taxes 
paid  by  the  trust,  including  a  foreign  tax  credit  for  income  taxes  paid 
foreign  countries.  Any  remaining  tax  then  is  due  and  payable  as  a 
part  of  the  tax  for  the  current  year  in  which  the  distribution  was 
received. 

The  so-called  short-cut  method  in  effect  averages  the  tax  attrib¬ 
utable  to  the  distribution  over  a  number  of  years,  equal  to  the  number 
in  which  the  income  was  earned  by  the  trust.  This  is  accomplished 
by  including,  for  purposes  of  tentative  computations,  a  fraction  of  the 
income  received  from  the  trust  in  the  beneficiary’s  income  for  the 
current  year  and  each  of  the  2  prior  years.1  The  fraction  of  the 
income  included  in  each  of  these  years  is  the  same  as  the  number  of 
years  in  which  the  income  was  accumulated  by  the  trust.  Thus  if 
the  accumulated  income  is  attributable  to  10  different  years  (although 
the  trust  may  have  been  in  existence  over  longer  than  a  10-year 
period,  however),  then  one-tenth  of  the  amount  distributed  would 
be  included  in  the  income  of  the  current  year  and  one- tenth  in  each 
of  the  2  prior  years.  The  additional  tax  is  then  computed  with  respect 
to  these  3  years  and  the  average  additional  tax  for  the  3  years  deter- 


i  The  2  prior  years  are  included  for  this  purpose  only  to  prevent  the  current  year,  in  which  there  may  be 
special  circumstances,  from  having  too  great  an  influence  on  the  averaging  device  used. 
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mined.  This  average  is  then  multiplied  by  the  number  of  years  to 
which  the  trust  income  relates,  namely,  10  in  the  example  used  here. 
The  tax  so  computed  may  be  offset  by  a  foreign  tax  credit  for  any 
foreign  taxes  paid  by  the  trust  and  any  remaining  tax  liability  is  due 
and  payable  in  the  same  year  as  the  tax  on  the  beneficiary’s  other 
income  in  the  year  of  the  distribution. 

The  bill  provides  certain  exceptions  from  the  two  computation 
methods  outlined  above.  First,  if  short-cut  method  is  used  and  the 
number  of  trust  years  to  which  the  income  relates  is  less  than  three, 
then  the  average  is  determined  on  the  basis  of  any  smaller  number  of 
years  to  which  the  distribution  actually  related.  Second,  if  the  bene¬ 
ficiary  was  not  yet  born,  with  respect  to  a  year  to  which  part  of  the 
trust  income  which  is  distributed  relates,  the  so-called  exact  method 
of  computation  is  not  to  be  used.  Similarly,  where  the  beneficiary 
was  not  yet  alive  for  the  full  3-year  period  in  which  the  shortcut  averag¬ 
ing  device  is  applied,  then  this  averaging  device  is  to  be  computed  on 
the  basis  of  the  shorter  period  in  which  the  beneficiary  was  in  existence. 
Third,  the  bill  specifies  how  prior  distributions  from  foreign  trusts  to 
the  beneficiary  are  to  be  treated  in  making  these  computations. 
Where  a  taxpayer  with  respect  to  an  earlier  distribution  has  used  the 
shortcut  method  and  subsequently  uses  the  exact  method  for  another 
distribution,  he  is  to  include  in  his  income  for  purpses  of  this  exact 
computation,  any  income  received  from  the  trust  in  the  earlier  dis¬ 
tribution  must  be  included  in  his  income  for  any  year  to  which  the 
second  distribution  relates,  to  the  extent  attributable  to  the  years  in 
question.  However,  where  in  the  current  distribution  the  taxpayer  is 
using  the  so-called  “shortcut”  method,  he  is  not  required  to  take  into 
account  prior  distributions  from  a  foreign  trust,  whether  the  exact  or 
shortcut  method  of  taxation  was  used  in  the  prior  computations. 

As  under  present  law,  the  methods  of  tax  computation  outlined 
above  are  substitutes  for  including  and  taxing  the  entire  amount  of 
the  distribution  in  the  year  actually  received.  To  take  advantage  of 
either  method  the  beneficiary  at  the  time  of  making  the  election  must 
supply  such  information  with  respect  to  the  operation  and  accounts 
of  the  trust  for  each  of  the  years  in  which  an  amount  is  considered 
distributed  as  the  Secretary  or  his  delegate  may  by  regulation  pre¬ 
scribe.  This  information  is  necessary  in  order  to  give  assurance  that 
the  computation  is  made  correctly. 

So  that  the  Internal  Revenue  Service  will  be  aware  of  the  existence 
of  foreign  trusts  created  by  American  grantors,  settlors  or  transferors, 
the  bill  provides  that  the  grantor  of  an  inter  vivos  trust  or  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  transferor  is  to 
make  a  return  within  90  days  after  the  creation  of  the  foreign  trust  or 
the  transfer  of  money  or  property  to  it  by  an  American  person,  setting 
forth  such  information  with  respect  to  the  foreign  trust  as  the  Secre¬ 
tary  or  his  delegate  prescribes  by  regulation  as  necessary  to  carry  out 
the  provisions  of  the  income  tax  laws.  Failure  to  supply  the  infor¬ 
mation,  unless  it  can  be  shown  that  this  failure  is  due  to  reasonable 
cause,  under  the  bill  is  to  result  in  a  civil  penalty  (in  addition  to  any 
criminal  penalty  presently  provided  by  law)  equal  to  5  percent  of  the 
amount  transferred  to  the  trust  but  not  to  exceed  $1,000.  A  similar 
penalty  applies  with  respect  to  a  return  which  does  not  show  the  infor¬ 
mation  required,  even  though  the  return  itself  is  filed. 
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Generally,  these  provisions  relating  to  foreign  trusts  are  to  apply 
to  distributions  made  in  taxable  years  of  the  trust  beginning  after  the 
date  of  enactment  of  this  bill.  The  provisions  relating  to  returns 
with  respect  to  the  creation  of,  or  transfers  to,  a  foreign  trust,  the 
civil  penalties  relating  to  these  returns,  and  the  definitions  of  U.S. 
persons  and  foreign  estates  and  trusts  added  to  the  bill,  are  to  be 
effective  on  the  date  of  enactment  of  the  bill. 

XI.  MUTUAL  FIRE  AND  CASUALTY  INSURANCE  COMPANIES, 

ETC. 

(Sec.  10  of  the  bill  and  secs.  821-825,  831,  and  832  of  code) 

A.  Reasons  for  provision 

Stock  fire  and  casualty  insurance  companies  have  long  been  taxed 
at  ordinary  corporate  income  tax  rates  on  both  investment  income  and 
underwriting  income.  Mutual  fire  and  casualty  insurance  companies, 
on  the  other  hand,  since  1941  have  paid  tax  under  special  formulas 
which  do  not  take  into  account  their  underwriting  income  or  loss. 
Generally,  these  mutural  companies  presently  are  taxed  under  which¬ 
ever  of  two  formulas  results  in  the  higher  tax.  Under  one  formula, 
they  are  taxed  at  ordinary  corporate  income  tax  rates  on  investment 
income  only.  Under  the  other,  they  pay  a  tax  of  1  percent  on  their 
gross  investment  income  plus  their  premuim  income  after  policy¬ 
holder  dividends,  Reciprocal  underwriters  and  interinsurers  are  taxed 
only  on  their  investment  income  and  they  have  a  vanishing  $50,000 
exemption.  Mutual  companies  with  total  receipts  of  not  more  than 
$75,000  are  tax  exempt. 

The  President  recommended  that  stock  and  mutual  fire  and  casualty 
insurance  companies  be  taxed  on  the  same  basis.  He  proposed  that 
mutual  companies  pay  tax  on  their  underwriting  profits,  as  well  as 
on  their  investment  income,  substantially  in  the  same  manner  as 
stock  companies. 

Your  committee’s  bill  to  a  considerable  degree  achieves  the  result 
sought  by  the  President.  Under  it,  mutual  fire  and  casualty  insurance 
companies  are  taxed  under  a  modified  total  income  formula.  The 
modifications  are  required  because  of  the  special  circumstances  of  the 
mutual  companies. 

While  a  stock  insurance  company  can  pay  extraordinary  losses 
not  only  out  of  its  accumulated  profits  but  out  of  its  paid-in  capital, 
a  mutual  insurance  company  can  pay  extraordinary  losses  only  out 
of  retained  underwriting  income.  As  a  result,  a  mutual  ordinarily 
retains  a  portion  of  its  underwriting  income  each  year  for  this  purpose; 
the  remainder  is  paid  to  its  policyholders  as  policy  dividends.  This 
accumulated  underwriting  income  constitutes  its  reserve  out  of  which 
insurance  losses  can  be  paid,  and  the  existence  of  such  reserves  is  an 
important  protection  to  the  mutual  policyholders. 

Under  the  law  up  to  this  time,  no  income  taxes  have  been  paid  on 
this  retained  underwriting  income,  except  (since  1941)  to  the  extent 
the  excess  of  the  alternative  1-percent  tax  over  the  tax  on  investment 
income  in  effect  taxed  part  (all,  or  more  than  all)  of  the  underwriting 
income.  Similarly  underwriting  losses  may  not  reduce  the  tax  on 
investment  income.  Under  the  President’s  proposal,  underwriting 
gains  would  have  been  fully  taxed  as  realized.  Under  the  provisions 


REVENUE  ACT  OF  196  2 


43 


of  your  committee’s  bill,  however,  these  mutual  fire  and  casualty 
companies  will  be  permitted  to  set  aside  a  portion  of  each  year’s 
underwriting  gain  in  a  special  account  for  protection  against  losses. 
Thjs  amount  will  be  available  to  meet  certain  losses  for  5  years,  after 
which,  most  of  any  remaining  portion  will  be  included  in  taxable 
income  of  the  sixth  year.  A  small  portion,  however,  will  still  be 
retained  in  the  special  account  to  take  care  of  extraordinary  losses. 
Eventually,  these  companies  will  pay  tax  on  their  total  income,  but 
the  tax  deferral  formula  of  the  bill  gives  recognition  to  the  mutuals’ 
lack  of  access  to  the  capital  market  for  funds  with  which  to  pay 
losses.  Under  the  committee  bill  underwriting  losses,  in  excess  of 
gains,  will  reduce  the  tax  on  investment  income. 

Under  the  provisions  of  your  committee’s  bill  mutual  companies 
which  have  substantial  underwriting  gains  will  pay  larger  taxes  than 
under  present  law.  However,  the  full  impact  of  taxing  their  under¬ 
writing  income  will  be  delayed  until  1968.  Thus,  for  a  5-year  period 
only  a  portion  of  underwriting  income  of  the  mutual  fire  and  casualty 
industry  will  be  exposed  to  the  Federal  income  tax.  Thereafter,  most 
of  the  amounts  in  the  account  which  are  not  used  for  the  payment  of 
losses  within  5  years  will  be  taxed,  but  this  will  be  offset — or  more 
than  offset  if  the  company  is  growing  and  its  underwriting  income  is 
increasing — by  the  portion  of  the  income  of  the  sixth  and  subsequent 
years  which  is  set  aside  in  the  protection  against  loss  account. 

On  the  other  hand,  mutual  fire  and  casualty  companies  having 
underwriting  losses  will,  for  the  first  time,  be  permitted  to  deduct 
these  losses  in  full.  For  such  companies  the  tax  under  your  com¬ 
mittee’s  provisions  will  be  less  than  under  present  law  which  taxes 
the  investment  income  of  a  mutual  company  at  full  corporate  rates 
even  though  there  is  an  underwriting  loss.  On  the  other  hand,  a  stock 
company  is  taxed  only  on  the  net  amount  after  deducting  an  under¬ 
writing  loss  against  investment  income.  Your  committee  believes 
that  this  inequality  of  treatment  should  not  continue.  Under  this 
bill  an  underwriting  loss  would  be  offset  against  the  protection  against 
loss  account  (or  investment  income),  and  any  loss  not  so  absorbed 
would  be  carried  back  (though  not  to  a  year  before  1963)  or  carried 
forward,  as  in  the  case  of  corporations  generally. 

Some  mutual  insurance  companies  specialize  in  insurance  against 
limited  risks  such  as  windstorm,  hail,  or  flood,  in  relatively  small 
geographical  areas.  Because  their  operations  cover  a  small  area,  few 
storms  or  floods  may  occur  in  some  years  and  the  company  will  then 
have  relatively  large  underwriting  gains;  in  other  years,  storms  may 
cause  heavy  damage  in  the  area  of  operations  and  the  company  will 
have  relatively  large  underwriting  losses.  To  compensate  for  this 
uneven  experience  your  committee’s  bill  permits  these  concentrated 
risk  companies  to  defer,  in  the  protection  against  loss  account,  a 
greater  proportion  of  underwriting  income  than  is  permitted  for  ordi¬ 
nary  companies.  This  is  to  protect  them  against  unusually  large 
losses  if,  and  when,  such  losses  occur. 

Your  committee’s  bill  does  not  affect  the  tax  status  of  very  small 
mutual  companies;  that  is,  companies  whose  total  receipts  from  all 
sources  do  not  exceed  $75,000.  Such  companies  will  continue  to  be 
exempt  from  Federal  income  tax.  Companies  with  total  receipts 
between  $75,000  and  $300,000  also  will  be  treated  much  as  they  are 
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under  existing  law;  i.e.,  these  companies  will  pay  tax  on  their  invest¬ 
ment  income  only  (however,  the  alternative  1-percent  tax  of  present 
law  will  no  longer  apply).  Your  committee  believes  this  treatment  is 
justified  because  these  small  companies  often  are  of  the  assessment  type 
and  are  not  required  to  compute  and  report  their  underwriting  income 
on  approved  forms  for  State  insurance  commission  purposes.  Your 
committee’s  bill  makes  it  unnecessary  for  them  to  compute  their 
underwriting  income  in  the  future.  Small  companies  with  total 
receipts  between  $300,000  and  $900,000  will  be  taxed  both  on  their 
investment  income  and  on  their  underwriting  income.  However,  to 
provide  for  a  gradual  transition  to  the  new  tax  on  their  underwriting 
income,  the  bill  provides  a  special  deduction  of  $6,000  which  decreases 
as  total  receipts  of  the  company  increase  above  $300,000.  This  means 
that  at  $900,000  there  is  no  special  deduction. 

Reciprocal  underwriters  and  interinsurers  differ  from  ordinary 
mutual  insurance  companies  in  that  their  business  is  conducted  by 
two  entities  rather  than  one.  An  ordinary  mutual  insurance  company 
receives  all  of  the  premium  income  from  insurance  arid  not  only 
pays  losses  but  conducts  directly  the  operation  and  management  of 
the  insurance  activities.  The  reciprocal  underwriter  or  interinsurer, 
on  the  other  hand,  pays  its  insurance  losses,  but  an  “attorney-in- 
fact”  performs  all,  or  most,  of  the  insurance  functions — writing 
policies,  collecting  premiums,  settling  claims,  keeping  records,  etc. — 
and  pays  the  related  expenses,  for  a  portion  of  the  premium  income 
of  the  reciprocal.  Profits  realized  by  the  attorney-in-fact  from  con¬ 
ducting  these  insurance  operations  are  taxed  as  ordinary  income. 
However,  if  that  income  were  earned  by  a  mutual  insurance  company 
which  performed  these  operations  itself,  under  existing  law  it  would 
constitute  underwriting  income  and  would  not  be  taxed.  Moreover, 
under  present  law  reciprocal  underwriters  and  interinsurers  are  not 
taxed  in  the  same  way  as  ordinary  mutuals  since  they  are  not  subject 
to  the  alternative  1-percent  tax  and  have  a  special  exemption.  Your 
committee’s  bill  taxes  reciprocal  and  interinsurers  under  the  same 
rules  that  apply  to  ordinary  mutuals;  but  in  recognition  of  their 
unique  form  of  operation  it  permits  them  in  effect  to  combine  the 
underwriting  income  of  the  attorney-in-fact  with  their  own  for  certain 
purposes. 

Under  present  law,  factory  mutual  insurance  companies  are  taxed 
under  the  same  formulas  as  other  mutuals,  that  is,  they  pay  tax  on 
investment  income  only  (with  no  deduction  for  underwriting  losses) 
or  under  the  alternative  1-percent  formula.  However,  because  of  the 
very  large  premium  deposits  required  of  their  policyholders  (typically 
up  to  10  times  the  amount  of  an  ordinary  premium)  the  investment  in¬ 
come  of  such  companies  is  very  large.  As  a  result  in  practice  they  never 
become  subject  to  the  alternative  1-percent  tax.  As  in  the  Vase  of 
other  mutuals,  these  companies  are  not  permitted  to  deduct  their 
underwriting  losses.  This  has  been  a  handicap  to  these  companies  in 
years  in  which  they  have  losses,  because  the  industrial  risks  which  they 
insure  generally  are  quite  large.  Your  committee’s  bill  taxes  factory 
mutual  companies  as  if  they  were  stock  companies,  thus  permitting 
them  to  deduct  underwiting  losses  when  they  occur.  However,  since 
a  large  portion  of  each  premium  is  in  effect  a  deposit  (which  may 
be  returned  to  the  policyholder),  in  computing  their  underwriting 
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profits  these  companies  are  to  be  permitted  to  determine  their  pre¬ 
mium  income  on  the  basis  of  their  schedules  of  absorbed  premium 
deposits.  The  amount  so  determined  will  be  increased  by  2  percent 
for  income  tax  purposes  to  offset  the  advantage  of  the  temporary 
use  of  deposits  which  would  ordinarily  be  viewed  as  premiums  re¬ 
ceived. 

B.  General  explanation  of  provision 

Under  present  law  the  tax  on  a  mutual  fire  and  casualty  insurance 
company  is,  in  general,  the  greater  of  (1)  a  tax  at  the  ordinary  corpo¬ 
ration  rates  on  the  company’s  net  income  from  investments,  or  (2)  a 
tax  of  1  percent  of  its  gross  income  from  both  investments  and  pre¬ 
miums  less  dividends  to  policyholders.  Under  the  new  provisions  the 
1 -percent  alternative  tax  is  eliminated,  and  the  tax  is  computed  at  the 
ordinary  corporation  rates  on  the  company’s  total  income  (investment 
income  and  underwriting  income)  less  amounts  temporarily  set  aside 
in  a  protection  against  loss  account.  Underwriting  income  of  these 
insurance  companies  is  the  excess  of  premiums  received  over  insurance 
losses  and  expenses  incurred  and  dividends  paid  to  policyholders. 

There  are  special  provisions  for  companies  with  concentrated  risks, 
for  small  companies,  and  for  reciprocals  or  interinsurers.  Your  com¬ 
mittee’s  bill  also  removes  the  factory  mutuals  from  the  treatment 
accorded  mutual  casualty  companies  generally,  and  treats  them  as  if 
they  were  stock  companies,  with  special  provisions  for  determining 
what  portion  of  their  premium  deposits  is  to  be  viewed  as  earned 
premiums. 

1 .  Ordinary  mutual  fire  and  casualty  insurance  companies. — Under 
the  bill  taxable  income  of  mutual  insurance  companies  will  consist  of 
taxable  investment  income,  statutory  underwriting  income,  and, 
certain  amounts  previously  set  aside  for  protection  against  losses. 
Statutory  underwriting  income  as  used  in  the  bill  is  underwriting 
income  after  a  special  deduction  for  protection  against  losses  of  an 
amount  equal  to  1  percent  of  insurance  losses  incurred  during  the 
year  and  25  percent  of  the  ordinary  underwriting  income. 

An  amount  equal  to  the  special  deduction  is  to  be  set  aside  for  5 
years  in  a  “protection  against  loss”  account  where  it  can  be  used 
only  for  offsetting  losses.  At  the  end  of  the  fifth  year,  if  the  amount 
credited  to  the  protection  against  loss  account  has  not  been  absorbed 
by  losses,  the  portion  attributable  to  the  1  percent  of  losses  and 
one  -half  of  the  portion  attributable  to  the  25  percent  of  underwriting 
income  will  be  withdrawn  from  the  account  and  included  in  taxable 
income  for  that  fifth  year.  The  other  one-half  of  the  amount  repre¬ 
senting  the  25  percent  of  underwriting  income  is  retained  in  the 
account  for  a  longer  period  as  a  cushion  against  extraordinary  losses. 

The  bill  limits  the  amount  which  may  be  accumulated  in  this 
account,  however.  The  amount  in  this  account  may  not  be  increased 
above  an  amount  which  at  the  end  of  any  year  is  more  than  10  percent 
of  the  earned  premiums  less  dividends  to  policyholders  for  that  year. 
If  a  greater  amount  were  already  in  the  account  at  the  beginning  of 
the  year,  the  account  would  not  be  reduced  (because  of  the  ceiling) 
below  this  amount. 
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If  in  any  year  there  is  a  loss  from  underwriting  loss  instead  of  a  gain, 
the  part  of  the  loss  resulting  from  the  payment  of  insurance  claims  and 
expenses  would  be  offset  directly  against  taxable  investment  income. 
Any  amount  not  so  offset  and  other  losses  (those  resulting  from  the 
payment  of  policyholder  dividends  or  from  the  special  protection 
against  loss  deduction)  would  be  charged  against  the  protection 
against  loss  account  on  a  first-in,  first-out  basis.  Losses  charged 
against  the  account  would  be  applied  proportionately  to  amounts 
representing  the  1  percent  of  losses  incurred  and  the  25  percent  of 
underwriting  income. 

If  in  any  year  there  is  an  extraordinary  underwriting  loss — more 
than  the  investment  income  for  that  year  and  the  entire  amount  in  the 
protection  against  loss  account — the  excess  will  be  treated  as  an  ordi¬ 
nary  net  operating  loss,  to  be  carried  back  against  the  taxable  income 
of  the  3  preceding  years  or  carried  forward  (first  against  amounts 
added  to  the  protection  against  loss  account  and  then  against  other¬ 
wise  taxable  income)  to  the  succeeding  5  years,  as  in  the  case  with  any 
corporation. 

In  computing  their  taxable  income,  mutual  companies  are  to  be 
allowed  an  unlimited  deduction  for  dividends  paid  to  policyholders. 

Under  present  law  mutual  insurance  companies  which  are  not  sub¬ 
ject  to  the  1-percent  alternative  tax  are  allowed  a  special  exemption 
of  $3,000,  with  the  tax  on  taxable  incomes  between  $3,000  and  $6,000 
gradually  increasing  until  the  exemption  completely  vanishes  when 
taxable  income  reaches  $6,000.  The  bill  increases  this  special  exemp¬ 
tion  (applicable  to  the  new  total  of  investment  and  underwriting 
income)  to  $6,000  in  the  case  of  mutual  companies  taxable  under  the 
general  rules  of  the  bill.  There  also  is  a  gradually  increasing  tax  on 
taxable  incomes  between  $6,000  and  $12,000,  so  the  exemption 
vanishes  when  taxable  income  reaches  $12,000. 

2.  Exam-pie. — The  computation  of  taxable  income,  statutory  under¬ 
writing  gain  and  the  protection  against  loss  account  for  a  6-year 
period  with  successive  underwriting  gains,  may  be  illustrated  as 
follows,  assuming  the  simplified  facts  as  shown  in  the  following  table: 


Year 

Taxable 

investment 

income 

Underwrit¬ 
ing  Income 

Insurance 

losses 

incurred 

Additions  to 
protection 
against  loss 
account 

1963  . - . - _ _ 

$10 

$12 

$700 

$7+$3  ($10) 
8+  4  (12) 
6+  3  (9) 

6+  5  (11) 
9+  6  (15) 
10+  5  (15) 

1964  _ _ _ - 

11 

16 

800 

1965  _ _ _ 

12 

12 

600 

1966  _ _ - . . 

13 

20 

600 

1967  _ _ 

14 

24 

900 

1968  . . . . . - 

15 

20 

1,000 

For  1963  the  statutory  underwriting  income  would  be  $2,  the  under¬ 
writing  income  of  $12  minus  the  1  percent  of  incurred  losses  ($7)  and 
the  25  percent  of  the  underwriting  income  ($3)  credited  to  the  pro¬ 
tection  against  loss  account.  The  taxable  income  would  be  $12,  the 
sum  of  the  taxable  investment  income  and  the  statutory  underwriting 
income.  For  1964  the  statutory  underwriting  income  would  be  $4  and 
the  taxable  income  $15;  for  1965  corresponding  figures  would  be 
$3  and  $15;  for  1966,  $9  and  $22;  and  for  1967,  $9  and  $23. 
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For  1968  the  statutory  underwriting  income  would  be  $5  ($20 
minus  $10  minus  $5),  but  there  would  be  included  in  taxable  income 
an  amount  equal  to  the  first  item  added  to  the  protection  against  loss 
account  in  1963  ($7),  and  half  of  the  second  item  ($1.5),  so  that  for 
1968  the  taxable  income  would  be  $28.5,  the  sum  of  the  taxable 
investment  income  ($15),  the  statutory  underwriting  income  ($5), 
and  the  $8.5  withdrawn  from  the  protection  against  loss  account. 

At  the  end  of  1968,  therefore,  the  total  amount  in  the  protection 
against  loss  account  would  be  $63.5 — amounts  added  for  1964  and 
the  4  following  years,  available  to  offset  losses  occurring  during  the 
next  5  years,  and  a  residual  $1.5  to  offset  any  loss  which  exceeded  the 
entire  amount  in  the  account  other  than  that. 

If,  in  the  preceding  example,  for  1966  there  had  been  an  underwrit¬ 
ing  loss  excluding  policy  dividends  and  the  protection  against  loss 
deduction  of  $11,  a  loss  after  dividends  of  $30,  and  insurance  losses 
incurred  had  still  been  $600  the  deduction  added  to  the  protection 
against  loss  account  would  thus  have  been  1  percent  of  $600  or  $6  and 
the  statutory  underwriting  loss  would  be  $36.  In  that  case  the  portion 
of  the  loss  not  resulting  from  policy  dividends  and  the  protection 
against  loss  deduction  ($11)  would  be  offset  against  the  taxable  in¬ 
vestment  income  of  $13,  the  taxable  income  for  1966  thus  being  $2. 
The  remaining  portion  of  the  loss  ($25)  would  be  charged  against  the 
protection  against  loss  account,  the  $10  added  to  that  account  in  1963 
and  the  $12  added  in  1964  being  eliminated,  and  of  the  1965  addition 
there  would  remain  $4  and  $2.  In  that  case  there  would  be  nothing 
from  the  protection  against  loss  account  to  be  included  in  taxable 
income  for  1968  or  1969. 

8.  Casualty  companies  with  concentrated  windstorm,  etc.,  risks. — As 
stated  above,  most  mutual  insurance  companies  will  report  and  pay 
a  tax  currently  on  the  underwriting  income  remaining  after  transfer¬ 
ring  to  the  protection  against  loss  account  25  percent  of  underwriting 
income  plus  1  percent  of  incurred  losses.  With  respect  to  certain 
insurance  companies  whose  risks  from  losses  from  windstorm,  hail, 
flood,  earthquake,  or  similar  hazard,  are  concentrated  in  one  State, 
however,  your  committee’s  bill  permits  deferral  of  more  than  25  per¬ 
cent  of  underwriting  income.  The  percentage  of  underwriting  income 
which  can  be  credited  to  the  account  in  their  case  is  determined  by 
dividing  the  premiums  earned  on  insurance  contracts  attributable  to 
one  State  (relating  to  losses  from  windstorm,  hail,  flood,  earthquake, 
or  similar  hazard)  by  total  premiums  earned  by  the  insurance  com¬ 
pany.  If  this  does  not  exceed  50  percent,  the  regular  rule  is  used.  If 
it  does,  the  normal  deduction  of  25  percent  of  underwriting  income  is 
increased  by  the  excess  of  that  percentage  over  50  percent.  Thus, 
under  this  rule,  a  company  which  has  90  percent  of  its  windstorm, 
etc.  risks  insured  in  one  State  would  be  permitted  to  transfer  65 
percent  (the  regular  25  percent  plus  40  percent)  of  its  underwriting 
income  to  the  protection  against  loss  account.  However,  concentra¬ 
tion  of  risks  in  one  State  will  not  serve  to  permit  a  larger  percentage  of 
incurred  losses  to  be  credited  to  the  protection  against  loss  account. 

The  overall  limitation  on  the  protection  against  loss  account  of  10 
percent  of  premiums  less  policy  dividends  for  the  year  is  not  to  apply 
to  the  amount  of  underwriting  income  in  excess  of  25  percent  which 
these  concentrated  risk  companies  add  to  their  protection  against  loss 
account.  If  it  did  apply  it  would  defeat  the  objective  of  allowing  a 
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greater  portion  of  underwriting  income  to  be  set  aside.  In  applying 
the  ceiling  and  also  in  determining  the  amount  which  is  to  be  retained 
in  the  account  after  5  years,  the  concentrated  risk  company  is  to  be 
treated  as  if  it  had  transferred  only  25  percent  of  its  underwriting 
income  to  the  account. 

4.  Small  companies. — Under  the  bill,  small  mutual  fire  and  casualty 
insurance  companies  (those  whose  total  receipts — gross  investment 
income,  excluding  capital  gains,  plus  premiums — exceed  $75,000  but 
do  not  exceed  $300,000)  are  not  taxed  on  underwriting  income.  As 
under  present  law,  these  companies  will  continue  to  pay  tax  on  in¬ 
vestment  income  only  (with  no  deduction  for  underwriting  losses) 
but  the  alternative  1 -percent  tax  will  no  longer  apply.  The  special 
exemption  of  $3,000,  with  the  “notch”  rates  applying  to  taxable 
incomes  between  $3,000  and  $6,000,  also  will  continue  in  effect. 

Despite  the  general  rule  described  above,  the  bill  permits  these 
small  companies  to  elect  to  be  taxed  on  total  income,  including  under¬ 
writing  income,  in  the  same  manner  as  other  mutual  companies,  and 
such  an  electing  company  will  similarly  be  allowed  to  deduct  under¬ 
writing  losses.  Presumably  the  existence,  or  expectation,  of  under¬ 
writing  losses  would  be  the  primary  reason  for  making  this  election. 
The  election,  once  made,  cannot  be  changed  without  the  consent  of 
the  Treasury  Department.  On  the  other  hand,  a  small  mutual 
company  which  becomes  taxable  under  the  general  rules  because  its 
gross  investment  income  plus  premiums  exceed  $300,000  in  a  taxable 
year,  again  will  be  taxed  as  a  small  company  if  its  income  falls  below 
this  level,  if  one  condition  is  met.  If  while  it  was  taxed  under  the 
regular  formula  it  was  re  uired  to  credit  a  portion  of  its  underwriting 
income  to  the  protection  against  loss  account,  this  amount  must  be 
taken  into  income  and  a  tax  paid  on  it  before  the  small  company 
treatment  will  again  apply.  To  provide  consistent  tax  treatment  for 
these  small  companies,  the  bill  does  not  permit  loss  carrybacks  or 
carryovers  to  be  carried  to,  from  or  over  a  year  in  which  the  company 
was  taxable  as  a  small  company. 

Tn  the  case  of  mutual  fire  or  casualty  insurance  companies  whose 
total  receipts  are  between  $300,000  and  $900,000,  your  committee’s 
bill  provides  a  special  vanishing  deduction  which  is  to  apply  to  under¬ 
writing  income  only.  For  a  company  whose  total  receipts  are  just 
above  $300,000,  the  special  deduction  will  be  almost  $6,000.  As  total 
receipts  increase,  the  $6,000  deduction  decreases  and  finally  vanishes 
when  total  receipts  of  the  company  equal  $900,000. 

5.  Reciprocal  underwriters  and  interinsurers. — Under  your  commit¬ 
tee’s  bill,  reciprocal  underwriters  and  interinsurers  are  in  general 
taxed  in  the  same  way  as  ordinary  mutuals,  with  two  important 
exceptions. 

First,  reciprocal  underwriters  and  interinsurers  may  elect  to  take 
into  account  the  income  of  the  attorney-in-fact  which  is  attributable 
to  the  insurance  business  of  the  reciprocal.  It  accomplishes  this  by 
not  deducting  that  part  of  the  fee  paid  to  the  attorney-in-fact  which 
is  equivalent  to  the  attorney-in-fact’s  profit  from  the  insurance 
operation.  This  election  mav  be  made,  however,  only  if  the  attorney- 
in-fact  is  a  corporation  which  keeps  its  records  on  the  same  basis  as 
the  reciprocal  and  certain  other  requirements  are  met. 

An  election  by  a  reciprocal  is  never  to  reduce  income  taxes  of  the 
attorney-in-fact!  The  attorney-in-fact  will  continue  to  determine 
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its  tax  just  as  it  does  under  present  law  except  that  it  must  identify 
income  and  expense  items  attributable  to  the  insurance  business  of 
the  reciprocal. 

An  electing  reciprocal  will  compute  its  tax  liability  on  the  com¬ 
bined  income  by  applying  the  formula  of  this  bill  to  the  combined 
underwriting  income,  except  that  25  percent  of  underwriting  income 
transferred  to  the  protection  against  loss  account  is  to  be  measured 
by  the  underwriting  income  of  the  exchange  only.  As  an  offset  to  the 
increased  tax  due  to  the  inclusion  of  the  income  of  the  attorney-in- 
fact,  the  reciprocal  may  take  tax  credit  for  the  tax  paid  by  the  at¬ 
torney-in-fact  to  the  extent  relating  to  its  income  from  insurance 
operations.  (Under  certain  circumstances  this  may  result  in  a  refund 
to  the  reciprocal.) 

If  the  combined  underwriting  account  of  the  reciprocal  and  its 
attorney-in-fact  shows  a  loss  the  ordinary  rules  of  the  bill  for  changing 
it  are  to  apply.  Thus,  the  loss  would  be  charged  first  to  invest¬ 
ment  income  if  it  is  from  the  payment  of  claims  or  expenses,  or  to  the 
lo9S  protective  account  of  the  reciprocal  if  it  is  a  loss  created  by  pay¬ 
ment  of  dividends  or  by  the  special  loss  protection  deduction. 

The  inclusion  by  the  reciprocal  of  the  insurance  income  of  the  at- 
torney-in-fact  can  benefit  the  reciprocal  in  those  cases  where  the  de¬ 
duction  for  1  percent  of  insurance  losses  would  otherwise  exceed  the 
underwriting  income,  by  permitting  a  larger  deferral  of  tax  than 
would  otherwise  occur. 

The  second  special  feature  of  the  bill  relating  to  reciprocal  under¬ 
writers  or  interinsurers  permits  them  to  deduct  savings  credited  to 
individual  subscribers’  accounts  (in  the  same  manner  as  policyholder 
dividends  paid  in  cash)  if  the  company  would  be  obligated  to  pay 
those  amounts  promptly  to  the  subscriber  if  he  terminates  his  con¬ 
tract.  This  is  provided  because  the  “pure,”  or  “classical,”  reciprocal 
or  interinsurer  typically  credits  the  account  of  each  policyholder  with 
savings  attributable  to  his  contract  and  because  the  policyholder  has 
a  legal  right  to  receive  the  amount  so  credited  if  he  withdraws  from 
the  exchange.  Because  amounts  credited  to  the  account  of  an  indi¬ 
vidual  subscriber  represent  reductions  to  him  in  the  cost  of  insurance, 
the  bill  provides  that  for  income  tax  purposes  the  subscriber  must 
reflect  this  reduction  when  the  credit  is  made.  The  bill  in  effect  re¬ 
quires  the  business  policyholder  of  a  reciprocal  to  take  into  account 
for  purposes  of  computing  his  income  for  insurance  costs  by  the 
amount  credited  to  his  account  by  the  reciprocal. 

This  deduction  for  credited  savings,  as  stated  above,  is  to  be  avail¬ 
able  only  in  case  of  so-called  “pure”  or  “classical”  reciprocals  or 
interinsurers  where  the  credits,  as  a  matter  of  actual  practice,  are 
paid  to  policyholder  subscribers  who  terminate  their  contracts.  An 
ordinary  reciprocal  which  may  nominally  meet  the  requirement  of 
the  statute  would  not  be  entitled  to  this  deduction  where  savings 
credited  to  subscribers  are  not  in  fact  returned  to  them  when  they 
terminate  their  policies. 

6.  Factory  mutual  insurance  companies. — The  bill  amends  the  law 
with  respect  to  factory  mutual  insurance  companies  in  two  important 
respects.  First,  commencing  in  1963,  these  companies  will  be  treated 
for  tax  purposes  as  if  they  were  stock  companies.  This  means  that 
they  will  report  their  underwriting  income  in  full  in  the  year  earned, 
and  their  underwriting  losses  after  1962  will  be  deductible  in  full. 
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Secondly,  the  method  of  computing  premium  income  of  factory 
mutuals  is  modified  to  conform  more  closely  to  the  actual  operation 
of  these  companies.  This  is  accomplished  by  permitting  them  to 
determine  their  premium  income  on  the  basis  of  their  schedule  of 
absorbed  premium  deposits.  The  amount  thus  determined  is  then  to 
be  increased  under  the  bill  by  2  percent  of  absorbed  premiums  for 
income  tax  purposes.  For  example,  a  factory  mutual  might  require 
a  premium  deposit  of  $1,000  and  its  experience  indicates  it  will  absorb 
12  percent  of  the  premium  deposit  each  year  during  the  term  of  the 
policy.  Under  existing  law,  in  the  case  of  a  3-year  policy,  the  factory 
mutual  would  realize  earned  premiums  of  $333.33  each  year  (one- 
third  of  the  premium  deposit)  and  would  deduct  returns  to  policy¬ 
holders  as  if  they  were  dividends.  Actually,  however,  the  factory 
mutual  absorbs  only  12  percent  of  the  premium  deposit,  or  $120  each 
year.  Under  the  bill,  this  factory  mutual  will  report  for  income  tax 
purposes  $122.40.  This  bill  also  provides  for  an  adjustment  in  the 
unearned  premium  account  of  the  factory  mutual  for  returns  of  unab¬ 
sorbed  premium  deposits  to  policyholders  upon  termination  of  their 
policies.  This  return  of  unabsorbed  premium  deposit  is  viewed  as 
analogous  to  a  dividend  or  a  payment  similar  to  a  dividend. 

7.  Mutual  marine  insurance  companies. — Mutual  marine  insurance 
companies  have  been  taxed  as  stock  insurance  companies  for  many 
years  and  your  committee’s  bill  continues  this  treatment  for  them. 
However,  a  question  has  arisen  as  to  whether  a  company  which  was 
a  mutual  marine  insurance  company  under  prior  law  is  still  to  be 
treated  as  such  a  company  if  it  engages  in  substantial  multiple  line 
underwriting.  In  order  to  clarify  the  law  for  the  future,  your  com¬ 
mittee’s  bill  provides  that  any  mutual  marine  insurance  company 
which  was  taxed  as  a  stock  company  for  a  period  of  at  least  5  years 
may  elect  to  continue  to  be  taxed  under  the  same  formula  in  the  future. 

8.  Effective  dates. — The  amendments  made  by  this  section  are  to 
apply  with  respect  to  taxable  years  beginning  after  December  31,  1962 
(except  that  the  effective  date  relating  to  mutual  marine  insurance 
companies  is  taxable  years  beginning  after  December  31,  1961). 

XII.  DOMESTIC  CORPORATIONS  RECEIVING  DIVIDENDS 
FROM  FOREIGN  CORPORATIONS 

(Sec.  11  of  the  bill  and  secs.  902  and  78  of  code) 

A.  Reasons  for  provision 

The  President  in  his  tax  message  to  Congress  last  year  stated  that 
the  method  by  which  the  credit  for  foreign  income  tax  is  computed  in 
the  case  of  dividends  involves,  in  effect,  a  double  allowance  for  foreign 
income  taxes  and  should  be  corrected. 

The  problem  arises  when  the  foreign  tax  rate  is  below  the  U.S.  tax 
rate  and  results  from  the  fact  that  the  amount  paid  in  foreign  taxes 
not  only  is  allowed  as  a  credit  in  computing  the  U.S.  tax  of  the  corpo¬ 
ration  receiving  the  dividend,  but  also  is  in  effect  allowed  as  a  deduc¬ 
tion  (since  the  dividends  can  only  be  paid  out  of  income  remaining 
after  payment  of  the  foreign  tax). 

The  problem  can  be  illustrated  by  assuming  that  a  foreign  govern¬ 
ment  imposes  a  30-percent  tax  with  respect  to  $1,000  of  income  of  a 
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corporation.  This  would  leave  $700  of  the  $1,000  out  of  which  a 
dividend  could  be  paid  to  a  U.S.  parent  corporation.  If  the  ap¬ 
plicable  U.S.  tax  rate  is  52  percent,  the  American  tax  on  this  $700 
before  the  allowance  of  any  foreign  tax  credit  would  be  $364.  On  the 
other  hand,  if  the  $1,000  of  income  had  been  earned  by  a  branch  of 
the  U.S.  corporation,  the  entire  $1,000  would  be  subject  to  U.S.  tax 
before  allowance  of  any  foreign  tax  credit.  Thus,  in  this  case  the 
tentative  U.S.  tax  would  be  $520,  or  $156  more  than  in  the  case  of  the 
foreign  subsidiary. 

In  the  case  of  the  foreign  subsidiary,  the  foreign  tax  allowed  as  a 
credit  is  limited  to  the  same  proportion  of  the  tax  which  the  income 
included  in  the  American  tax  base  is  of  the  total  income.1  Thus,  the 
allowable  credit  in  the  case  of  the  foreign  subsidiary  is  limited  to 
seven-tenths  of  the  $300  or  is  limited  to  $210.  As  a  result  the  final 
U.S.  tax  on  the  dividend  is  $154  ($364  minus  $210).  This  U.S.  tax 
of  $154,  plus  the  foreign  tax  of  $300,  results  in  a  total  tax  of  $454, 
which  is  $66  less  than  the  full  $520  tax  which  would  be  paid  by  a  do¬ 
mestic  corporation  operating  in  this  country,  or  operating  abroad 
through  a  branch.2 

The  size  of  this  tax  differential  which  exists  in  the  case  of  dividends 
from  foreign  subsidiaries  at  the  present  time  varies  with  the  size  of 
the  foreign  tax  rate.  As  shown  in  table  1,  the  tax  differential  dis¬ 
appears  either  when  the  foreign  tax  rate  equals  or  exceeds  the  U.S. 
tax  or  when  there  is  no  foreign  tax  imposed  at  all.  The  maximum 
tax  differential,  given  a  52-percent  U.S.  tax  rate,  occurs  when  the 
foreign  tax  rate  is  half  that,  or  26  percent.  The  differential  at  this 
point  is  6.7  percentage  points.3  Where  dividends  are  received  by  a 
domestic  corporation  from  its  subsidiary,  which  in  turn  has  received 
its  income  from  a  subsidiary,  the  maximum  tax  differential  (given  the 
52-percent  U.S.  tax  rate)  amounts  to  11.93  percentage  points. 


Table  1. — Rate  differential  enjoyed  with  respect  to  dividends  from  foreign  sub¬ 
sidiaries  with  various  selected  foreign  income  tax  rates  and  present  52-percent  U.S. 
rate 


Income  before 
tax 

\  \ 

Foreign 

tax 

Income 
available 
for  divi¬ 
dend 

U.S.  tax 
before 
credit 

Credit 
against 
U.S.  tax 

U.S.  tax 

Total  tax 

Hate  dif¬ 
ferentia! 
enjoyed  by 
foreign 
subsidiary 

$100 . . 

0 

$100 

$52. 00 

0 

$52.00 

$52.00 

Percentage 

points 

0 

$100... _ _ 

$5 

95 

49.  40 

$4.75 

44,65 

49.65 

2. 35 

$100 . . 

10 

90 

46.80 

9.00 

37.80 

47.80 

4.20 

$100 _ _ 

20 

80 

41.60 

16.00 

25.60 

45.60 

6.40 

$100 _ 

26 

74 

38.  48 

19.24 

19.24 

45.24 

6.  76 

$100 _ 

30 

70 

36.40 

21.00 

15.  40 

45.40 

6.60 

$100 . 

40 

60 

31.20 

24.00 

7.20 

47.20 

4.80 

$100 _ 

50 

50 

26.00 

25.00 

1.00 

51.00 

1.00 

$100 _ _ 

52 

48 

24. 96 

24.96 

0 

52.00 

0 

1  This  is  the  result  of  the  decision  in  American  Chicle  Company  v.  U.S.,  310  U.S.  450  (1942). 

2  As  indicated  above,  the  U.S.  tax  before  credit  in  the  case  of  the  branch  would  be  $520.  After  allowing 
the  $300  foreign  tax  credit  in  this  case,  the  final  U.S.  tax  would  be  $220  which,  with  the  $300  of  foreign  tax 
means  a  total  tax  of  $520. 

*  The  tax  differential  represents  the  difference  between  the  U.S.  and  foreign  tax  rates,  multiplied  by  the 
Income  omitted  from  the  U.S.  tax  base. 
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Your  committee  agrees  with  the  President  that  in  the  interest  of 
uniform  tax  treatment  this  double  allowance  in  the  case  of  dividends 
from  foreign  corporations  should  be  removed.  This  is  accomplished 
by  providing  that  where  a  taxpayer  elects  the  foreign  tax  credit,  he 
must  increase,  or  “gross-up,”  his  U.S.  tax  base  by  including  in  it  the 
amount  of  foreign  income  paid  in  taxes  which  is  attributable  to  the 
dividend  received.  Thus,  in  the  example  cited  above,  the  tentative 
U.S.  tax  would  be  computed  on  the  basis  of  $1,000,  instead  of  $700, 
and  then  the  full  $300  of  foreign  taxes  would  be  allowed  as  a  tax  credit, 
in  the  same  way  as  branches  of  U.S.  corporations  are  treated  at  the 
present  time. 

Two  relatively  minor  technical  corrections  recommended  by  the 
administration  are  also  included  with  this  provision.  One  of  these 
involves  the  repeal  of  a  subsection  (sec.  902(d))  of  one  of  the  foreign 
tax  credit  provisions,  which  makes  the  foreign  tax  credit  available  in 
limited  cases  with  respect  to  royalty  income  received  from  a  foreign 
subsidiary.  This  royalty  income  is  entitled  to  this  foreign  tax  credit 
only  where  the  domestic  corporation  owns  all  of  the  stock  of  the  sub¬ 
sidiary.  The  provision  granting  this  treatment  in  the  case  of  royalty 
income  was  adopted  in  1954  in  order  to  grant  relief  in  a  case  where 
under  currency  exchange  restrictions,  a  corporation  was  prohibited 
from  distributing  its  earnings.  The  retention  of  this  provision  appears 
undesirable,  since  it  has  the  effect  of  allowing  a  foreign  tax  credit  before 
actual  dividend  distributions  have  been  made.  Your  committee’s  bill, 
therefore,  repeals  this  subsection. 

Second,  the  bill  also  follows  a  recommendation  of  the  administration 
relating  to  the  interrelationship  of  the  foreign  tax  credit  and  the 
intercorporate  dividends  received  deduction.  The  problem  arises 
here  where  a  foreign  corporation  derives  50  percent  or  more  of  its 
income  from  sources  within  the  United  States.  In  such  a  case  a 
domestic  corporation  receiving  dividends  from  it  is  eligible  for  the  85- 
percent  intercorporate  dividends  received  deduction.  This  deduction 
is  available  with  respect  to  the  proportion  of  the  income  determined 
to  be  from  sources  within  the  United  States.  However,  all  of  the 
remaining  income  is  treated  as  income  from  sources  without  the  United 
States  for  which  a  foreign  tax  credit  is  available,  including  the  15- 
percent  amount  remaining  after  the  allowance  of  the  intercorporate 
dividends  received  deduction  which,  for  that  purpose,  was  treated  as 
income  from  sources  within  the  United  States.  The  administration 
recommended  that  this  15  percent  of  domestic  source  income,  remain¬ 
ing  after  the  dividend  received  deduction  is  allowed,  retain  its  domes¬ 
tic  source  character  rather  than  being  reclassified  as  foreign  source 
income  for  purnoses  of  the  foreign  tax  credit.  Your  committee’s  bill 
makes  this  modification. 

B.  General  explanation  of  provision 

1.  Elimination  of  double  allowance. — The  provision  adds  a  new 
section  to  the  code  (sec.  78)  which  provides  that  if  a  domestic  corpora¬ 
tion  elects  to  take  the  foreign  tax  credit  (rather  than  a  deduction  for 
foreign  taxes)  it  must  take  into  its  gross  income  an  amount  equal  to 
the  taxes  of  the  subsidiary  (or  an  amount  equal  to  the  taxes  of  its 
subsidiary’s  subsidiary)  it  is  considered,  or  deemed,  to  have  paid  for 
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purposes  of  the  foreign  tax  credit  provision.  Thus,  for  a  domestic 
corporation  to  claim  a  foreign  tax  credit  for  foreign  taxes  paid  by  its 
subsidiary  or  a  subsidiary  of  that  subsidiary,  it  must  “gross  up”  its 
dividend  income  received  by  the  amount  of  the  foreign  income,  etc., 
taxes  attributable  to  it. 

Other  provisions  of  the  code  (sec.  902  (c),  (a),  and  (b))  are  also 
amended  to  carry  out  fully  the  “gross-up”  referred  to  in  the  prior 
paragraph.  Thus,  the  definition  of  the  term  accumulated  profits  for 
purposes  of  the  foreign  tax  credit  is  modified  to  include  the  income 
and  similar  taxes  imposed  by  a  foreign  country  (or  U.S.  possessions) 
which  are  taken  into  account  by  the  domestic  corporation. 

2.  Dividends  from  U.S.  sources. — The  bill  amends  the  rules  used  in 
determining  whether  income  is  from  within  or  without  the  United 
States  in  the  case  of  a  foreign  corporation  which  has  received  50  per¬ 
cent  or  more  of  its  gross  income  for  the  3  prior  years  from  sources  within 
the  United  States.  In  such  a  case,  the  85-percent  intercorporate 
dividends  received  deduction  is  available  with  respect  to  the  propor¬ 
tion  of  its  income  which  its  income  for  the  3-year  period  derived  from 
sources  within  the  United  States  bears  to  its  income  from  all  sources. 
However,  under  present  law  all  of  such  a  corporation’s  income,  to  the 
extent  it  exceeds  the  85-percent  deduction  allowed  for  intercorporate 
dividends  received,  is  treated  (for  purposes  of  the  foreign  tax  credit) 
as  income  from  sources  without  the  United  States.  Thus,  the  15 
percent  for  which  no  intercorporate  dividends  received  deduction  is 
allowed,  although  for  purposes  of  the  prior  computation  treated  as 
from  sources  within  the  United  States,  is  for  this  purpose  treated  as 
foreign  source  income.  The  bill  corrects  this  technical  deficiency 
by  providing  that  the  amount  treated  as  foreign  source  income  in 
such  a  case  is  only  the  remaining  income  in  excess  of  this  15  percent. 

3.  Royalty  income  eligible  for  foreign  tax  credit. — The  bill  repeals 
the  provision  of  present  law  (sec.  902(d))  which  treats  as  a  distribu¬ 
tion  (and,  therefore,  eligible  for  the  foreign  tax  credit)  royalty  pay¬ 
ments  received  by  a  domestic  corporation  from  a  100-percent  owned 
subsidiary  engaged  in  manufacturing,  production,  or  mining. 

4.  Effective  date. — The  provisions  referred  to  above  are  applicable 
to  all  dividends  received  by  a  domestic  corporation  after  December 
31,  1964.  They  also  are  to  apply  to  certain  dividends  received  by  the 
domestic  corporation  in  the  period  before  January  1,  1965,  but  only 
in  its  taxable  years  beginning  after  December  31,  1962.  For  a  calendar 
year  corporation  this  latter  category  includes  certain  dividends  re¬ 
ceived  in  the  calendar  years  1963  and  1964.  In  the  case  of  dividends 
received  in  these  years  the  “gross-up”  and  other  changes  made  by  this 
provision  are  to  apply  only  to  the  extent  that  the  dividends  are 
treated  for  tax  purposes  as  made  out  of  the  accumulated  profits  of  the 
foreign  corporation  for  taxable  years  beginning  after  December  31, 
1962.  Dividends  received  by  a  foreign  corporation  from  its  subsidiary 
before  January  1,  1965,  which  are  paid  out  of  the  subsidiary’s  profits 
from  before  1963,  are  to  be  treated  as  paid  out  of  the  first  foreign 
corporation’s  profits  from  before  1963  if  it  in  turn  pays  the  dividends 
to  the  domestic  corporation  before  January  1,  1965. 
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XIII.  EARNED  INCOME  FROM  SOURCES  OUTSIDE  THE 

UNITED  STATES 

(Sec.  12  of  the  bill  and  secs.  911  and  72(f)  of  the  code) 

A.  Reasons  for  provision 

Under  present  law  an  individual  citizen  of  the  United  States  who 
is  a  bona  fide  resident  of  a  foreign  country  may  exclude  from  his  U.S. 
tax  base  his  entire  earned  income  from  sources  outside  of  the  United 
States.  In  addition,  an  individual  who  goes  abroad,  but  does  not 
establish  a  foreign  residence,  may  exclude  from  his  U.S.  tax  base  his 
earned  income  up  to  $20,000  a  year  if  he  remains  abroad  for  a  period 
of  17  out  of  18  consecutive  months. 

The  President  recommended  that  in  the  case  of  citizens  living  abroad 
in  developed  countries  there  be  no  exclusion  for  income  earned  abroad. 
In  the  case  of  less  developed  countries  he  would  keep  the  present 
exclusion  of  up  to  $20,000  a  year  in  the  case  of  those  who  are  abroad 
17  out  of  18  months,  and  also  provide  the  same  $20,000  ceiling  with 
respect  to  those  who  are  bona  fide  residents  of  a  foreign  country. 

Your  committee’s  bill  provides  a  ceiling  on  the  exclusion- for  income 
earned  abroad.  However,  it  has  not  attempted  to  distinguish  be¬ 
tween  U.S.  citizens  residing  or  present  in  developed  and  those  in 
less  developed  countries.  As  a  result,  it  has  retained  the  17-out-of- 
1 8-month  provision  of  present  law  without  any  major  change  in  the 
presently  applicable  $20,000  ceiling.  In  the  case  of  a  bona  fide 
resident  of  a  foreign  country  your  committee's  bill  also  provides  the 
same  $20,000  limitation  for  the  first  3  years  the  individual  is  abroad. 
However,  if  the  individual  is  abroad  for  an  uninterrupted  period  of 
more  than  3  consecutive  years  a  higher  ceiling  of  $35,000  is  provided. 
Thus,  during  the  first  3  years  an  individual  is  abroad  the  exclusion 
will  be  the  same,  whether  the  individual  is  a  bona  fide  resident  of  the 
foreign  country  or  merely  there  for  17  out  of  18  months.  However, 
in  recognition  of  the  fact  that  those  who  are  abroad  for  longer  periods 
of  time  are  more  dependent  on  the  foreign  economy,  and  less  upon 
the  U.S.  economy,  the  higher  ceiling  of  $35,000  is  provided  in  the 
case  of  these  longer  stays. 

A  second  recommendation  of  the  administration  in  this  area  relates 
to  pensions  and  deferred  compensation  paid  to  U.S.  citizens,  after  they 
are  back  in  the  United  States,  but  with  respect  to  periods  of  time  they 
were  abroad. 

In  the  case  of  pensions  generally,  an  employee  receives  back  over 
his  period  of  life  expectancy  (or  in  some  cases  in  the  first  3  years)  the 
amount  he  paid  toward  his  pension.  The  remainder  of  the  pension 
payments  he  receives,  consisting  of  contributions  by  the  employer  and 
interest  on  the  funds  while  they  were  accumulating,  is  taxable  to  him 
as  the  pension  or  annuity  payments  are  received. 

In  the  case  of  a  citizen  who  has  been  a  bona  fide  resident  of  a  foreign 
country,  or  been  in  a  foreign  country  for  a  period  of  17  out  of  18 
months  or  more,  the  employer  contributions  toward  the  pension  fund 
during  the  period  he  was  abroad  are  treated  in  the  same  manner  as 
his  own  contributions  and,  therefore,  are  not  taxable  to  him  when  he 
draws  his  pension  or  annuity  upon  retirement.  This  is  true  even 
though  he  may  be  living  in  the  United  States  next  to  someone  who 
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has  worked  for  the  same  employer  in  the  United  States  and  is  fully 
taxable  on  contributions  made  by  the  same  employer. 

To  remove  this  discrimination  the  bill  provides  that  contributions 
by  an  employer  will,  to  the  extent  that  they  relate  to  future  employ¬ 
ment,  be  fully  taxable  to  the  employee  when  he  receives  the  pension 
payments  reflecting  these  contributions.  Thus,  for  the  future  even 
though  employer  contributions  are  attributable  to  a  period  when  the 
employee  was  abroad  after  1962,  these  contributions  by  the  employer 
will  be  taxable  to  him  in  the  same  manner  as  in  the  case  of  a  domestic 
worker  also  receiving  a  pension.  This  will  be  true  whether  the 
employee  is  living  in  the  United  States,  or  abroad,  at  the  time  of 
the  receipt  of  the  pension  payment. 

Also,  under  your  committee’s  bill  deferred  compensation  arrange¬ 
ments  where  an  individual  receives  the  deferred  compensation  after 
the  end  of  the  taxable  year  following  the  year  in  which  the  services 
were  performed  is  not  to  be  eligible  for  the  exclusion  for  income  earned 
abroad.  The  purpose  of  the  exclusion  is  to  provide  a  special  induce¬ 
ment  for  American  citizens  or  residents  to  hold  employment  abroad. 
Your  committee  sees  no  reason,  however,  to  provide  this  special 
inducement  long  after  the  period  in  which  the  employment  occurred. 
Moreover,  this  will  treat  deferred  compensation  under  the  exclusion 
the  same  as  qualified  pensions. 

B.  General  explanation  oj  provision 

1 .  Ceiling  on  earned  income  exclusion. — Your  committee’s  bill 
places  a  ceiling  on  the  amount  which  may  be  excluded  from  income  in 
the  case  of  a  citizen  of  the  United  States  who  is  a  bona  fide  resident 
of  a  foreign  country  or  countries.  The  bill  provides  that  the  total 
amount  which  may  be  excluded  with  respect  to  the  first  3  years  an 
individual  is  abroad  as  a  bona  fide  resident  is  $20,000  a  year.  This  is 
the  same  ceiling  which  presently  is  applicable  in  the  case  of  citizens  or 
residents  of  the  United  States  who  are  abroad  for  a  period  of  17  out 
of  18  months.  However,  in  the  case  of  the  U.S.  citizen  who  is  a  bona 
fide  resident  of  a  foreign  country  or  countries  for  more  than  3  years, 
the  total  amount  which  may  be  excluded  in  this  case  is  to  be  $35,000 
under  the  bill  instead  of  $20,000.  This  higher  ceiling  is  to  apply  with 
respect  to  any  portion  of  a  taxable  year  remaining  after  the  individual 
has  been  a  bona  fide  resident  of  a  foreign  country  or  countries  for  the 
uninterrupted  3-year  period.  Where  at  the  time  of  the  passage  of  this 
legislation  the  individual  already  has  been  a  bona  fide  resident  for 
3  years  or  more,  this  higher  ceiling  will,  of  course,  become  applicable 
immediately. 

In  applying  either  the  $20,000  or  $35,000  ceilings  under  community 
property  laws  the  total  community  income  excludable  may  not 
exceed  the  amount  which  would  be  excludable  if  this  income  were  not 
community  income.  Thus,  one  $20,000  or  $35,000  ceiling  will  apply 
with  respect  to  the  husband’s  earnings  abroad  even  though  under 
community  property  law,  half  of  this  income  is  the  income  of  the  wife. 
However,  if  both  husband  and  wife  are  abroad  and  earn  income, 
separate  ceilings  will  be  applied  with  respect  to  their  earnings  attribut¬ 
able  to  the  services  of  each. 

2.  Deferred  compensation. — Under  present  law  the  bona  fide  resident 
rule  and  the  17-  out  of  18-month  rule  work  somewhat  differently  in 
determining  the  year  to  which  the  exclusion  relates.  The  bona  fide 
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resident  rule  at  present  provides  an  exclusion  without  limit  for 
amounts  received  from  sources  without  the  United  States  which  are 
“attributable”  to  the  period  when  the  U.S.  citizen  was  a  bona  fide 
resident  of  a  foreign  country.  This  means  that  deferred  compensation 
attributable  to  a  period  of  foreign  service  is  excludable  even  though 
received  many  years  after  the  period  of  service. 

The  17-  out' of  18-month  rule,  however,  because  of  the  $20,000 
ceiling,  has  been  interpreted  as  limiting  the  exclusion  which  an 
individual  may  receive  to  the  proportion  of  the  year,  during  which 
the  payment  was  received,  in  which  the  individual  was  abroad. 
Thus,  where  the  individual  receives  deferred  compensation  after  he 
is  back  in  the  United  States  for  an  entire  year,  no  exclusion  is  avail¬ 
able.  Moreover,  in  this  latter  case,  hardship  situations  have  occurred 
where  an  individual,  who  has  returned  to  the  United  States  early  in 
a  year,  has  received  payments  attributable  to  service  in  the  prior  year, 
but  because  the  individual  is  in  the  United  States  most,  or  all,  of  the 
year  little,  or  no,  exclusion  is  available  with  respect  to  this  income. 

Your  committee  eliminates  the  problems  referred  to  above  by  at¬ 
tributing  the  income,  for  purposes  of  applying  the  dollar  limitation  on 
the  exclusion,  to  the  year  in  which  the  service  is  performed.  This 
means  that  the  exclusion,  merely  because  the  individual  has  returned 
to  the  United  States  before  receiving  the  payment,  will  not  be  denied. 
However,  deferred  compensation  is  made  ineligible  for  the  exclusion 
by  providing  that  no  exclusion  will  be  allowed  for  amounts  received 
more  than  1  year  after  the  close  of  the  taxable  year  in  which  the 
services  are  performed. 

3.  Pension  income. — The  provision  of  present  law  dealing  with 
annuities  (sec.  72(f))  provides  that  in  determining  what  the  employee 
or  annuitant  paid  for  an  annuity  contract,  there  is  to  be  included 
contributions  of  the  employer,  if,  had  these  contributions  been  paid 
to  the  employee  in  the  first  instance,  they  would  not  have  been  taxable 
to  him.  This  provision  generally  has  the  effect  of  excluding  employer 
contributions  to  a  pension  plan  from  tax  where  the  employee  is  abroad 
and  qualifies  for  the  exclusion. 

The  bill  nullifies  this  section  by  providing  that  the  exclusion  for 
income  earned  abroad  is  not  to  be  available  in  the  case  of  amounts 
received  as  pensions  or  annuities  or  amounts  which  otherwise  would 
be  included  in  gross  income  in  the  case  of  beneficiaries  of  tax-exempt 
trusts  (sec.  402(b)),  beneficiaries  under  nonqualified  annuities  (sec. 
403(c)),  or  beneficiaries  under  certain  forfeitable  contracts  purchased 
by  exempt  organizations  (sec.  403(d)). 

The  bill  also  makes  it  clear  that  the  tax-free  status  of  employer 
contributions  will  be  continued  in  the  case  of  contributions  made 
after  December  31,  1963,  to  the  extent  that  they  provide  pension  or 
annuity  credits  where  these  credits  are  attributable  to  services  per¬ 
formed  on  or  before  that  date  if  the  pension  or  annuity  plan  provisions 
were  in  existence  on  February  1,  1962. 

Jf..  Effective  date. — The  changes  made  by  this  provision  are  to  apply 
to  amounts  received  after  December  31,  1962,  but  only  to  the  extent 
that  these  amounts  are  attributable  to  services  performed  after  that 
date  or  services  performed  on  or  before  that  date,  where  before  Feb¬ 
ruary  1,  1962,  there  did  not  exist  a  right  to  receive  these  amounts. 
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XIV.  CONTROLLED  FOREIGN  CORPORATIONS 

(Sec.  13  of  bill  and  secs.  951-958  of  code) 

A.  Reasons  jor  provision 

Under  present  law  foreign  corporations,  even  though  they  may  be 
American  controlled,  are  not  subject  to  U.S.  tax  laws  on  foreign  source 
income.  As  a  result  no  U.S.  tax  is  imposed  with  respect  to  the 
foreign  source  earnings  of  these  corporations  where  they  are  controlled 
by  Americans  until  dividends  are  paid  by  the  foreign  corporations  to 
their  American  parent  corporations  or  to  their  other  American  share¬ 
holders.  The  tax  at  that  time  is  imposed  with  respect  to  the  dividend 
income  received  by  the  American  shareholder,  and  if  this  shareholder 
is  a  corporation  it  is  eligible  for  a  foreign  tax  credit  with  respect  to  the 
taxes  paid  by  the  foreign  subsidiary.  In  the  case  of  foreign  sub¬ 
sidiaries,  therefore,  this  means  that  foreign  taxes  are  paid  currently, 
to  the  extent  of  the  applicable  foreign  income  tax,  and  not  until  distri¬ 
butions  are  made  will  an  additional  U.S.  tax  be  imposed,  to  the  extent 
the  U.S.  rate  is  above  that  applicable  in  the  foreign  country.  This 
latter  tax  effect  has  been  referred  to  as  “tax  deferral.” 

The  President  in  his  tax  message  last  year  questioned  the  desirability 
of  providing  tax  deferral  with  respect  to  earnings  of  U.S. -controlled 
companies  except  in  the  case  of  investments  in  less  developed  countries. 
However,  his  primary  emphasis  was  on  removing  tax  deferral  in  the 
case  of  what  have  been  called  “tax  havens.”  In  this  respect  he 
stated: 

The  undesirability  of  continuing  deferral  is  underscored 
where  deferral  has  served  as  a  shelter  for  tax  escape  through 
the  unjustifiable  use  of  tax  havens  such  as  Switzerland. 
Recently  more  and  more  enterprises  organized  abroad  by 
American  firms  have  arranged  their  corporate  structures — 
aided  by  artificial  arrangements  between  parent  and  sub¬ 
sidiary  regarding  intercompany  pricing,  the  transfer  of 
patent  licensing  rights,  the  shifting  of  management  fees,  and 
similar  practices  which  maximize  the  accumulation  of  profits 
in  the  tax  haven — so  as  to  exploit  the  multiplicity  of  foreign 
tax  systems  and  international  agreements  in  order  to  reduce 
sharply  or  eliminate  completely  their  tax  liabilities  both  at 
home  and  abroad. 

In  this  area  the  President  recommended  the: 

*  *  *  elimination  of  the  tax  haven  device  anywhere  in  the 
world,  even  in  the  underdeveloped  countries,  through  the 
elimination  of  tax  deferral  privileges  for  those  forms  of 
activities,  such  as  trading,  licensing,  insurance,  and  others, 
that  typically  seek  out  tax  haven  methods  of  operation. 
There  is  no  valid  reason  to  permit  their  remaining  untaxed 
regardless  of  the  country  in  which  they  are  located. 

Your  committee’s  bill  does  not  go  as  far  as  the  President  recom¬ 
mendations.  It  does  not  eliminate  tax  deferral  in  the  case  of  operating 
businesses  owned  by  Americans  which  are  located  in  the  economically 
developed  countries  of  the  world.  Testimony  in  hearings  before  your 
committee  suggested  that  the  location  of  investments  in  these  countries 
is  an  important  factor  in  stimulating  American  exports  to  the  same 
areas.  Moreover,  it  appeared  that  to  impose  the  U.S.  tax  currently 
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on  the  U.S.  shareholders  of  American-owned  businesses  operating 
abroad  would  place  such  firms  at  a  disadvantage  with  other  firms 
located  in  the  same  areas  not  subject  to  U.S.  tax. 

Nevertheless,  the  testimony  before  your  committee  did  convince 
it  that  many  have  taken  advantage  of  the  multiplicity  of  foreign  tax 
systems  to  avoid  taxation  by  the  United  States  on  what  could  ordinar¬ 
ily  be  expected  to  be  U.S.  source  income.  In  part  your  committee 
has  met  this  problem  elsewhere  in  this  bill  (sec.  6)  through  the  addition 
of  a  new  subsection  to  the  existing  section  482  setting  up  specific 
factors  to  be  taken  into  account  in  more  accurately  allocating  income 
from  purchases  and  sales  of  goods  between  American  corporations  and 
their  controlled  foreign  subsidiaries.  However,  certain  of  the  provi¬ 
sions  set  forth  in  this  section  are  also  designed  to  meet  this  problem 
of  diversion  of  income  from  U.S.  taxation.  This  is  true,  for  example, 
of  the  provisions  taxing  to  the  U.S.  shareholders  foreign  income 
arising  from  controlled  foreign  corporations  in  the  case  of  insurance 
on  American  risks.  This  is  also  true  of  the  provision  taxing  income 
derived  by  controlled  foreign  corporations  from  patents,  copyrights, 
etc.,  developed  in  the  United  States. 

Your  committee  has  also  concluded  that  U.S.  tax  should  be  imposed 
currently,  on  the  American  shareholders,  on  income  which  is  held 
abroad  and  not  used  in  the  taxpayer’s  trade  or  business  unless,  in 
accord  with  the  policy  enunciated  by  the  President,  it  is  invested  in 
businesses  in  less  developed  countries.  Because  of  this  your  commit¬ 
tee’s  bill  taxes  to  U.S.  shareholders  investment-type  income  not 
invested  in  less  developed  countries  and  also  income  which  may  arise 
from  the  active  conduct  of  a  trade  or  business  if  the  income  is  not  re¬ 
invested  in  the  same  business  (outside  of  the  United  States)  or  in  a 
less  developed  country. 

A  third  objective  of  the  tax  measures  described  below  is  to  prevent 
the  repatriation  of  income  to  the  United  States  in  a  manner  which 
does  not  subject  it  to  U.S.  taxation.  This  accounts  for  section  16 
of  this  bill  which  gives  assurance  that  upon  the  liquidation  of  a  cor¬ 
poration,  the  redemption  of  stock,  or  the  sale  of  stock  in  a  controlled 
foreign  corporation  the  earnings  and  profits  of  the  corporation — 
not  previously  subject  to  tax  by  United  States — are  to  be  so  taxed  to 
the  extent  of  the  excess  of  the  U.S.  tax  over  the  foreign  tax.  This 
objective  also  accounts  for  some  of  the  features  of  this  provision,  which 
deny  tax  deferral  where  funds  are  brought  back  and  invested  in 
United  States  in  a  manner  which  does  not  otherwise  subject  them  to 
U.S.  taxation. 

Your  committee  also  has  ended  tax  deferral  for  American  share¬ 
holders  in  certain  situations  where  the  multiplicity  of  foreign  tax 
systems  has  been  taken  advantage  of  by  American-controlled  busi¬ 
nesses  to  siphon  off  sales  profits  from  goods  manufactured  by  related 
parties  either  in  United  States  or  abroad.  In  such  cases  the  separa¬ 
tion  of  the  sales  function  is  designed  to  avoid  either  U.S.  tax  or  tax 
imposed  by  the  foreign  country. 

B.  General  explanation  of  provision 

1.  In  general.— The  bill  provides  that  certain  undistributed  income 
of  controlled  foreign  corporations  is  to  be  included  in  the  income  of 
U.S.  shareholders  in  the  year  the  income  is  earned  by  the  foreign  cor¬ 
poration,  whether  or  not  it  is  distributed.  In  these  cases,  the  share- 
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holders  are  permitted  foreign  tax  credits  to  the  same  extent  as  if  actual 
distributions  had  been  made.  The  U.S.  shareholders,  or  “U.S.  persons” 
as  they  are  called  in  the  bill,  are  defined  as  including  U.S.  citizens  and 
residents  and  domestic  corporations,  partnerships,  and  estates  or 
trusts.  As  indicated,  this  income  is  taxed  to  the  U.S.  shareholders 
only  in  the  case  of  “controlled  foreign  corporations.”  A  foreign  corpo¬ 
ration  is  controlled  for  this  purpose  when  more  than  50  percent  of  the 
combined  voting  power  of  all  classes  of  stock  is  owned  directly  or 
indirectly  (through  the  stock  attribution  rules  specified)  by  U.S.  per¬ 
sons  on  any  day  of  the  taxable  year  of  the  corporation.  (A  special, 
additional  rule  provided  in  the  case  of  insurance  is  discussed  sub¬ 
sequently.) 

Not  all  U.S.  persons  who  are  shareholders  in  such  a  controlled 
foreign  corporation,  however,  are  to  have  attributed  to  them  the 
specified  types  of  foreign  income  of  a  controlled  foreign  corporation. 
This  is  to  be  done  only  in  the  case  of  those  having  on  any  day  during 
the  year  a  stock  ownership  of  10  percent  or  more  of  the  combined 
voting  power  of  all  classes  of  stock,  or  of  the  total  value  of  shares  of 
all  classes  of  stock.  This  de  minimis  rule  prevents  the  attribution  of 
the  undistributed  income  back  to  the  shareholders  where  their  interest 
is  small  and  their  influence  on  the  corporation’s  policy  is  presumably 
negligible.  The  10-percent  ownership  test  is  determined  by  applying 
stock  ownership  attribution  rules  set  forth  in  the  bill. 

There  are  two  groupings  of  income  under  this  provision  which  may 
result  in  income  being  attributed  to  the  shareholders  and  their  being 
taxed  on  it.  The  first  category  of  such  income  is  known  in  the  bill  as 
“subpart  F  income.”  This  consists  of:  (1)  income  derived  from  insur¬ 
ance  on  U.S.  risks  on  property  or  persons;  (2)  income  derived  from 
patents,  copyrights,  and  exclusive  formulas  and  processes  which  were 
developed  in  the  United  States;  and  (3)  certain  so-called  net  foreign 
base  company  income.  In  general,  this  foreign  base  company  income 
consists  of  income  from  passive  sources — such  as  dividends,  interest, 
rents,  etc.,  and  also  certain  income  from  sales  subsidiaries  (to  the 
extent  these  income  categories  are  not  reinvested  in  less  developed 
countries).  This  subpart  F  income  under  the  bill  is  attributed  to 
10-percent  U.S.  shareholders  and  taxed  to  them  in  largely  the  same 
manner  as  dividends. 

A  second  category  of  earnings  may  also  give  rise  to  the  corporation’s 
income  being  taxed  to  10-percent-or-more  U.S.  shareholders.  This  is 
the  increase  in  the  earnings  invested  during  the  year  in  what  is  called 
“nonqualified  property.”  In  general  terms  investments  in  nonquali¬ 
fied  property  consist  of  investments  not  required  in  the  taxpayer’s 
trade  or  business  and  not  invested  in  a  less  developed  county. 
Nonqualified  property  also  includes  most  investments  in  the  United 
States  whether  or  not  the  property  is  used  in  the  taxpayer’s  trade  or 
business.  The  earnings  representing  an  increase  in  investments  in 
nonqualified  property  are  treated  first  as  coining  out  of  the  subpart  F 
income  already  taxed.  To  the  extent  of  this  income,  therefore, 
earnings  representing  this  nonqualified  property  category  do  not 
result  in  any  additional  tax  for  the  shareholders.  Only  when  the 
earnings  invested  in  nonqualified  property  exceed  the  accumulated 
balance  of  any  subpart  F  income  (including  both  subpart  F  income  for 
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the  current  year  and  any  prior  years)  which  was  not  previously  offset 
by  the  nonqualified  property  category  is  the  income  to  be  taxed  to 
the  U.S.  shareholders. 

Just  as  the  invested  earnings  in  nonqualified  property  are  treated  as 
being  first  out  of  subpart  F  income,  so  actual  dividend  distributions  are 
treated  first  as  being  paid  out  of  the  earnings  invested  in  nonqualified 
property,  then  out  of  subpart  F  income,  and  only  finally,  if  any  balance 
remains,  out  of  the  accumulated  earnings  of  the  corporation  which 
have  not  already  been  taxed  to  the  shareholders.  Only  when  the 
actual  dividends  are  treated  as  paid  out  of  this  latter  category  do  they 
represent  taxable  dividends  to  the  shareholders. 

The  earnings  of  a  corporation  classified  as  subpart  F  income,  or  as 
earnings  invested  in  nonqualified  property,  give  rise  to  taxable  income 
to  the  shareholders  only  for  the  portion  of  earnings  represented  by 
the  portion  of  the  year  in  which  the  corporation  was  a  controlled 
foreign  corporation.  Also,  it  will  be  necessary  to  maintain  separate 
balances  of  earnings  and  profits  with  respect  to  different  shareholders 
during  the  year,  because  there  may  be  differences  as  to  whether  they 
are  10-percent  stockholders  or  not,  and  also  because  such  stockholders 
may  increase  or  decrease  their  stockholdings  during  the  year. 

2.  Income  derived  from  insurance  of  U.S.  risks. — Since  the  passage 
of  the  Life  Insurance  Company  Income  Tax  Act  of  1959,  which  for 
the  first  time  in  many  years  imposed  a  tax  on  underwriting  gains 
of  these  companies,  it  is  understood  that  a  number  of  the  companies 
involved  have  attempted  to  avoid  tax  on  the  gains  by  reinsuring 
their  policies  abroad.  In  other  cases  the  tax  has  been  avoided  by 
placing  the  initial  policy  with  a  foreign  insurance  company  either 
controlled  by  an  American  insurance  company  or  controlled  by  other 
American  businesses. 

To  meet  this  problem  your  committee’s  bill  provides  that  where  a 
controlled  foreign  corporation  receives  premiums  or  other  considera¬ 
tion  for  reinsurance  or  the  issuing  of  insurance  or  annuity  contracts 
on  property  in,  or  residents  of,  the  United  States  the  income  attribut¬ 
able  to  this  is  to  be  taxed  to  the  U.S.  shareholders  as  a  part  of  subpart 
F  income. 

The  bill  also  covers  the  type  of  situation  where  the  controlled  foreign 
corporation  does  not  hold  the  policies  involving  U.S.  risks  but  instead 
holds  other  policies  which,  by  arrangement  with  another  unrelated 
corporation,  it  has  received  instead  of  the  insurance  involving  the  U.S. 
risks,  while  the  unrelated  corporation  bolds  the  policies  involving  the 
insurance  on  property  in,  or  residents  of,  the  United  States. 

In  the  case  of  insurance  there  also  is  an  alternative  definition  of  a 
controlled  foreign  corporation.  Under  the  alternative  if  U.S.  persons 
hold  from  25  to  50  percent  of  the  stock,  any  income  from  insurance  or 
reinsurance  on  U.S.  risks  is  included  in  income  taxed  as  subpart  F 
income  where  the  U.S.  risks  represent  75  percent  of  the  gross  amount 
of  all  premiums  and  other  considerations  with  respect  to  risks  held  by 
the  company.  This  alternative  rule  for  control  is  designed  to  cover 
cases  where  the  principal  business  is  the  U.S.  risks  but  the  control  is 
decreased  in  order  to  avoid  the  application  of  this  provision. 

The  income  subject  to  tax  in  the  hands  of  the  shareholders  in  the 
case  of  life  insurance  companies  is  total  gain  from  operations  to  the 
extent  attributable  to  U.S.  risks.  In  effect  this  represents  all  (not  50 
percent)  of  the  underwriting  income  as  well  as  net  investment  income. 
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In  the  case  of  fire,  casualty,  and  similar  insurance  companies,  the 
income  subject  to  tax  will  be  the  same  whether  the  company  is  a 
mutual  or  stock  company  since  the  stock  company  rules  for  this 
purpose  are  made  applicable  to  the  mutual.  Certain  deductions 
generally  allowed  domestic  insurance  companies  will  not  be  allowed 
in  the  case  of  these  foreign  operations.  The  deductions  which  are 
disallowed  for  life  insurance  business  include  the  operations  loss  de¬ 
duction,  the  deduction  for  certain  nonparticipating  contracts,  the 
deduction  for  group  life,  accident,  and  health  insurance,  and  the 
small  business  deduction.  Other  modifications  are  also  provided. 
The  income  ascribed  to  the  shareholders  will  be  the  income  relating 
to  the  insurance  or  reinsurance  on  the  U.S.  risks,  taking  into  account 
expenses,  losses,  and  deductions  properly  allocable  to  this  income. 

3.  Income  from  U.S.  patents,  copyrights,  etc. — The  second  component 
of  the  subpart  F  income  which  will  be  taxed  to  the  U.S.  shareholders 
in  the  case  of  controlled  foreign  corporations  is  income  from  U.S. 
patents,  copyrights,  and  exclusive  formulas  and  processes.  For  the 
income  from  "these  patents,  copyrights,  etc.,  to  be  included  they  must 
have  been  substantially  developed,  created,  or  produced  in  the  United 
States,  or,  alternatively,  acquired  directly  or  indirectly  from  related 
U.S.  persons.  Your  committee  concluded  that  it  was  desirable  to  tax 
this  income  to  the  U.S.  shareholders  on  the  grounds  that  where  a 
patent,  copyright,  etc.,  was  developed  or  created  in  the  United  States, 
it  is  likely  that,  if  it  were  not  for  lower  taxes  abroad,  the  rights  to  it 
would  still  be  held  by  the  domestic  company  with  this  company  merely 
licensing  its  use  by  the  foreign  corporation.  This,  of  course,  would 
result  in  rental  or  royalty  income  taxable  to  the  U.S.  company. 

The  income  to  be  taxed  here  is  that  derived  from  the  license,  sub¬ 
license,  sale,  exchange,  use,  or  other  means  of  exploitation  of  the 
patent,  copyright,  exclusive  formula,  or  process.  From  this  income 
there  is  to  be  deducted  the  expenses  incurred  by  the  controlled  foreign 
corporation,  including  taxes  paid  foreign  countries,  with  respect  to  this 
income,  and  any  amortization  or  depreciation  of  the  cost  of  the 
patent,  copyright,  etc. 

Income  from  patents,  copyrights,  etc.,  is  attributed  to  U.S.  share¬ 
holders  not  only  where  the  foreign  corporation  receives  a  royalty  or 
similar  payment  for  the  use  of  the  property,  but  also  where  the  foreign 
corporation  itself  uses  the  patent,  copyright,  or  exclusive  formula  or 
process  in  the  manufacture  of  goods  and  derives  income  from  the  sale 
of  the  manufactured  articles.  In  such  a  case  the  income  derived 
from  the  patent,  etc.,  is  to  be  considered  as  the  amount  which  would 
be  obtained  as  a  gross  rent,  royalty  or  other  payment  in  an  arm’s- 
length  transition  with  an  unrelated  person  from  the  similar  use  of 
this  patent,  etc.  The  amount  so  determined  is  not  intended  to  be 
merely  a  percentage  of  the  taxable  income  derived  from  the  products 
manufactured  and  sold  and,  therefore,  there  is  no  intention  that 
manufacturing,  production  or  similar  expenses  ,are  to  be  taken  into 
account  in  determining  the  net  royalty  or  rental  payment. 

4-  Net  foreign  base  company  income. — The  two  income  components 
of  subpart  F  income  discussed  above  are  in  both  cases  taxed  to  the 
U.S.  shareholders  without  any  reductions  for  reinvestment.  What  is 
described  here  as  “foreign  base  company  income,”  however,  may  be 
reduced  for  qualified  investment  in  less  developed  countries  made 
during  the  taxable  year  (or  in  the  first  2%  months  thereafter).  This 
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accounts  for  the  reference  to  “net”  in  this  income  category.  The 
investments  which  may  be  made  in  less  developed  countries  in  this 
case  are  the  same  as  two  of  the  categories  described  in  connection 
with  reinvestments  permitted  in  the  case  of  qualified  property.  This 
is  developed  further  below. 

The  foreign  base  company  income  consists  of  two  basic  parts: 
passive  investment  income,  or  more  precisely  “foreign  personal 
holding  company  income”  with  certain  modifications  described  below, 
and  “foreign  base  company  sales  income.” 

Your  committee  while  recognizing  the  need  to  maintain  active 
American  business  operations  abroad  on  an  equal  competitive  footing 
with  other  operating  businesses  in  the  same  foreign  countries,  never¬ 
theless  sees  no  need  to  maintain  deferral  of  U.S.  tax  where  the  invest¬ 
ments  are  portfolio  types  of  investments,  or  where  the  company  is 
merely  passively  receiving  investment  income.  In  such  cases  there 
is  no  competitive  problem  justifying  postponement  of  the  tax  until 
the  income  is  repatriated. 

The  passive  income  referred  to  here  is  the  same  as  “foreign  personal 
holding  company  income”  except  that  rental  income  is  included 
whether  or  not  rents  represented  more  than  50  pecent  of  the  gross 
income  involved.  An  exception  is  also  made  for  income  of  banks  and 
bank  subsidiary  organizations  since  in  such  cases  the  receipt  of  interest 
and  other  similar  types  of  income  do  not  result  from  passive  invest¬ 
ments.  Those  excluded  by  this  provision  are  corporations  organized 
and  doing  business  under  the  banking  and  credit  laws  of  a  foreign 
country.  Also  excluded  are  foreign  corporations  where  50  percent 
or  more  of  their  stock  is  held  by  domestic  corporations  organized 
under  section  25(a)  of  the  Federal  Reserve  Act  or  having  an  agreement 
witli  the  Board  of  Governors  of  the  Federal  Reserve  System  under 
the  same  section  of  the  Federal  Reserve  Act.  These  are  the  so-called 
Edge  Act  corporations.  Under  the  bill  all  of  their  stock  (except 
qualifying  shares)  must  be  owned  by  a  national  or  State  bank  which 
is  a  member  of  the  Federal  Reserve  System. 

The  “foreign  base  company  sales  income”  referred  to  here  means 
income  from  the  purchase  and  sale  of  property  without  any  appreci¬ 
able  value  being  added  to  the  product  by  the  selling  corporation. 
This  does  not,  for  example,  include  cases  where  any  significant  amount 
of  manufacturing,  installation,  or  construction  activity  is  carried  on 
with  respect  to  the  product  by  the  selling  corporation.  On  the  other 
hand,  activity  such  as  minor  assembling,  packaging,  repackaging,  or 
labeling  would  not  be  sufficient  to  exclude  the  profits  from  this  defini¬ 
tion. 

The  bill  provides  that  this  sales  income  is  to  be  taken  into  account 
as  foreign  base  income  only  where  it  represents  at  least  20  percent  of 
the  gross  income  of  the  foreign  corporation.  The  20  percent  is  to  be 
computed  without  taking  into  account  the  passive  income  of  the 
foreign  corporation. 

The  sales  income  with  which  your  committee  is  primarily  concerned 
is  income  of  a  selling  subsidiary  (whether  acting  as  a  principal  or 
agent)  which  has  been  separated  from  manufacturing  activities  of  a 
related  corporation  merely  to  obtain  a  lower  rate  of  tax  for  the  sales 
income.  As  a  result,  this  provision  is  restricted  to  sales  of  property 
to  a  related  person  or  purchases  of  property  from  a  related  person. 
Moreover,  since  the  lower  tax  rate  for  such  a  company  is  likely  to  be 
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obtained  through  purchases  and  sales  outside  of  the  country  in 
which  it  is  incorporated,  the  provision  is  made  inapplicable  to  the 
extent  the  property  is  manufactured,  produced,  grown,  or  extracted 
in  the  country  where  the  corporation  is  organized  or  where  it  is  sold 
for  use,  consumption,  or  disposition  in  that  country.  Mere  passage 
of  title,  however,  is  not  intended  to  be  determinative  of  t he  location 
of  the  purchase  or  sale  for  this  purpose. 

Where  the  foreign  base  company  gross  income  (before  deduction  for 
any  reinvestment)  is  less  than  20  percent  of  the  gross  income  it  is  not 
taken  into  account  in  computing  subpart  F  income.  On  the  other 
hand,  where  it  exceeds  80  percent  of  the  gross  income  of  a  corporation, 
the  entire  gross  income  (less  deductions)  is  to  be  classified  as  foreign 
base  company  income.  Where  this  income  is  from  20  percent  to  80 
percent  of  the  company’s  gross  income,  only  the  foreign  base  company 
income  is  taken  into  account.  These  rules  are  similar  to  those  set 
forth  in  an  earlier  provision  (sec.  7)  of  this  bill  with  respect  to  foreign 
personal  holding  company  income.  Thus,  where  this  foreign  base 
company  income  is  relatively  minor,  the  shareholders  will  not  be 
taxed  on  any  of  it;  where  it  is  a  major  factor,  they  are  to  be  taxed  on 
the  entire  income  of  the  corporation.  Otherwise  only  the  foreign 
base  company  income  is  taken  into  account. 

The  net  foreign  base  company  income  which  may  constitute  subpart 
F  income  is  the  foreign  base  company  less  investment  in  qualified 
property  in  less  developed  countries.  The  qualified  investments 
income  are  investments  in  stock  in  a  controlled  corporation  in  a  less 
developed  country  or  any  investments  which  are  required  because  of 
restrictions  imposed  by  a  less  developed  country  (including  invest¬ 
ments  previously  so  required  which  would  result  in  a  substantial  loss 
if  now  withdrawn).  These  are  two  of  the  categories  in  which  rein¬ 
vestment  is  permitted  in  the  case  of  the  next  category  of  income 
described  below,  and  are  discussed  in  greater  detail  at  that  point.  In 
determining  these  reinvestments  taken  into  account  it  is  only  the 
increases  over  the  investments  held  at  the  end  of  the  preceding  year 
which  are  taken  into  account. 

5.  Earnings  invested  in  nonqualified  property. — The  categories  of 
income  referred  to  up  to  this  point  are  the  components  of  the  “sub¬ 
part  F  income.”  As  previously  indicated,  these  are  taxed  to  the  share¬ 
holders  in  all  cases.  In  addition,  however,  the  increase  in  earnings 
invested  in  nonqualified  property  may  also  be  taxed  to  the  share¬ 
holders.  However,  this  income  is  taxed  to  the  shareholders  only  to 
the  extent  it  exceeds  any  balance  of  subpart  F  income  remaining  (not 
only  for  the  current  year  but  also  for  prior  years)  which  has  not 
previously  been  offset  by  earnings  invested  in  nonqualified  property. 
In  this  manner  it  is  possible  to  prevent  the  same  amount  from  being 
attributed  to  the  shareholder  for  tax  purposes  more  than  once.  The 
rule  provided  here  in  effect  assumes  that  any  increases  in  investments 
in  nonqualified  property  are  made  first  out  of  this  subpart  F  income 
already  taxed  to  the  shareholders. 

Since  the  concept  here  is  merely  to  tax  to  the  U.S.  shareholders  the 
earnings  and  profits  of  the  corporation  since  the  end  of  1962,  the  in  ¬ 
vestments  in  nonqualified  property  taken  into  account  are  only  those 
which  are  in  excess  of  earnings  and  profits  accumulated  in  taxable 
years  beginning  after  December  31,  1962.  With  respect  to  any  year, 
therefore,  the  increase  in  nonqualified  property  is  the  excess  of  property 
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of  this  type  at  the  end  of  the  current  taxable  year  over  property  of 
this  type  as  of  the  end  of  the  prior  taxable  year.1 

Since  it  is  not  intended  that  this  provision  in  any  sense  be  retro¬ 
active,  only  nonqualified  property  acquired  after  December  31,  1962, 
is  taken  into  account.  This  means  that  a  record  will  have  to  be 
maintained  of  nonqualified  property  as  of  December  31,  1962,  in  order 
to  keep  these  amounts  of  nonqualified  investments,  previously  made, 
from  resulting  in  a  tax  in  subsequent  years. 

Your  committee  in  determining  what  constitutes  qualified  property 
concluded  that  for  competitive  reasons  the  foreign  corporation 
should  be  able  to  expand  its  investments  in  the  same  trade  or  business 
(or  substantially  the  same  trade  or  business)  wherever  it  was  located. 
Thus,  money  or  other  property  located  outside  of  the  United  States 
which  is  ordinary  and  necessary  to  the  active  conduct  of  a  qualified 
trade  or  business  of  the  controlled  corporation  is  considered  qualified 
property.  In  order  to  prevent  foreign  corporations  from  starting 
relatively  small  trades  or  businesses  (incurring  relatively  small  penal¬ 
ties  in  denial  of  deferment)  and  then  permitting  additions  in  later 
years  to  these  investments  to  qualify  as  investments  in  the  corpora¬ 
tion’s  “trade  or  business,”  the  bill  provides  a  5-year  “seasoning” 
rule.  Thus,  only  where  the  corporation  has  engaged  in  a  trade  or 
business  for  the  past  5  years  with  additional  investments  in  it  qualify 
as  in  the  “corporation’s  trade  or  business.”  However,  any  trade  or 
business  in  which  the  foreign  corporation  was  engaged  in  on  December 
31,  1962,  will  also  qualify  without  regard  to  the  5-year  rule.  In  addi¬ 
tion,  any  active  trade  or  business  carried  on  directly  by  the  foreign 
corporation  in  a  less  developed  country  will  qualify  for  investments  of 
earnings.  Investments  in  an  80-percent-owned  subsidiary  qualify  in 
the  same  way  as  investments  in  the  foreign  corporation’s  own  trade 
or  business,  if  the  stock  was  owned  continuously  since  December  31, 
1962,  or  has  been  held  for  the  5  years  preceding  the  taxable  year  in 
question. 

In  addition  to  investments  in  a  controlled  foreign  corporation’s 
own  trade  or  business,  qualified  property  also  includes  stock  acqui¬ 
sitions  in  a  subsidiary  where  the  corporation  and  no  more  than  four 
other  U.S.  persons  own  directly  or  indirectly  more  than  50  percent  of 
the  voting  stock  of  the  corporation  and  the  investing  corporation  owns 
at  least  10  percent.  However,  this  type  of  investment  will  qualify 
only  if  the  subsidiary  is  engaged  in  the  active  conduct  of  a  trade  or 
business  almost  wholly  within  a  less  developed  country  or  countries 
and  is  organized  under  the  laws  of  such  a  country.  It  was  recognized, 
however,  that  in  some  cases  the  50-percent  test  referred  to  above  may 
be  impossible  to  meet  because  the  laws  of  the  country  involved  do  not 
permit  foreigners  to  own  so  high  a  percentage  of  the  voting  stock  of 
certain  types,  or  all  types,  of  local  corporations.  Where  there  are 
such  laws  the  maximum  ownership  required,  in  lieu  of  the  50  percent, 
is  to  be  whatever  lower  maximum  is  permitted  by  the  laws  of  the 
specific  foreign  country  involved. 

Generally,  property  of  the  controlled  foreign  corporation  cannot 
be  located  within  the  United  States  and  still  be  qualified  property. 

1  Since  actual  dividend  distributions  are  treated  as  made  first  out  of  amounts  taxed  to  shareholders  as 
Increases  in  earnings  invested  in  nonqualified  property,  to  the  extent  that  actual  distributions  are  treated 
as  made  out  of  this  nonqualified  property  balance  it  is  necessary  to  reduce  the  balance  of  nonqualified 
property  as  of  the  close  of  the  prior  year  by  the  amount  which  now  has  been  actually  distributed.  If  this 
were  not  done  it  would  be  possible  to  retain  the  nonqualified  investments  in  the  corporation  and  make 
actual  distributions  out  of  other  property  to  the  shareholders  which  would  not  be  taxable  to  them. 
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Certain  exceptions,  however,  are  made  but  these  apply  only  where  the 
property  located  within  the  United  States  is  ordinary  and  necessary 
to  the  active  conduct  of  the  foreign  corporation’s  business  or  substan¬ 
tially  the  same  trade  or  business,  and  then  only  if  the  property  rep¬ 
resents — - 

(1)  investments  in  IT.S.  bonds,  money,  or  bank  accounts, 

(2)  property  purchased  in  the  United  States  for  export  to,  or 
use  in,  a  foreign  country,  or 

(3)  loans  arising  in  connection  with  the  sale  of  property  where 
the  amount  of  the  loan  outstanding  does  not  exceed  the  amount 
which  would  be  ordinary  and  necessary  in  the  trade  or  business 
of  both  the  lending  and  borrowing  corporation  had  the  sale  been 
between  unrelated  persons. 

Generally,  bringing  earnings  back  to  the  United  States  is  disallowed 
unless  the  shareholders  have  paid  tax  on  these  earnings.  The  excep¬ 
tions  noted  above,  however,  are  believed  to  be  normal  commercial 
transactions  without  any  intention  to  permit  the  funds  to  remain  in 
the  United  States  indefinitely. 

6.  Less  developed  countries. — For  both  the  foreign  base  company 
income  provision  in  the  subpart  F  income  and  also  for  purposes  of 
the  increase  in  earnings  taxed  to  the  shareholders  in  the  case  of 
investments  in  nonqualified  property,  investments  are  allowed  as 
offsets  if  they  are  made  in  “less  developed  countries.”  Less  developed 
countries  under  the  bill  are  defined  as  foreign  countries  (other  than 
areas  within  the  Sino-Soviet  bloc)  or  possessions  of  the  United  States 
where  the  President  of  the  United  States  has  designated  such  a 
country  or  possession  as  economically  less  developed.1 2  However,  the 
following  countries  are  in  no  event  to  be  considered  as  less  developed 
countries: 


Australia 

Austria 

Belgium 

Canada 

Denmark 

France 

Germany  (Federal  Republic) 

Hong  Kong 

Italy 

Japan 

Liechtenstein 


Luxembourg 
Monaco 
Netherlands 
New  Zealand 
Norway 

Union  of  South  Africa 
San  Marino 
Sweden 
Switzerland 
United  Kingdom 


7.  Foreign  tax  credit. — U.S.  shareholders  who  are  taxed  on  subpart 
F  income,  or  on  the  increase  of  earnings  invested  in  nonqualified 
property,  can  obtain  a  foreign  tax  credit  for  foreign  income,  etc.,  taxes 
paid  by  the  foreign  corporation,  if  the  shareholder  is  a  person  to 
whom  such  a  foreign  credit  would  be  allowed  in  the  case  of  an  actual 
distribution.  That  means  that  foreign  tax  credits  will  be  allowed 
where  the  shareholder  is  a  domestic  corporation  holding  the  stock  of  a 
foreign  corporation  and  it  has  at  least  a  10-percent  voting  stock 
interest.  Similarly,  where  a  domestic  corporation  has  at  least  a  10- 
percent  interest  in  a  foreign  corporation  which  in  turn  has  at  least  a  50- 
percent  voting  stock  interest  in  a  subsidiary,  then  a  foreign  tax  credit 


1  Overseas  territories,  departments,  provinces  or  possessions  for  this  purpose  may  be  treated  as  separate 

countries.  Thus,  even  though  the  “home”  country  may  be  classified  as  developed,  the  oversea  area  may 
be.  considered  less  developed. 
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will  be  allowed  the.  U.S.  shareholder  with  respect  to  the  earnings  of  this 
subsidiary  when  undistributed  earnings  of  the  subsidiary  are  taxed  to 
th'e  U.S.  corporate  shareholder.  Taxes  so  allowed  as  credits  will  not 
again  be  allowed  as  credits  when  actual  distributions  are  made. 

Where  the  foreign  country  imposes  a  tax  directly  on  dividend 
distributions,  such  a  tax  would  not,  of  course,  initially  be  taken  into 
account  when  the  shareholder  at  an  earlier  date  was  taxed  on  un¬ 
distributed  earnings  of  a  controlled  foreign  corporation.  These 
taxes  on  actual  dividend  payments,  however,  will  be  allowed  as  credits 
in  the  year  in  which  the  actual  dividends  are  paid,  even  though  these 
dividends  are  not  taxable  to  the  domestic  corporation  receiving  them 
because  of  an  earlier  inclusion  by  it  of  these  amounts  in  its  income. 
Adjustments  are  made  in  the  overall  and  per  country  limitations  to 
keep  these  limitations  from  reducing  the  creditable  taxes  in  such 
cases  below  what  could  be  credited  if  the  income  taxed  and  taxes 
attributable  to  this  income  had  been  taken  into  account  in  the  same 
year.  Moreover,  if  the  taxpayer  has  insufficient  income  against 
which  to  offset  such  credits  in  the  year  of  the  actual  distribution,  then 
refunds  are  allowed. 

8.  Adjustments  to  basis  of  stock. — It  is  necessary  where  amounts  not 
actually  distributed  to  the  taxpayer  are  nevertheless  taxed  to  him, 
to  increase  his  basis  for  the  stock  in  the  controlled  corporation  by  the 
amount  so  taxed  to  him.  However,  if  subsequently  actual  distribu¬ 
tions  are  made  which  do  not  result  in  any  tax  to  the  shareholder 
because  of  the  prior  tax  payment  by  him,  then  the  basis  of  the  stock 
needs  to  again  be  reduced.  The  bill  makes  provision  for  these 
adjustments. 

9.  Effective  date.- — This  provision  applies  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to  taxable 
years  of  U.S.  persons  ending  within  or  with  these  taxable  years  of  the 
foreign  corporations. 

XV.  GAIN  FROM  DISPOSITION  OF  DEPRECIABLE  PERSONAL 

PROPERTY 

(Sec.  14  of  bill  and  secs.  1245,  167(f),  170(e)  and  453(d)  of  code) 
A.  Reasons  for  provision 

Under  present  law,  in  the  case  of  depreciable  property  the  tax¬ 
payer  may  write  off  the  cost  or  other  basis  of  the  property  over  the 
period  of  the  useful  life  of  the  asset  in  his  hands.  This  cost  or  other 
basis  can  be  written  off  evenly  (or  in  a  “straight  line”  over  the  asset’s 
life),  under  the  declining  balance  method,  under  the  sum-of-the-year’s 
digits  method,  or  under  any  other  consistent  method  which  does  not 
during  the  first  two-thirds  of  the  useful  life  of  the  property  exceed  the 
allowances  which  would  have  been  allowed  under  the  declining  balance 
method.  This  depreciation  deduction  is  a  deduction  against  ordinary 
income.  If  either  the  useful  life  of  the  asset  is  too  short,  or  the 
particular  method  of  depreciation  allows  too  much  depreciation  in 
the  early  years,  the  decline  in  value  of  the  asset  resulting  from  these 
depreciation  deductions  may  exceed  the  actual  decline  of  the  value 
of  the  asset.  Wherever  the  depreciation  deductions  reduce  the  basis 
of  the  property  faster  than  the  actual  decline  in  its  value,  then  when 
it  is  sold  there  will  be  a  gain.  Under  present  law  this  gain  is  taxed 
as  a  capital  gain,  even  though  the  depreciation  deductions  reduced 
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ordinary  income.  The  taxpayer  who  has  taken  excessive  depreciation 
deductions  and  then  sells  an  asset,  therefore,  has  in  effect  converted 
ordinary  income  into  a  capital  gain. 

The  President  stated  that  our  capital  gains  concept  should  not 
encompass  this  kind  of  income.  He  indicated  that  this  inequity 
should  be  eliminated,  especially  in  view  of  the  proposed  investment 
credit  for  newly  acquired  property^.  He  states  that  we  should  not 
encourage  the  further  acquisition  of  such  property  through  tax  in¬ 
centives  as  long  as  this  loophole  remains.  It  is  also  desirable  to 
amend  the  law  to  remove  the  tax  advantage  related  to  depreciation 
deductions  in  order  to  make  it  feasible  for  the  Treasury  to  adopt 
more  liberal  rules  with  respect  to  the  estimated  useful  life  of  de¬ 
preciable  assets. 

Your  committee  in  general  is  in  accord  with  the  President’s  point 
of  view  although  it  has  made  a  number  of  modifications  in  the  proposal 
lie  presented.  Your  committee’s  bill,  as  recommended,  in  general 
treats  as  ordinary  income  any  gain  on  the  sale  or  other  disposition  of 
certain  depreciable  property  to  the  extent  of  the  depreciation  deduc¬ 
tions  taken.  Under  your  committee’s  provision,  however,  this  treat¬ 
ment  will  apply  to  property  subject  to  the  allowance  for  depreciation 
which  is  either  (1)  personal  property  or  (2)  certain  other  tangible 
property  which  does  not  include  a  building  or  its  structural  compo¬ 
nents.  Your  committee  decided  not  to  apply  this  treatment  to 
buildings  or  structural  components  of  buildings  at  this  time  because 
testimony  before  your  committee  indicated  that  this  treatment  presents 
problems  where  there  is  an  appreciable  rise  in  the  value  of  real  prop¬ 
erty  attributable  to  a  rise  in  the  general  price  level  over  a  long  period. 

Your  committee  also  decided  that  this  provision  should  have  a 
clearly  prospective  application  and,  therefore,  the  only  gain  which  is 
to  be  treated  as  ordinary  income  is  depreciation  occurring  in  1962  and 
subsequent  years. 

Also,  because  of  the  assurance  this  provision  provides  of  recapturing 
excessive  deductions  as  ordinary  income,  your  committee  has  found  it 
possible  to  be  more  lenient  in  determining  salvage  value  for  deprecia¬ 
tion  purposes.  Under  your  committee’s  provision,  in  determining 
depreciation  the  salvage  value  of  an  asset  may  be  reduced  by  up  to  10 
percent  of  its  cost  or  other  basis,  and  if  this  value  is  less  than  10  percent 
of  basis  (at  the  time  it  is  determined),  it  may  be  disregarded  alto¬ 
gether.  In  addition,  for  a  period  of  time  after  the  new  ordinary  in¬ 
come  treatment  becomes  applicable,  taxpayers  will  have  a  new  election 
to  change  their  method  of  depreciation  with  respect  to  personal 
property  from  any  declining  balance  or  sum  of  the  years  digits  method 
to  the  straight-line  method.  This  will  enable  them  to  elect  a  more 
conservative  method  of  depreciation  if  they  wish  to  escape  the  possi¬ 
bility  of  ordinary  income  upon  the  sale  of  the  assets,  because  of  ex¬ 
cessive  depreciation  deductions. 

The  above  description  has  been  in  terms  of  the  sale  or  exchange 
of  a  depreciable  asset.  There  are,  of  course,  other  methods  of  dis¬ 
posing  of  an  asset  which  also  must  be  dealt  with  in  this  provision.  In 
the  case  of  a  gift  or  a  transfer  at  death  no  gain  is  recognized  at  the 
time  of  the  disposition  of  the  asset.  In  the  case  of  a  gift,  however,  the 
ordinary  income  potential  of  the  depreciation  deductions  carries  over 
into  the  hands  of  the  donee.  In  the  case  of  gifts  to  charity,  although 
no  ordinary  income  is  recognized  at  the  time  of  the  gift,  the  charitable 
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contribution  is  reduced  by  the  amount  which  would  be  recognized  as 
ordinary  income  if  the  property  were  sold.  Generally,  in  other  cases 
any  gain  which  under  present  law  would  be  recognized  at  the  time  of 
the  disposition  of  an  asset  will  be  treated  as  ordinary  income  to  the 
extent  of  any  depreciation  deductions  taken.  In  certain  cases,  how¬ 
ever,  in  order  to  prevent  tax  avoidance  it  has  also  been  found  nec¬ 
essary  to  realize  ordinary  income  on  the  disposition  of  an  asset  even 
though  gain  might  not  otherwise  be  recognized.  This  is  true  in  cer¬ 
tain  cases  where  a  distribution  is  made  by  a  corporation  or  partner¬ 
ship.  These  and  other  provisions  where  ordinary  income  may  be 
recognized  are  described  in  the  general  explanation  below. 

B.  General  explanation  of  provision 

1.  General  rule. — The  general  rule  (in  sec.  1245)  provides  that  ordi¬ 
nary  income  is  to  be  recognized  in  the  case  of  sales  or  exchanges  to  the 
extent  the  so-called  recomputed  basis,  or  amount  realized  in  the  sale 
or  exchange,  whichever  is  lesser,  exceeds  the  basis  of  the  property  in 
the  hands  of  the  person  making  the  sale  or  exchange.  “Recomputed 
basis”  is  defined  generally  as  equaling  the  adjusted  basis  plus  the 
depreciation  deductions  previously  taken.  The  excess  of  the  amount 
realized  over  the  adjusted  basis  is,  of  course,  the  amount  presently 
recognized  as  capital  gain.  Since  the  rule  requires  that  the  smaller 
of  these  two  amounts  be  treated  as  ordinal-}7  income,  this  in  effect 
means  that  the  ordinary  income  in  the  usual  case  is  to  be  the  gain 
realized  or  the  sum  of  the  depreciation  deductions  taken,  which¬ 
ever  is  the  smaller.  Where  there  is  a  disposition  of  an  asset  without 
a  sale  or  exchange,  gain  is  determined  by  reference  to  the  fair  market 
value  of  the  asset. 

Since  this  provision  is  to  have  prospective  application  only,  in  com¬ 
puting  depreciation  for  this  purpose  only  depreciation  deductions 
occurring  in  taxable  years  beginning  after  December  31,  1961,  are  to 
be  taken  into  account.  Depreciation  deductions  for  this  purpose 
include  not  only  regular  depreciation  deductions  but  also  the  special 
initial  allowance  deduction  and  any  deduction  for  the  amortization  of 
emergency  facilities.  The  depreciation  deductions  taken  into  account 
are  not  limited  to  those  taken  by  the  taxpayer,  but  also  include  deduc¬ 
tions  taken  by  others  from  whom  the  taxpayer  acquired  the  property, 
if  the  basis  of  the  property  was  carried  over  from  the  person  from 
whom  the  taxpayer  acquired  it.  This  would  not  be  true,  where  the 
taxpayer  acquired  the  property  from  another  by  reason  of  the  latter’s 
death,  since  in  this  case  the  property  receives  a  new  basis  at  death. 
The  general  rule  is  that  the  depreciation  deduction  taken  into  account 
for  each  year  is  the  amount  allowed  or  allowable  whichever  is  greater. 
However,  a  special  rule  provides  that  the  depreciation  deductions 
taken  into  account  as  to  any  year  will  be  the  amount  “allowed”  rather 
than  the  amount  “allowable”  if  the  former  is  smaller  and  the  taxpayer 
can  establish  what  the  amount  was. 

The  type  of  property  receiving  the  ordinary  income  treatment  de¬ 
scribed  above  is  (1)  personal  property  (other  than  livestock)  and 
(2)  other  property  which  is  tangible,  not  including  a  building  or  its 
structural  components,  which  is  an  integral  part  of  certain  specified 
business  activities  or  which  constitutes  research  or  storage  facilities 
used  in  connection  with  these  activities.  The  activities  specified  are 
manufacturing,  production,  or  extraction,  or  of  furnishing  transporta- 


REVENUE  ACT  OF  196  2 


69 


tion,  communications,  electrical  energ3r,  gas,  water,  or  sewage  disposal 
services.  The  exclusion  for  “livestock”  means  all  types  of  livestock 
except  poultry. 

The  ordinary  income  treatment  provided  by  this  section  will  be 
applied  upon  the  sale  of  all  property  the  acquisition  of  which  could 
have  resulted  in  an  investment  credit  (sec.  38  of  the  code  as  added  by 
this  bill).  However,  the  ordinary  income  treatment  may  also  apply 
to  the  disposition  of  property  even  though  the  acquisition  of  this 
specific  property  did  not  result  in  an  investment  credit.  For  ex¬ 
ample,  no  investment  credit  may  have  been  allowed  upon  the  acquisi¬ 
tion  of  the  property  because  its  expected  useful  life  was  less  than  4 
years,  it  was  to  be  used  outside  of  the  United  States,  it  was  to  be  used 
by  tax-exempt  organizations  or  governmental  units,  it  was  not  new 
when  acquired  (and  was  over  the  $50,000  limit),  etc. 

2.  Exceptions. — Except  as  specifically  provided  in  the  bill,  the 
ordinary  income  treatment  applies  any  time  property  is  disposed  of. 
The  bill,  however,  provides  six  general  categories  of  exceptions  to  this 
rule.  The  first  exception  is  for  gifts.  As  pointed  out  above,  however, 
these  deductions  must  be  taken  into  account  by  the  donee,  and  may 
result  in  ordinary  income  to  him,  if  he  sells  the  property.  In  the  case 
of  depreciable  property  which  is  given  to  a  charitable  organization, 
although  no  income  is  realized  by  the  donor  at  the  time  of  the  gift, 
the  amount  of  the  charitable  contribution  deduction  he  may  receive 
is  reduced  by  the  amount  which  would  have  been  treated  as  ordinary 
income  had  the  property  been  sold  at  its  fair  market  value  (an  amend¬ 
ment  adding  a  new  sec.  170(e)). 

A  second  exception  to  the  realization  of  ordinary  income  upon  the 
disposition  of  depreciable  personal  property  is  provided  in  the  case 
of  transfers  at  death  (except  where  the  sale  has  occurred  before  death 
and  the  income  is  treated  as  income  in  respect  to  a  decedent  under 
sec.  691).  In  this  case,  however,  there  is  not  a  carryover  of  the 
income  potential  in  the  depreciation  deductions  to  the  decedent’s 
legatee  or  heir. 

A  third  category  of  exceptions  to  the  realization  of  ordinary  income 
is  provided  in  the  case  of  a  series  of  transactions  which  generally  are 
tax  free  and  in  which  the  basis  is  carried  over.  However,  in  these 
transactions  where  there  is  any  gain  recognized,  because  the  exchange 
is  accompanied  by  “boot”  (i.e.,  money  or  its  equivalent)  then  to  the 
extent  of  this  gain,  ordinary  income  may  be  realized  (unless  the  de¬ 
preciation  deductions  are  smaller).  The  tax-free  transactions  referred 
to  relate  to  those  occurring  upon  the  complete  liquidation  of  a  sub¬ 
sidiary  (sec.  332)  ;  in  the  case  of  a  transfer  for  stock  or  securities  to  a 
corporation  controlled  by  the  transferor  (sec.  351);  in  the  case  of  a 
transfer  by  a  corporation  which  is  a  party  to  a  reorganization  of  prop¬ 
erty  in  pursuance  of  a  plan  of  a  reorganization  solely  for  stock  or 
securities  in  another  corporation  also  a  party  to  the  reorganization 
(sec.  361);  and  in  the  case  of  reorganizations  in  certain  receivership 
and  bankruptcy  proceedings  (sec.  371(a)  and  sec.  374).  Also  included 
in  the  same  category  are  contributions  of  property  to  a  partnership  in 
exchange  for  an  interest  in  the  partnership,  and  distributions  by  a 
partnership  in  partial  or  complete  liquidation  of  an  interest  (but  in 
this  respect  see  the  special  partnership  treatment  described  below). 
Despite  the  above  rule  there  would  be  a  recognition  of  ordinary  in¬ 
come  where  there  is  a  contribution  of  depreciable  property  to  a  tax- 
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exempt  organization  (other  than  a  tax-exempt  farm  cooperative)  in 
exchange  for  stock  or  securities  in  the  exempt  organization.  Recogni¬ 
tion  of  ordinary  income  in  this  case  is  provided  because  a  disposition 
of  die  property  by  the  exempt  organization  would  not  ordinarily 
give  rise  to  the  realization  of  ordinary  income  with  respect  to  the  de¬ 
preciation  deductions. 

Another  exception  is  provided  in  the  case  of  so-called  like  kind 
exchanges  of  property  used  for  production  or  investment,  and  for 
involuntary  conversions.  In  exchanges  of  these  types,  the  ordinary 
income  realized  is  limited  to  any  gain  recognized,  plus  the  fair  market 
value  of  property  acquired  in  exchange  for  depreciable  property  where 
the  latter  is  exchanged  for  nondepreciable  property  or  other  non¬ 
qualifying  property.  The  realization  of  ordinary  income  (to  the  extent 
of  the  depreciation  deductions)  is  necessary  in  such  cases  since  in  the 
case  of  property,  other  than  depreciable  personal  property,  there  is 
no  opportunity  for  subsequent  recovery  of  the  ordinary  income 
element.  A  similar  exception  is  provided  in  the  case  of  the  exchange 
or  sale  of  property  in  obedience  to  Federal  Communications  Com¬ 
mission  orders  or  orders  of  the  Securities  and  Exchange  Commission 
(secs.  1071  and  1081).  In  these  cases  also,  the  ordinary  income  real¬ 
ized  is  limited  to  the  gain  recognized,  plus  any  unrecovered  deprecia¬ 
tion  charges  with  respect  to  exchanges  of  depreciable  personal  property 
for  other  types  of  property. 

Special  rules  are  also  provided  in  the  case  of  distributions  of  de¬ 
preciable  personal  property  by  a  partnership  to  a  partner.  A  dis¬ 
tribution  of  depreciable  personal  property  by  a  partnership  to  a 
partner  to  the  extent  that  the  distribution  accounts  for  the  partner’s 
share  of  gain  attributable  to  this  property  is  not  to  result  in  ordinary 
income  to  the  distributee  partner  at  the  time  of  the  distribution. 
However,  the  ordinary  income  potential  of  depreciation  deductions 
taken  by  the  partnership  (or  by  any  earlier  transferee  from  whom  the 
partnership  acquired  property  without  realization  of  gain)  will  be 
carried  over  to  the  distributee  partner.  When  he  disposes  of  this 
property,  the  ordinary  income  potential  of  these  partnership  (or  pre¬ 
partnership)  depreciation  deductions  will  be  taken  into  account  in  a 
manner  substantially  the  same  as  that  applying  where  the  taxpayer 
himself  took  the  depreciation  deductions.  The  property  distributed 
is  given  a  “recomputed  basis”  to  the  partner  equal  to  the  basis  of  the 
property  in  the  hands  of  the  partner  plus  any  ordinary  income  gain  on 
which  the  partnership  would  have  been  taxed  had  the  property  been 
sold  by  it  (at  its  fair  market  value)  immediately  before  the  distribution. 

The  rule  described  above  applies  only  to 'the  extent  a  partner  is 
considered  as  receiving  his  share  of  the  property  representing  ordinary 
income  gain.  An  amendment  made  elsewhere  to  the  code  (sec.  751  (c)) 
provides  that  in  other  cases  the  ordinary  income  element  in  depreciable 
property  is  to  be  considered  as  a  “unrealized  receivable.”  Thus  to 
the  extent  of  depreciation  deductions  taken  (or  potential  gain  if 
smaller)  ordinary  income  will  be  realized  in  the  case  of  the  sale  of  a 
partnership  interest,  in  the  case  of  a  distribution  to  a  retiring  or 
deceased  partner,  and  in  the  case  of  distributions  to  a  partner  where  he 
receives  either  more  or  less  than  his  proportionate  share  of  property 
reflecting  this  type  of  gain. 

3.  Dispositions  resulting  in  ordinary  income  where  no  gain  is  presently 
recognized. — In  a  series  of  situations  your  committee  found  it  necessary 
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to  recognize  ordinary  income  even  though  capital  gain  in  such  situa¬ 
tions  is  not  recognized  under  existing  law.  This  was  done  primarily 
in  those  cases  where  the  transferee  receives  another  basis  for  the 
property  than  that  of  the  transferor.  This  treatment  is  provided  in 
three  types  of  cases  where  a  distribution  is  made  by  a  corporation 
without  the  payment  of  a  tax  at  the  corporate  level  on  unrealized 
appreciation  in  value:  namely,  where  the  property  is  distributed  as 
a  dividend  (under  sec.  311),  where  the  property  is  distributed  in  a 
partial  or  complete  liquidation  by  a  corporation  (sec.  336),  and 
where  in  a  plan  of  complete  liquidation  a  corporation  sells  the  de¬ 
preciable  personal  property  and  perhaps  other  assets  and  within  a 
12-month  period  completes  the  liquidation  of  the  corporation  (sec. 
337).  Similarly,  if  the  property  is  first  sold  by  a  corporation  for 
installment  notes  and  the  gain  which  would  be  realized  on  such 
sale  is  delayed  because  of  the  installment  method  of  reporting,  a 
distribution  of  these  notes  to  the  shareholders  in  a  liquidation  under 
section  337  (12  months’  liquidation)  results  in  the  recognition  of 
the  same  amount  of  ordinary  income  to  the  corporation  as  would 
have  been  realized  on  a  cash  sale  of  such  notes.  The  same  rule  is 
applied  whenever  similar  installment  notes  are  distributed  by  a 
corporation  in  a  liquidation  in  which  the  basis  of  the  property  to  the 
receiving  shareholder  is  determined  under  section  334(b)(2)  (purchase 
of  80  percent  of  the  stock  of  one  corporation  by  another  followed  by 
the  immediate  liquidation  of  the  corporation  acquired).  The  other 
situations  where  ordinary  income  may  be  realized  under  this  provision, 
although  capital  gain  would  not  otherwise  occur,  include  the  case 
where  a  distribution  is  made  by  a  partnership  and  the  partner  gives 
up,  or  acquires,  more  than  his  proportionate  share  of  this  property. 
Other  cases  involve  the  provisions  relating  to  the  exchange  of  “like 
kind”  property,  involuntary  conversions,  sales  or  exchanges  to  effectu¬ 
ate  FCC  policy,  and  exchanges  in  obedience  to  orders  of  the  FEC. 
In  all  of  these  cases  where  the  property  received  in  exchange  for  de¬ 
preciable  personal  property  is  not  itself  depreciable  personal  property, 
then  gain  is  recognized. 

I .  Salvage  value. — -The  bill  also  amends  the  code  (a  new  subsec.  (f) 
in  sec.  167)  to  provide  that  in  computing  the  basis  on  which  deprecia¬ 
tion  may  be  taken  for  personal  property,  salvage  value  may  be  ignored 
to  the  extent  of  an  amount  equal  to  10  percent  of  the  cost  or  other 
basis  for  the  property.  Thus,  if  the  expected  salvage  value  equals 
8  percent  of  the  basis  of  the  property,  the  entire  basis  may  be  written 
off  in  depreciation  charges  by  the  taxpayer.  If  the  expected  salvage 
value  is  12  percent,  all  but  2  percent  of  the  basis  of  the  property  can 
be  taken  into  account  in  computing  depreciation  charges.  The  pro¬ 
vision  applies  to  depreciable  personal  property  (other  than  livestock) 
with  a  useful  life  of  3  years  or  more  acquired  after  the  date  of  en¬ 
actment. 

5.  Change  in  method  of  depreciation. — Your  committee  recognized 
that  some  taxpayers  who  have  been  following  liberal  depreciation 
policies  may  desire  to  follow  more  conservative  policies  in  order  to 
avoid  the  possibility  ordinary  income  treatment  at  time  of  sale  as 
provided  by  the  bill.  Therefore,  the  bill  provides  that  a  taxpayer 
may  elect  to  change  his  method  of  depreciation  with  respect  to  de¬ 
preciable  personal  property  from  any  declining  balance  or  sum  of  the 
years  digit  method  to  the  straight-line  method.  The  right  to  make 
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this  election  will  be  available  for  a  period  to  be  specified  by  the 
Secretary  of  the  Treasury,  after  the  regulations  on  this  provision  have 
been  issued. 

6.  Effective  date. — This  provision  is  to  apply  with  respect  to  tax¬ 
able  years  beginning  after  December  31,  1961,  and  ending  after  the 
date  of  enactment  of  this  bill. 

XVI.  FOREIGN  INVESTMENT  COMPANIES 

(Sec.  15  of  the  bill  and  secs.  1246  and  1247  of  code) 

A.  Reasons  jor  provision 

For  the  small  investor  who  desires  to  diversify  his  shareholdings 
through  the  use  of  domestic  mutual  funds,  or  regulated  investment 
companies,  present  law  provides  that  if  a  series  of  conditions  are 
met,  including  the  distribution  of  at  least  90  percent  of  the  earnings 
of  the  regulated  investment  company  no  tax  is  imposed  on  the  in¬ 
vestment  company  to  the  extent  it  distributes  its  earnings.  Thus, 
if  a  domestic  company  distributes  its  income  currently,  present  law 
provides  for  the  imposition  of  a  single,  rather  than  a  double,  tax,  and 
that  one  is  imposed  on  the  investor  rather  than  the  company. 

Increasingly  in  recent  years,  however,  some  taxpayers  have  sought 
to  avoid  this  tax  by  investing  in  foreign  investment  companies 
rather  than  domestic  companies.  Under  present  law  a  foreign  in¬ 
vestment  company  usually  pays  no  U.S.  income  tax,  since  U.S.  tax  is 
imposed  only  on  income  derived  from  sources  within  the  United  States 
and  such  companies  generally  have  no  U.S.  securities  and,  therefore, 
have  no  income  from  U.S.  sources.  The  U.S.  shareholders  of  one  of 
these  investment  companies  are  likely  to  pay  a  U.S.  tax  with  respect 
to  such  investments  only  when  they  sell  the  stock  and  then,  of  course, 
this  gain  is  taxed  as  a  capital  gain  rather  than  ordinary  income.  The 
U.S.  shareholder  would,  of  course,  pay  tax  on  any  dividend  income 
received  from  such  a  company,  but  most  of  these  companies  follow 
the  announced  policy  of  reinvesting  all  of  their  income  in  stocks  or 
bonds  in  order  to  prevent  the  imposition  of  any  such  dividend  tax 
by  the  United  States. 

The  tax  avoidance  occurring  in  the  case  of  these  foreign  investment 
companies  is  a  matter  with  which  your  committee  has  been  concerned 
for  many  years.  For  example,  in  November  of  1956,  in  one  of  your 
committee’s  press  releases,  the  tax  treatment  of  these  foreign  invest¬ 
ment  companies  was  listed  as  a  tax  avoidance  scheme  needing  atten¬ 
tion.  Since  that  time  the  seriousness  of  this  problem  has  increased 
substantially.  This  also  is  a  problem  referred  to  by  the  President  in 
his  tax  message  last  year.  At  that  time  the  President  stated : 

For  some  years  now  we  have  witnessed  substantial  out¬ 
flows  of  capital  from  the  United  States  into  investment 
companies  created  abroad  whose  principal  justification  lies 
in  the  tax  benefits  which  their  method  of  operation  produces. 

1  recommend  that  these  tax  benefits  be  removed  and  that 
income  derived  through  such  foreign  investment  companies 
be  treated  in  substantially  the  same  way  as  income  from 
domestic  investment  companies. 

It  was  proposed  by  the  administration  that  the  preferential  treat¬ 
ment  for  investments  in  these  foreign  investment  companies  be 
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eliminated  by  requiring  U.S.  shareholders  in  such  companies  to  pay 
tax  currently  on  their  share  of  the  income  derived  from  the  foreign 
investment  company.  The  provisions  included  by  your  committee 
in  this  bill  achieve  much  the  same  result  but  without  attempting  to 
look  through  the  foreign  corporation  to  the  American  shareholders. 

Your  committee’s  bill  in  general  terms  provides  that  American 
shareholders  in  these  foreign  investment  companies,  when  they  sell 
or  redeem  their  stock,  are  to  be  taxed  at  ordinary  income  rates  on 
their  share  of  any  earnings  and  profits  accumulated  in  the  foreign 
investment  company  since  December  31,  1962,  or  since  the  date  they 
acquired  the  stock,  whichever  occurred  more  recently.  However, 
your  committee’s  bill  also  provides  that  this  treatment  can  be  avoided 
at  the  election  of  the  foreign  investment  company  if  it  distributes  90 
percent  of  its  taxable  income  other  than  net  long-term  capital  gains 
currently  and  if  it  informs  the  U.S.  shareholders  of  their  share  of  any 
net  long-term  capital  gains.  However,  for  this  treatment  to  apply, 
the  U.S.  shareholders  must  also  include  in  income  their  share  of  capital 
gains  whether  or  not  distributed.  The  distributions  of  ordinary 
income  in  this  case,  since  they  are  actual  distributions,  would,  of  course, 
in  any  case  be  reported  for  tax  purposes  by  the  U.S.  shareholders. 

B.  General  explanation  of  provisions 

As  indicated  above,  the  bill  provides  alternative  tax  treatment  for 
shareholders  of  foreign  investment  companies.  Unless  an  election  is 
made  to  the  contrary,  ordinary  income  treatment,  to  a  limited  degree, 
is  provided  at  the  time  an  investor  in  a  foreign  investment  company 
either  sells  his  stock  or  it  is  redeemed.  However,  if  the  companies 
distribute  most  of  their  taxable  income  and  the  shareholders  report 
capital  gam,  whether  or  not  distributed,  then  at  their  election  the 
ordinary  income  treatment  at  the  time  of  the  sale  of  the  stock  is  not 
to  apply.  These  two  alternative  provisions  are  discussed  below. 

1.  Ordinary  income  treatment  on  sale  of  stock. — The  bill  provides 
that  on  the  sale  or  exchange  of  stock  in  a  foreign  investment  company 
after  December  31,  1962,  any  gain  realized  is  to  be  treated  as  ordinary 
income,  rather  than  a  capital  gain,  ,  to  the  extent  of  the  taxpayer’s 
share  of  the  company’s  earnings  and  profits  accumulated  in  years 
beginning  after  December  31,  1962.  For  this  purpose  the  taxpayer’s 
share  of  these  earnings  and  profits  is  limited  to  those  attributable  to 
his  stock  which  have  been  accumulated  during  the  period  he  has  held 
the  stock  (excluding  any  earnings  taxed  to  him  when  the  company 
was  a  foreign  personal  holding  company  or  a  controlled  foreign 
corporation).  Had  the  company  been  a  domestic  company,  distribut¬ 
ing  most  or  all  of  its  earnings,  these  same  earnings  would  have  been 
taxable  to  him.  Thus,  this  provision  is  not  designed  as  a  penalty  tax, 
but  merely  to  accord,  to  the  extent  practicable,  the  same  tax  treatment 
as  that  provided  for  domestic  regulated  investment  companies. 

To  give  assurances  that  this  ordinary  income  will  not  escape  tax 
where  the  shareholder  holds  the  stock  until  death,  the  bill  provides 
that  the  step-up  in  basis,  or  increase  in  value,  which  would  otherwise 
occur  at  date  of  death  is  not  to  occur  with  respect  to  the  amount  which 
would  be  ordinary  income  to  the  decedent  had  he  sold  the  stock  just 
before  death.  Thus,  when  the  estate,  heir,  or  legatee  sells  the  stock, 
the  same  amount  (assuming  the  stock  has  not  gone  down  in  value)  will 
still  result  in  ordinary  income  and  will  be  subject  to  U.S.  tax  at  that 
time.  However,  the  estate,  heir,  or  legatee  in  such  a  case  can  treat 
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this  as  “income  in  respect  of  a  decedent.”  Thus,  in  computing  his 
ordinary  income  tax  he  will  be  allowed  a  deduction  for  any  estate  tax 
attributable  to  inclusion  in  the  decedent’s  estate  tax  base  of  the  amount 
taxed  as  ordinary  income. 

Without  regard  to  this  provision,  where  a  shareholder  sells  or 
exchanges  stock  in  one  of  these  foreign  investment  companies 
after  holding  it  for  not  more  than  6  months,  the  gain  is  short-term 
capital  gain.  Since  this  type  of  gain  is  treated,  much  like  ordinary 
income  for  tax  purposes,  the  bill  provides  that  if  stock  in  a  foreign, 
investment  company  is  held  for  6  months  or  less  the  provision  is  not 
to  apply. 

A  foreign  investment  company,  for  purposes  of  this  provision  is  de¬ 
fined  as  a  foreign  corporation,  either  registered  under  the  Investment 
Company  Act  of  1940  as  a  management  or  unit  investment  trust,  or 
any  other  corporation  engaged  primarily  in  the  business  of  investing, 
reinvesting  or  trading  in  securities  where  more  than  50  percent  of  the 
voting  stock  (and  total  value  of  all  shares)  is  held  directly  or  indi¬ 
rectly  by  U.S.  persons.  “United  States  persons,”  a  definition  added 
to  the  code  by  the  foreign  trust  provision  in  this  bill  (sec.  9),  means  a 
citizen  or  resident  of  the  United  States,  a  domestic  partnership,  a  do¬ 
mestic  corporation,  and  a  domestic  estate  or  trust. 

To  prevent  avoidance  of  this  ordinary  income  tax  treatment  through 
the  use  of  tax-free  (or  partially  tax-free)  exchanges  in  which  stock  in 
a  foreign  investment  company  is  exchanged  for  other  stock  (in  a 
tax-free  incorporation  or  contribution  to  capital  under  sec.  351),  the 
bill  provides  that  the  substituted  stock  in  such  a  case  (where  its  basis 
is  determined  by  reference  to  the  basis  of  stock  in  a  foreign  invest¬ 
ment  company)  is  to  be  treated  substantially  as  if  it  were  the  foreign 
investment  company  stock.  Thus,  upon  its  sale,  any  gain  to  the  ex¬ 
tent  of  the  appropriate  share  of  the  foreign  investment  company’s 
earnings  and  profits  during  the  period  the  substituted  stock  was  held 
(plus  the  period  in  which  the  foreign  investment  company  stock  it¬ 
self  was  held)  is  to  be  treated  as  ordinary  income. 

The  bill  also  contains  several  other  provisions  similarly  designed  to 
prevent  the  avoidance  of  the  ordinary  income  treatment  through  in¬ 
direct  ownership  of  the  foreign  investment  company  stock  through 
certificates  in  a  trust,  through  stock  in  a  domestic  corporation,  or 
through  a  partnership.  In  this  respect  it  is  provided  first  that  a  share 
of  stock  in  a  domestic  corporation  or  a  trust  certificate  is  to  be  treated 
as  foreign  investment  company  stock  to  the  extent  it  represents  such 
stock.  Secondly,  it  is  provided  that  if  a  company  is  a  member  of  an 
affiliated  group  (with  a  50-percent  rather  than  fin  80-percent  stock- 
ownership  requirement),  then  the  earnings  and  profits  of  the  entire 
group  are  to  be  allocated  under  regulations  prescribed  by  the  Treasury 
Department  in  a  manner  to  carry  out  the  purposes  of  the  bill.  Thus, 
where  a  foreign  corporation  is  a  holding  company  in  the  sense  that  it 
holds  the  stock  of  one  or  more  foreign  investment  companies,  the  share¬ 
holders  of  the  holding  company  will  not  be  permitted  to  avoid  ordinary 
income  on  the  sale  of  the  foreign  holding  company  stock  merely 
because  the  earnings  and  profits  of  the  investment  company  (or  com¬ 
panies)  have  not  been  distributed  to  the  holding  company.'  Thirdly, 
the  bill  provides  that  the  ordinary  income  treatment  is  to  apply  to 
redemptions  of  stock  by  a  foreign  investment  company  which  would 
otherwise  be  treated  as  sale  transactions  because  of  section  302(a) 
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(disproportionate  buy-out  of  a  shareholder)  or  because  of  section  303 
(a  redemption  of  stock  to  pay  death  taxes).  Finally,  the  bill  deals 
with  the  sale  or  exchange  of  and  also  certain  distributions  with  respect 
to  partnership  interests.  The  bill  provides  that  if  any  of  the  property 
of  the  partnership  were  stock  in  a  foreign  investment  company  and 
would  have  resulted  in  ordinary  income  had  it  been  sold  by  the  partner¬ 
ship  itself,  then  this  amount  is  to  be  treated  as  an  inventory  item. 
Thus,  the  sale  of  the  partnership  interest  (and  distributions  in  certain 
cases)  will  generally  result  in  the  incurring  of  ordinary  income  treat¬ 
ment  with  respect  to  the  foreign  investment  company  stock  underlying 
the  partnership  interest. 

The  bill  provides  that  the  shareholder  upon  sale  of  the  stock  must 
establish  the  amount  of  the  accumulated  earnings  and  profits  of  the 
foreign  investment  company  and  his  share  of  these  earnings  during  the 
period  of  his  investment.  If  he  does  not  do  so,  the  entire  gain  will  be 
treated  as  ordinary  income.  This  information,  of  course,  is  necessary 
to  determine  the  amount  subject  to  ordinary  income  tax.  In  addition, 
the  bill  provides  that  every  U.S.  person  owning  5  percent  or  more  in 
stock  of  a  foreign  investment  company  is  to  furnish  with  respect  to 
such  a  company  such  information  as  the  Secretary  of  the  Treasury 
deems  necessary  in  order  to  properly  enforce  the  tax  provisions 
applicable  to  shareholders  of  these  companies. 

2.  Election  to  distribute  income  currently. — Foreign  investment  com¬ 
panies  which  are  registered  with  the  SEC  to  sell  stock  in  this  country 
can  elect  to  make  the  provision  described  above  inapplicable  under 
certain  conditions.  Any  such  election  must  be  made  before  Decem¬ 
ber  31,  1962. 

For  the  provision  referred  to  above  to  be  inapplicable  the  electing 
foreign  investment  company  must  agree  with  respect  to  the  current 
and  all  subsequent  years  to — 

(1)  distribute  90  percent  of  its  taxable  income  to  its  share¬ 
holders.  This  is  exclusive  of  capital  gains.3  Also,  such  a  corpo¬ 
ration  can  elect  to  treat  as  distributed  during  the  year  distribu¬ 
tions  made  in  the  first  months  after  the  end  of  the  year. 

(2)  designate  in  written  notices  mailed  to  its  shareholders 
their  share  of  the  excess  of  net  long-term  capital  gains  over  net 
short-term  capital  losses,  and  the  portion,  if  any,  which  the  corpo¬ 
ration  has  distributed.  These  notices  must  be  mailed  to  the 
shareholders  within  30  days  after  the  close  of  the  taxable  year. 

(3)  provide  such  information  as  the  Treasury  Department 
considers  necessary  to  carry  out  the  purposes  of  this  provision. 

In  addition  to  the  corporation  fulfilling  these  requirements,  how¬ 
ever,  the  individual  shareholder  (who  is  a  U.S.  person),  if  he  is  to  avoid 
the  ordinary  income  treatment  upon  the  sale  of  his  stock,  also  must 
include  in  his  income  for  tax  purposes  the  excess  of  the  net  long-term 
capital  gain  over  the  net  short-term  capital  loss,  which  the  company 
in  its  notice  to  him  designated  as  being  his  share  of  the  company’s 
capital  gains.  If  the  shareholder  does  not  do  so  for  any  year,  unless 
this  failure  was  due  to  reasonable  cause  and  not  to  willful  neglect,  the 
election  provided  by  this  provision  will  not  apply  when  he  sells  or 
otherwise  disposes  of  his  stock.  Thus,  although  other  shareholders 

3  For  this  purpose,  as  in  the  case  of  domestic  regulated  investment  companies,  no  net  operating  loss  carry¬ 
over  is  allowed  and  no  organizational  expense  deduction  is  allowed. 
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might  continue  to  qualify  in  such  a  case,  the  shareholder  who  did  not 
report  this  capital  gain  income,  upon  his  sale  of  the  stock  will  have 
ordinary  income  (limited  as  indicated  above).  It  is  not  made  a  condi¬ 
tion  of  qualification  that  the  shareholder  in  such  a  case  report  his  share 
of  the  ordinary  income  of  the  corporation.  However,  since  at  least 
90  percent  of  his  share  of  this  income  will  actually  be  distributed  to 
him,  it  must  in  fact  be  reported  by  him,  in  the  same  manner  as  any 
other  dividend  income  which  he  may  receive  from  foreign  sources. 

The  bill  provides  that  these  capital  gains,  reported  by  the  share¬ 
holders,  although  not  actually  distributed,  are  to  result  in  a  decrease 
in  earnings  and  profits  of  the  corporation  for  the  shareholders  who 
report  them  and  also  that  the  basis  that  they  had  for  the  foreign 
investment  company  stock  is  to  be  increased  by  this  amount. 

The  election  described  above  with  respect  to  the  foreign  investment 
company  continues  until  the  company  fails  to  comply  with  the  three 
conditions  set  forth  above,  unless  the  company  becomes  a  foreign 
personal  holding  company,  or  no  longer  is  a  foreign  investment 
company. 

To  prevent  the  use  of  the  capital  gains  designating  provision  as  a 
means  of  obtaining  short-term  capital  losses  which  may  be  short-term 
capital  gains  or  under  certain  circumstances  ordinary  income,  merely 
at  the  cost  or  reporting  a  capital  gain  under  this  provision,  the  bill 
provides  that  if  the  shareholder  has  held  the  stock  for  less  than 
6  months,  then  any  loss  realized  on  the  sale  of  the  stock  within  that 
6-month  period  is  to  be  treated  as  if  it  were  a  long-term  rather  than 
short-term  capital  loss. 

3.  Effective  date. — The  amendments  made  by  this  provision  apply 
to  taxable  years  beginning  after  December  31,  1962. 

XVII.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS 

(Sec.  16  of  bill  and  sec.  1248  of  code) 

A.  Reasons  for  provision 

Under  existing  law,  through  an  ordinary  taxable  liquidation  or  sale 
or  exchange,  it  is  possible  to  bring  earnings  accumulated  by  a  foreign 
corporation  back  to  this  country  merely  by  paying  a  capital  gains 
tax  on  any  gain.  Theoretically  it  is  also  possible  to  bring  earnings 
accumulated  by  a  foreign  corporation  back  to  the  United  States 
without  payment  of  income  tax  through  the  use  of  a  tax-free  reorgani¬ 
zation  (under  sec.  368)  or  through  the  use  of  a  tax-free  liquidation 
(under  sec.  332).  However,  to  do  so  the  Commissioner  of  Internal 
Revenue  must  give  clearance  by  determining  in  advance  that  the 
transaction  “is  not  in  pursuance  of  a  plan  having  as  one  of  its  principal 
purposes  the  avoidance  of  Federal  income  taxes.”  Generally  the 
Commissioner  has  been  unwilling  to  grant  such  approval  where  there 
is  an  appreciable  amount  of  earnings  and  profits  accumulated  in  a 
foreign  corporation. 

Your  committee  has  as  one  of  its  objectives  in  the  foreign  income 
area  the  imposition  of  the  full  U.S.  tax  when  income  earned  abroad  is 
repatriated.  These  objectives  are  set  forth  more  fully  in  connection 
with  the  discussion  on  controlled  foreign  corporations  in  section  13 
of  the  bill.  Full  U.S.  taxation  will  occur  in  the  case  of  the  ordinary, 
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taxable  liquidations  or  sales  or  exchanges  only  if  the  earnings  and 
profits  are  in  effect  taxed  as  dividends  (to  the  extent  of  any  gain)  at 
the  time  the  funds  are  brought  back  to  the  United  States.  This 
objective  is  accomplished  by  this  section  of  your  committee’s  bill. 

B.  General  explanation  of  provision 

The  new  provision  contains  special  provisions  dealing  with  redemp¬ 
tions  and  liquidations,  as  well  as  with  sales  and  other  exchanges  of 
certain  stock  of  controlled  foreign  corporations  (as  defined  in  sec.  13 
on  controlled  foreign  corporations).  These  apply  if  the  foreign  cor¬ 
poration,  the  stock  of  which  is  sold  or  exchanged,  was  a  controlled 
foreign  corporation  at  any  time  during  the  5-year  period  ending  on  the 
date  of  the  sale  or  exchange.  However,  they  apply  only  to  any  U.S. 
person  who  owned  10  percent  or  more  of  the  total  combined  Voting 
power  of  the  foreign  corporation  at  any  time  during  the  5-year  period 
ending  on  the  date  of  the  sale  or  exchange.  (In  computing  the  10- 
percent  ownership  test,  the  ownership  rules  applicable  in  the  case  of 
controlled  foreign  corporations  are  used.) 

The  bill  provides  that  if  a  controlled  foreign  corporation  redeems 
its  stock,  and  if  the  redemption  is  not  already  a  dividend  (under  sec. 
302),  then  the  gain  to  the  stockholder  from  the  exchange  of  his  stock 
is  to  be  treated  as  a  dividend  to  the  extent  of  his  share  of  the  earnings 
and  profits  of  the  foreign  corporation.  This  provision  applies  in  the 
case  of  a  partial  liquidation,  a  total  liquidation  or  a  buy-out  of  all  of  a 
shareholder’s  stock.  If  the  shareholder  is  a  domestic  corporation,  the 
foreign  tax  credit  is  allowed  in  the  same  manner  as  in  the  case  of 
dividends  generally. 

In  the  case  of  a  sale  or  exchange  of  stock  of  a  controlled  foreign 
corporation  by  a  shareholder,  the  gain  of  the  seller  is  considered  by 
the  bill  to  be  ordinary  income  to  the  extent  of  his  share  of  the  earnings 
and  profits  of  the  foreign  corporation  accumulated  during  the  period 
he  held  the  stock. 

The  operation  of  the  above  two  provisions  may  be  illustrated  by 
the  following  examples.  Assume  a  U.S.  corporation  owns  all  of  the 
stock  of  a  foreign  corporation  and  that  the  foreign  subsidiary  is  liqui¬ 
dated.  Assume  further  that  the  transaction  is  a  taxable  one  because 
the  commissioner  refused  to  grant  clearance  under  section  367.  Under 
the  bill  this  liquidation  remains  a  taxable  one.  However,  while  under 
existing  law  all  of  the  gain  recognized  to  the  domestic  corporation 
probably  would  be  capital  gain,  under  the  bill  the  domestic  corpora¬ 
tion  is  viewed  as  having  received  a  dividend,  to  the  extent  of  the  earn¬ 
ings  and  profits  of  the  foreign  corporation  at  the  time  of  the  liquidation, 
or  to  the  extent  of  the  gain  recognized,  if  that  is  smaller.  Thus,  if  the 
basis  of  all  of  the  subsidiary’s  stock  is  $100,000  and  the  fair  market 
value  of  all  of  the  assets  received  by  the  parent  on  the  liquidation  is 
$200,000,  the  gain  which  would  be  recognized  under  present  law  is 
$100,000.  If  the  foreign  subsidiary  had  current  and  accumulated 
earnings  and  profits  of  $50,000  at  the  time  of  the  liquidation,  under 
the  bill  the  parent  is  treated  as  having  received  a  dividend  of  $50,000 
and  a  capital  gain  of  $50,000.  Any  credit  for  foreign  taxes  paid  would 
apply  to  the  amount  treated  as  a  dividend  in  the  same  manner  as  in 
the  case  of  an  actual  dividend  of  $50,000. 

In  a  second  example,  assume  a  domestic  corporation  proposes  to 
acquire  substantially  all  of  the  assets  of  a  foreign  corporation,  solely 
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for  voting  stock  of  the  domestic  corporation.  Immediately  after 
this  acquisition  the  foreign  corporation  is  to  be  liquidated  and  its 
shareholders  given  stock  of  the  domestic  corporation  in  exchange 
for  their  stock  in  the  foreign  corporation.  Assume  also  that  clearance 
under  section  367  is  requested  from  the  Commissioner  and  denied. 
The  acquisition  of  the  assets  of  the  foreign  corporation  for  the  stock 
of  the  domestic  one  is  not  a  tax-free  acquisition  (under  sec.  368). 
Also,  the  distribution  of  stock  of  the  domestic  corporation  to  the 
shareholders  of  the  foreign  corporation  is  an  ordinary  taxable  liqui¬ 
dation.  Under  the  bill  if  any  shareholder  owned  more  than  10  percent 
of  the  stock  of  the  foreign  corporation  during  the  preceding  5  years, 
and  if  the  foreign  corporation  was  a  controlled  foreign  corporation 
at  any  time  during  that  period,  the  provisions  of  the  bill  are  to  apply 
to  such  a  shareholder.  Thus,  the  shareholder  will  be  treated  as 
having  received  a  dividend  to  the  extent  of  the  accumulated  earnings 
and  profits  of  the  foreign  corporation  at  the  time  of  the  liquidation  or 
to  the  extent  of  his  gain,  whichever  is  smaller. 

The  section  does  not  apply  to  redemptions  to  pay  death  taxes 
(sec.  303)  nor  does  it  apply  to  gain  recognized  because  of  boot  on 
reorganization  exchanges  (sec.  356). 

The  section  also  does  not  apply  to  the  extent  that  any  amount  of 
gain  is  under  other  code  provisions  treated  as  a  dividend,  a  gain  from 
the  sale  of  an  asset  which  is  not  a  capital  asset,  or  a  gain  from  the  sale 
of  an  asset  held  for  not  more  than  6  months. 

The  bill  provides  that  if  there  are  any  earnings  and  profits  accumu¬ 
lated  and  not  distributed  which  have  already  been  included  in  gross 
income  (under  the  controlled  foreign  corporation  provision  as  added 
by  sec.  13  of  the  bill)  the  amount  which  has  been  so  included  is  not  to  be 
included  in  the  same  shareholder’s  income  a  second  time. 

The  limitations  described  above  on  the  amount  to  be  treated  as 
dividend  or  ordinary  income  are  not  to  apply  unless  the  taxpayer 
establishes  the  earnings  and  profits  of  the  foreign  corporation  to  be 
taken  into  account.  If  this  is  not  established,  any  gain  from  a  sale,- 
exchange  or  redemption  is  to  be  considered  a  dividend,  or  ordinary 
income,  as  the  case  may  be. 

The  section  is  made  effective  with  respect  to  sales  or  exchanges 
occurring  after  the  date  of  enactment  of  the  bill. 

XVIII.  TAX  TREATMENT  OF  COOPERATIVES  AND  PATRONS 

(Sec.  17  of  the  bill  and  secs.  1381  to  1388  of  the  code) 

A.  Reasons  for  'provision 

In  1951  Congress  passed  legislation  which,  taken  together  with  prior 
Treasury  rulings,  it  generally  was  thought  insured  that  earnings  of 
cooperatives  would  be  current  taxable  (to  the  extent  they  reflected 
business  activity)  either  to  the  cooperatives  or  to  the  patrons.  How¬ 
ever,  certain  court  decisions,  notably,  the  Long  Poultry  Farm  and  B.  A. 
Carpenter  cases,  held  that  noncash  allocations  of  patronage  dividends 
generally  were  not  taxable  to  the  patron,  although  they  were  deduct¬ 
ible  by  the  cooperative. 

The  President  recommended  that  what  was  thought  to  be  the  law 
in  1951  be  provided  specifically  in  the  statute.  Under  the  recom¬ 
mendation  cooperatives  would  be  allowed  to  deduct  amounts  allocated 
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in  cash  or  scrip  as  pat  ronage  dividends  and  patrons  would  be  currently 
taxable  on  the  patronage  dividends  allocated  to  them  arising  out  of 
business  activities. 

1  our  committee’s  bill  adopts  an  approach  which  in  substance  is 
substantially  the  same  as  that  recommended  by  the  President.  It 
provides  that  the  cooperative  is  not  required  to  take  patronage  divi¬ 
dends  paid  in  money,  qualified  allocations,  or  other  property  except 
the  nonqualified  allocations  into  account  in  determining  taxable 
income.  A  deduction  is  also  provided  for  the  nonqualified  allocations 
when  they  are  redeemed.  For  the  patron,  the  bill  provides  that  these 
same  amounts  (to  the  extent  not  attributable  to  purchases  of  personal 
living  or  family  items)  are  to  be  included  in  their  income  for  tax 
purposes  in  the  year  received  (or  in  the  case  of  a  nonqualified  allocation, 
when  redeemed). 

Qualified  allocations  for  this  purpose  are  defined  by  the  bill  as 
including  first,  allocations  which  the  patron  can  redeem  in  cash  at 
their  stated  dollar  amount  at  any  time  in  the  first  90  days  after  they 
are  issued.  Second,  qualified  allocations  also  include  allocations  which 
the  patron  has  consented  to  take  into  account  at  their  face  amount 
as  income  (unless  the  patronage  was  with  respect  to  personal  living 
expenses  or  capital  items).  In  the  case  of  members,  consent  may  be 
given  by  being  a  member  of  the  cooperative  if  there  is  a  provision  in 
the  bylaws  requiring  all  members  to  agree  to  take  the  allocations  into 
account.  In  the  case  of  nonmembers  (and  members  if  the  cooperative 
prefers)  this  consent  can  be  provided  by  the  patron  signing  an  agree¬ 
ment  to  do  so.  Your  committee  believed  that,  since  in  the  case  of 
either  the  90-day  or  consent  allocation  the  patrons  have  constructively 
received  the  dividend  and  reinvested  it,  it  is  clear  (where  the  patronage 
dividend  arises  from  business  activity)  that  it  constitutes  income  to 
the  patron  and  is  properly  taxable  to  him. 

This  amendment  is  effective  for  taxable  years  beginning  after 
December  31,  1962,  in  the  case  of  the  cooperatives  and  in  the  case  of 
patrons  is  effective  with  respect  to  amounts  paid  by  the  cooperatives 
in  taxable  years  of  the  cooperative  beginning  after  that  date.  Exist¬ 
ing  law  will  continue  to  apply  with  respect  to  allocations  (including 
their  redemption  after  the  specified  date)  issued  in  earlier  taxable  years 
to  which  the  new  provisions  do  not  apply. 

B.  General  explanation  of  provision 

This  provision  deals  both  with  the  tax  treatment  of  cooperatives 
and  the  tax  treatment  of  patrons. 

1.  Cooperatives  covered  by  provision. — The  tax  treatment  outlined 
here  applies  to  the  so-called  tax-exempt  farmers’  cooperatives,  to 
other  farm  cooperatives,  to  consumer  cooperatives,  and  also  to  other 
corporations  operating  on  a  cooperative  basis.  The  provision  does 
not,  however,  apply  to  exempt  mutual  ditch,  irrigation,  or  REA 
cooperatives,  to  mutual  savings  banks,  building  and  loan  associations, 
etc.,  or  to  mutual  insurance  companies.  It  also  does  not  apply  to 
presently  taxable  organizations  which  are  engaged  in  furnishing  elec¬ 
tric  energy,  or  providing  telephone  service,  to  persons  in  rural  areas. 
These  will  continue  to  be  treated  the  same  as  under  present  law. 

2.  Patronage  dividends. — The  bill  provides  that  in  determining  the 
taxable  income  of  a  cooperative  there  is  not  to  be  taken  into  account 
patronage  dividends  which  are  paid  in  money,  qualified  allocations, 


80 


REVENUE  ACT  OF  19  62 


or  other  property  (except  nonqualified  allocations).4  A  deduction  also 
is  allowed  for  nonqualified  allocations  when  they  are  redeemed  in 
cash  or  other  property  (except  allocations).  If  there  is  no  taxable 
income  in  the  year  of  the  redemption  against  which  to  take  this  deduc¬ 
tion  for  redeemed  nonqualified  allocations,  the  cooperative  may  obtain 
a  credit  or  refund  of  the  tax  it  paid  in  the  prior  year  on  the  earnings 
represented  by  the  allocations.  This  gives  the  cooperative  assurance 
that  the  deduction  for  the  redeemed  patronage  dividend  will  not  be 
wasted. 

Under  present  law  patronage  dividends  paid  by  taxable  cooperatives 
result  in  a  reduction  in  the  cooperative’s  taxable  income  only  with 
respect  to  amounts  paid  during  the  taxable  year  in  which  the  patronage 
occurred,  or  within  the  period  in  the  next  year  elapsing  before  the 
prior  year’s  income  tax  return  is  required  to  be  filed  (including  any 
extensions  of  time  granted).  This  is  generally  a  2 /(-month  period. 
In  the  case  of  exempt  farmers’  cooperatives,  these  patronage  dividends 
presently  are  taken  into  account  as  a  reduction  in  taxable  income  if 
paid  at  any  time  before  the  15th  day  of  the  9th  month  following  the 
close  of  the  year,  but  there  is  no  requirement  that  the  patronage  must 
have  occurred  in  that  year.  Your  committee’s  bill  extends  the  time 
period  in  which  taxable  cooperatives  can  pay  patronage  dividends, 
and  still  take  them  into  account  do  reducing  taxable  income,  until  this 
15th  day  of  the  9th  month  after  the  end  of  the  year  in  question.  This 
conforms  the  treatment  already  accorded  exempt  cooperatives.  This 
period  of  time  is  also  made  available  to  both  “taxable”  and  “exempt” 
cooperatives  for  payment  of  the  other  deductible  amounts  described 
below.  In  addition,  exempt  cooperatives  are  now  required  to  pay  the 
patronage  dividends  within  8%  months  after  the  year  when  the 
patronage  occurred.  In  the  case  of  pooling  arrangements  extending 
over  more  than  1  year,  the  patronage  is  considered  as  occurring  in  the 
year  in  which  the  pool  closes. 

3.  Qualified,  allocation. — Allocations,  or  more  exactly  written  notices 
of  allocation,  are  patronage  dividends  paid  in  the  form  of  capital 
stock,  revolving  fund  certificates,  certificates  of  indebtedness,  or  other 
written  notice  which  indicates  to  the  recipient  the  dollar  amount 
allocated  to  him  by  the  cooperative.  For  the  allocation  to  be  a  quali¬ 
fied  allocation  (and  therefore  taken  into  account  as  a  reduction  in 
income  for  the  year  it  is  issued  rather  than  the  year  it  is  redeemed) 
one  of  two  conditions  must  be  met.  First,  it  may  be  an  allocation 
where  the  patron  for  a  90-day  period  beginning  with  the  date  the 
allocation  is  paid  has  the  opportunity  to  redeem  the  allocation  in  cash 
for  the  stated  amount  of  the  patronage  dividend.  However,  for  such 
an  allocation  to  be  qualified,  the  patron  must  receive  a  written  notice 
of  this  right  to  redemption  at  the  same  time  he  is  notified  of  the 
allocation. 

The  second  alternative  qualifying  rule  provides  that  the  allocation 
is  qualified  where  the  patron  gives  consent  to  have  it  treated  as  a 
distribution  to  him  which  he  will  take  into  his  income  for  tax  purposes 
(if  the  patronage  arises  from  a  business  activity).  This  consent  may 
take  either  of  two  forms.  For  members  of  the  cooperative  this  con¬ 
sent  may  be  given  by  becoming  or  continuing  as  a  member  after  the 
cooperative  has  adopted  a  provision  in  the  bylaws  providing  that 
membership  in  the  cooperative  constitutes  such  consent.  In  this  case, 

4  For  purposes  of  the  other  internal  revenue  laws  these  patronage  dividends  are  treated  in  the  same  manner 
as  items  of  gross  income  for  which  deductions  were  allowed. 
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however,  the  member  (or  prospective  member)  must  be  furnished  a 
written  notice  that  the  bylaws  contain  such  a  provision  and  must  be 
furnished  a  copy  of  this  provision.  Such  a  consent  cannot  be  revoked 
as  long  as  the  patron  is  a  member.  An  alternative  form  of  consent 
for  members  of  the  cooperative,  and  the  only  form  of  consent  for 
nonmembers,  is  a  written  statement  signed  by  the  patron  in  which 
he  gives  the  consent  referred  to  above.  This  form  of  the  consent 
must  originally  be  given  by  the  patron  to  the  cooperative  before  the 
end  of  the  year  in  which  the  patronage  occurs.  Once  this  consent  is 
given  it  is  valid  for  all  subsequent  years  until  the  patron  revokes  it. 
A  revocation  becomes  effective  for  the  first  of  the  next  year  (in  the 
case  of  pooling  arrangements  it  is  effective  only  with  respect  to  new 
pools).  By  either  of  these  forms  of  consent  the  patron  has  in  effect 
constructively  received  the  patronage  dividend  and  reinvested  it  in 
the  cooperative. 

4.  Additional  deduction  for  “ exempt ”  farmer s’  cooperative. — In  ad¬ 
dition  to  reducing  taxable  income  for  qualifying  patronage  dividends, 
the  bill  permits  the  so-called  exempt  farmers’  cooperative  as  under 
present  law  a  deduction  for  amounts  paid  out  as  dividends  on  its  capi¬ 
tal  stock.  Such  cooperatives  also  receive  deductions  for  amounts 
paid  in  money,  qualified  allocations,  or  other  property  (except  non¬ 
qualified  allocations)  to  its  patrons  on  a  patronage  basis  where  the 
earnings  involved  are  derived  from  business  done  for  the  U.S.  Gov¬ 
ernment  or  from  sources  other  than  patronage  (such  as  investment 
income). 

This  deduction,  except  that  in  the  case  of  allocations  it  is  limited 
to  qualified  allocations,  is  the  same  as  that  provided  by  existing  law 
except  that  under  your  committee’s  bill,  the  amounts  must  now  be 
paid  within  8%  months  after  the  year  in  which  the  earnings  were 
derived.  Amounts  paid  in  the  redemption  of  nonqualified  allocations 
also  are  available  to  these  exempt  cooperatives  as  deductions  under 
the  bill. 

5.  Treatment  of  patron. — With  the  exceptions  referred  to  below, 
under  the  bill  the  patron  is  required  to  take  into  income  the  patronage 
dividends  (and  the  nonpatronage  distributions  described  above)  paid 
in  money,  qualified  allocations,  or  other  property  and  the  amount  he 
is  required  to  take  into  his  income  is  the  same  as  that  which  may  be 
currently  deductible  to  the  cooperative;  namely,  in  the  case  of  qual¬ 
ified  allocations,  their  stated  face  amount  and  in  the  case  of  other 
property  (except  nonqualified  allocations),  its  fair  market  value. 
The  patron  also  is  required  to  take  into  income  any  nonqualified 
allocations  which  are  redeemed.  These  amounts  are  taken  into  the 
patron’s  income  in  the  year  in  which  they  are  received  by  him,  or  in 
the  latter  case  in  the  year  in  which  the  redemption  occurs. 

Generally,  the  effect  of  the  treatment  specified  above  for  patrons 
taken  together  with  that  also  outlined  above  for  cooperatives,  is  to 
obtain  a  single  current  tax  with  respect  to  the  income  of  the  coopera¬ 
tive,  either  at  the  level  of  the  cooperative  or  at  the  level  of  the  patron. 
However,  this  rule  will  not  apply  in  the  case  of  patronage  dividends 
paid  with  respect  to  purchases  of  personal,  living,  or  family  items. 
In  such  cases,  there  is  to  be  no  inclusion  in  the  income  of  the  patron 
with  respect  to  the  patronage  dividends.  This  is  in  accord  with  the 
concept  that  patronage  dividends  to  the  extent  they  are  paid  in  money, 
qualified  allocations,  or  other  property  (other  than  nonqualified 
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allocations)  represent  price  adjustments.  Therefore,  the  patronage 
dividends  in  these  cases  represent  downward  price  adjustments  of 
personal,  living,  or  family  items  and  should  no  more  lead  to  taxable 
income  than  bargain  purchases  of  such  items  elsewhere. 

An  exception  to  the  rule  for  inclusion  of  the  patronage  dividends 
in  income  is  also  made  for  patronage  dividends  attributable  to  pur¬ 
chases  of  depreciable  property  or  capital  assets.  In  such  cases  the 
patron  is  not  required  to  take  the  dividend  into  income  since  it  in 
effect  represents  an  adjustment  in  the  price  paid  for  these  articles 
and  therefore  is  reflected  in  their  basis.  However,  the  lower  basis 
for  the  property  in  the  case  of  depreciable  property  will  mean  smaller 
depreciation  deductions  or  in  the  case  of  capital  assets  (and  depreciable 
assets)  will  result  in  a  larger  gain  upon  sale. 

6.  Returns  oj  cooperatives. — Because  tax-exempt  cooperatives  under 
present  law  are  given  until  8}i  months  after  the  end  of  the  year  to 
allocate,  or  pay,  patronage  dividends,  they  also  have  been  given  the 
same  period  of  time  in  which  to  file  their  tax  returns.  This  additional 
time  is  necessary  since  whether  or  not  there  is  an  allocation  or  pay¬ 
ment  of  the  dividends,  determines  the  size  of  the  taxable  income  of 
the  cooperative. 

Allowing  taxable  cooperatives  this  same  time  in  which  to  make  cash 
and  qualified  allocations  of  patronage  dividend  distributions,  and  to 
redeem  nonqualified  allocations,  has  presented  the  same  filing  problem 
in  the  case  of  their  returns  as  well.  Therefore,  the  bill  provides  that 
the  tax  return  filing  date  for  cooperatives  generally  is  to  be  8K  months 
after  the  end  of  their  taxable  year.  However,  to  prevent  an  organ¬ 
ization  allocating  relatively  little  of  its  income  on  a  patronage  basis 
from  obtaining  this  postponement  in  the  filing  date  for  its  return,  the 
bill  limits  this  postponement  to  those  organizations  which  are  either 
exempt  cooperatives  or  (1)  are  under  an  obligation  to  allocate,  or  pay, 
at  least  50  percent  of  their  net  patronage  earnings  in  patronage  divi- 
dents  or  (2)  actually  allocated,  or  paid,  at  least  that  percentage  of 
their  earnings  in  patronage  dividends  during  the  last  year  in  which 
they  had  any  such  earnings. 

A  second  change  made  in  the  case  of  returns  of  cooperatives  relates 
to  information  returns.  Present  law  requires  the  Treasury  Depart¬ 
ment  to  obtain  information  returns  from  cooperatives  at  least  with 
respect  to  patronage  dividends  of  $100  or  more.  With  a  system  of 
withholding  on  patronage  dividends,  as  is  provided  by  section  19  of 
this  bill,  it  is  no  longer  clear  that  it  is  necessary  to  retain  the  $100 
floor.  In  view  of  this,  the  bill  amends  the  information  return  pro¬ 
vision  (sec.  6044)  to  permit  the  Treasury  Department  to  raise  this 
floor  or  completely  remove  any  return  requirements. 

7.  Effective  date. — Generally,  the  bill  applies  to  taxable  years  of  the 
cooperatives  beginning  after  December  31,  1962.  For  the  patrons 
these  provisions  are  to  apply  with  respect  to  amounts  received  from 
a  cooperative  if  the  amount  which  is  paid  by  the  cooperative  occurs 
with  respect  to  patronage  which  at  the  cooperative  level  is  also  sub¬ 
ject  to  the  new  rules.  Existing  law  continues  to  apply  with  respect 
to  patronage  dividends  paid  before  the  date  specified  above  (or  after 
that  date  with  respect  to  patronage  in  a  prior  year)  and  also  with 
respect  to  redemptions  of  patronage  dividends  after  that  date  if  the 
scrip  involved  was  actually  issued  with  respect  to  an  earlier  period. 
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XIX.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN  BASE 
FOR  ESTATE  TAX  PURPOSES 

(Sec.  18  of  bill  and  secs.  2031,  2033-2038,  2040  and  2041  of  the  code) 

A .  Reasons  for  provision 

Under  present  law  real  estate  situated  outside  of  the  United  States 
is  excluded  from  the  gross  estate  and  therefore  exempt  from  the 
estate  tax.  This  is  an  exception  to  the  general  rule  that  the  gross 
estate  of  decedents  who  are  citizens  or  residents  of  the  United  States 
include  their  entire  property  wherever  situated.  The  exclusion  of 
real  property  located  outside  of  the  United  States  from  the  estate  tax 
base  has  been  specifically  provided  for  in  the  code  since  1934.  Before 
that  time  the  exclusion  was  granted  under  an  opinion  of  the  Attorney 
General  issued  in  1918.  No  such  exclusion  exists  under  the  gift  tax. 

In  1951  Congress  adopted  legislation  providing  a  credit  for  estate 
and  inheritance  taxes  paid  to  foreign  countries.  Before  that  time 
the  exclusion  of  real  property  from  the  estate  tax  base  could  be 
justified  on  the  grounds  that  the  foreign  country  was  likely  to  impose 
a  tax  on  real  property  located  within  its  jurisdiction  upon  the  death 
of  a  foreign  owner.  However,  with  the  provision  for  the  tax  credit- 
in  1951,  reducing  the  possibility  of  double  taxation,  the  exclusion 
of  foreign  real  property  no  longer  appears  appropriate. 

The  President  in  his  tax  program  recommended  that  this  exemption 
be  eliminated  on  the  grounds  that  in  recent  years  this  has  been  a 
subject  of  abuse.  It  was  stated  that  primarily  because  of  this  tax 
advantage,  U.S.  citizens  and  residents  have  been  induced  to  make 
investments  in  foreign  real  estate  in  countries  with  either  no,  or  very 
low  estate  or  inheritance  tax  rates. 

In  view  of  these  considerations  your  committee  has  adopted  a  pro¬ 
vision  eliminating  the  exclusion  of  real  property  located  outside  of  the 
United  States  from  the  estate  tax  base. 

B.  General  explanation  oj  provision 

Under  present  law,  real  property  situated  outside  the  United  States 
is  excluded  in  determining  the  value  of  a  decedent’s  gross  estate  for 
estate  tax  purposes.  This  section  of  the  bill  amends  various  sections 
of  the  code  specifically  to  include  such  real  property  in  the  gross  estate 
of  decedents  who  are  citizens  or  residents  of  the  United  States.  The 
property  is  included  at  its  fair  market  value  either  at  the  date  of  death 
or  at  the  optional  valuation  date. 

In  the  case  of  decedents  dying  after  July  1,  1964,  the  bill  provides 
that  all  real  property  located  outside  of  the  United  States  is  to  be 
included  in  their  gross  estate.  However,  some  real  property  may  also 
be  included  in  a  decedent’s  gross  estate  under  the  bill  in  the  case  of 
those  who  die  after  the  date  of  enactment  of  the  bill  but  before  July 
1,  1964.  For  decedents  dying  in  this  period,  real  property  located 
outside  of  the  United  States  is  to  be  included  in  their  gross  estate  if 
it  was  acquired  on  or  after  February  1,  1962,  the  date  your  committee 
announced  its  action  on  this  provision.  Thus,  for  those  already 
owning  real  property  outside  of  the  United  States  before  action  was 
taken  on  this  matter  by  your  committee,  time  is  provided  for  the 
orderly  disposition  of  the  property,  or  for  rearrangement  of  estate 
plans — namely,  until  July  1,  1964 — without  imposing  any  estate  tax 
consequences.  However,  your  committee  did  not  believe  it  appro- 
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priate  to  provide  any  similar  grace  period  for  those  who  acquired 
foreign  real  estate  after  the  announcement  of  your  committee’s 
decision. 

Capital  additions  or  improvements  to  real  property,  to  the  extent 
they  materially  increase  the  value  of  the  property  and  to  the  extent 
they  are  attributable  to  construction,  reconstruction  or  erection  on  or 
after  February  1 ,  1962,  are  treated  in  the  same  manner  as  real  property 
acquired  after  that  date.  Thus,  they  are  included  in  the  gross  estates 
of  decedents  dying  after  the  date  of  enactment  of  the  bill  even  though 
dying  before  July  1,  1964. 

XX.  WITHHOLDING  OF  INCOME  TAX  ON  INTEREST, 
DIVIDENDS,  AND  PATRONAGE  DIVIDENDS 

(Sec.  19  of  the  bill  and  secs.  3451-3490  and  sec.  39  of  the  code) 

A.  Reasons  for 'provision 

About  $15  billion  in  dividends  and  interest  were  reported  by  indi¬ 
viduals  on  tax  returns  in  1959,  the  latest  year  for  which  complete 
Treasury  data  are  available.  In  addition,  there  were  about  $3.7 
billion  in  dividends  and  interest  that  should  have  been  reported  in 
that  year  but  were  not.  Most  of  this  amount  was  subject  to  tax  and 
the  Treasury  Department  estimates  that  this  underreporting  resulted 
in  a  revenue  loss  of  about  $800  million  in  taxes  for  the  year.  With¬ 
holding  will  result  in  the  collection  of  about  $650  million  of  this 
amount  and  it  is  believed  that  almost  all  of  the  remaining  gap  will 
be  accounted  for  when  the  automatic  data  processing  system  is  fully 
developed.  Your  committee  believes  this  provision  also  will  make  a 
real  contribution  toward  the  collection  of  the  remaining  $150  million 
of  uncollected  tax  on  dividends  and  interest. 

Not  only  is  the  revenue  loss  in  this  case  of  major  importance,  but 
as  the  President  pointed  out  in  his  tax  message  to  Congress  last  year 
with  respect  to  this  underreporting: 

This  is  patently  unfair  to  those  who  must,  as  a  result,  bear 
a  larger  share  of  the  tax^ burden.  Recipients  of  dividends 
and  interest  should  pay  their  tax  no  less  than  those  who 
receive  wage  and  salary  income,  and  the  tax  should  be  paid 
just  as  promptly.  Large  continued  avoidance  of  tax  on  the 
part  of  some  has  a  steadily  demoralizing  effect  on  the  com¬ 
pliance  of  others. 

Although  educational  programs  have  been  used  in  attempting  to 
cut  down  this  underreporting  there  is  no  evidence  that  these  programs 
have  had  any  appreciable  effect,  nor  can  it  properly  be  said  that  auto¬ 
matic  data  processing,  even  when  fully  developed  several  years  from 
now,  will  be  an  adequate  substitute  for  withholding.  As  indicated 
to  your  committee  by  the  Treasury  Department  and  Internal  Revenue 
Service,  withholding  and  ADP  are  designed  to  complement  each  other. 
Withholding  collects  the  tax  in  the  first  bracket  where  the  amount 
of  underreporting  per  case  are  small,  but,  because  of  the  large  number 
involved,  add  up  to  a  large  proportion  of  the  $850  million  gap.  With¬ 
holding  in  this  area  eliminates  the  necessity  of  using  auditors  or  corre¬ 
spondence  to  actually  collect  these  small  amounts,  while  even  where 
the  ADP  system  would  be  successful  in  tracing  them  down  a  collection 
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effort  still  would  be  necessary  to  collect  these  small  amounts.  Sec¬ 
ondly,  withholding  makes  it  unnecessary  to  drastically  lower  informa¬ 
tion  return  requirements  with  respect  to  interest  and  third,  it  frees 
ADP  for  more  intensive  use  in  examining  returns  above  the  first 
bracket  where,  per  case,  the  underreporting,  not  only  in  the  case  of 
dividends  and  interest  but  in  the  case  of  other  income  as  well,  is  sub¬ 
stantially  greater.  The  Treasury  Department  has  estimated  that 
while  ADP  would  result  in  the  collection  of  $200  million  additional 
revenue  in  the  case  of  dividends  and  interest  at  an  administrative  cost 
of  $27  million,  withholding  will  result  in  a  revenue  increase  of  $650 
million  at  only  an  administrative  cost  of  $19  million. 

The  system  of  withholding  provided  by  your  committee  while,  of 
course,  it  does  not  completely  eliminate  administrative  problems  for 
dividends  and  interest  recipients  and  payors  nevertheless  is  designed 
to  minimize  these  problems,  particularly  in  the  case  of  the  recipients. 

First,  in  the  case  of  recipients — 

(1)  An  exemption  system  in  the.  case  of  dividends,  most  forms 
of  interest  and  patronage  dividends  means  that  there  would  be 
no  withholding  for  individuals  owing  no  income  tax. 

(2)  In  the  case  of  individuals  where  the  withholding  is  large 
x’elative  to  the  tax  liability,  quarterly  refunds  which  can  be  ob¬ 
tained  during  the  year  give  assurance  that  even  these  taxpayers 
will  not  be  out-of-pocket  the  overwithheld  money  any  appreciable 
period  of  time.  Moreover,  the  system  is  designed  to  minimize 
the  paperwork  for  them. 

(3)  Permitting  corporations  to  claim  credits  for  the  tax  with 
held  on  them  against  their  withholding  on  their  own  dividend  or 
bond  interest  payments,  plus  permitting  them  on  a  quarterly 
basis  to  obtain  refunds  of  any  excess  should  eliminate  almost  all 
effects  of  withholding  in  their  cases. 

(4)  In  the  case  of  tax-exempt  organizations  and  governmental 
units,  permitting  the  claiming  of  credits  for  tax  withheld  on  them 
against  the  withholding  they  already  perform  on  wage  and  salary 
payments  to  their  own  employees,  plus  exemptions  or  exemption 
certificates  in  certain  cases,  plus  the  provision  for  quarterly  re¬ 
funds  should  eliminate  or  minimize  any  withholding  effects  in 
their  cases. 

Second,  by  providing  for  withholding  at  a  uniform  20  percent 
without  any  requirements  for  supplying  receipts  should  ease  prob¬ 
lems  both  for  the  payors  and  the  recipients.  The  even  20-percent 
rate  will  minimize  problems  with  fractions  in  dividend  and  interest 
computations  and  make  it  easy  for  the  individual  to  include  in  his  re¬ 
turn,  and  claim  credit  for,  the  amount  withheld,  merely  by  increasing 
the  80  percent  remaining  after  withholding  bv  25  percent. 

Third,  the  retention  of  a  uniform  withholding  rate  applicable  in  all 
cases,  except  where  the  exemption  certificates  are  filed,  should  hold  to 
a  minimum  the  actual  administrative  problems  of  the  payors  since 
they  will  be  able  to  send  a  single  check  to  the  Government  equal  to 
20  percent  of  their  gross  dividend  or  interest  payments  (apart  from 
those  with  respect  to  which  exemption  certificates  were  filed). 

Fourth,  dividend  and  interest  payors  are  compensated  for  anv  addi¬ 
tional  administrative  costs  they  may  have  by  being  permitted  to  re¬ 
tain  the  use  of  the  withheld  amounts  of  tax  until  1  month  after  the 
end  of  the  quarter  of  their  taxable  year  to  which  the  interest  relates. 
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B.  General  explanation  of  provisions 

The  bill  provides  that  payors  of  interest,  dividends,  and  patronage 
dividends  are  to  withhold  one-fifth  or  20  percent  of  the  payment  they 
would  otherwise  make  to  the  interest,  dividend,  or  patronage  divi¬ 
dend  recipient,  with  certain  exceptions  noted  above.  This  withheld 
amount  is  to  be  paid  over  to  the  Government  by  the  payor  (sec.  3481) 
by  the  last  day  of  the  first  month  after  the  end  of  each  quarter  of  the 
payor’s  taxable  year  (April  30,  July  31,  October  31,  and  January  31 
for  calendar  year  taxpayers) . 

The  recipient  of  the  interest,  dividend,  or  patronage  dividend  pay¬ 
ment  when  he  files  his  own  income  tax  return  can  claim  credit  for  the 
payment  made  by  the  payor  on  his  behalf.  This  withholding  system 
does  not  require  the  attachment  of  any  receipt  by  the  recipient  of  the 
payment  to  his  tax  return  (sec.  3489  provides  a  presumption  that 
amounts  have  been  withheld).  It  also  does  not  require  the  payor  to 
send  the  income  recipient  any  receipt.  Instead,  it  is  presumed  that, 
initially  at  least,  payors  will  indicate  in  some  communication  to  the 
recipient  of  the  payment  that  the  payment  is  “net,”  that  is,  reduced 
by  one-fifth  for  the  amount  withheld  for  the  Government. 

It  is  contemplated  that  the  recipient  of  the  payment  on  his  tax 
return  first  will  report  the  net  interest,  dividend,  or  patronage  dividend 
payment  received^  He  will  then  be  requested  to  add  to  this  amount 
one-fourth  of  the  amount  received,  representing  the  amount  withheld. 
This  is  what  is  referred  to  as  “grossing  up”  the  interest  or  dividend 
payment.  Thus,  for  example,  if  an  individual  were  entitled  to  $100 
of  dividends  before  withholding,  one-fifth  of  this  amount,  or  $20 
would  be  withheld  by  the  payor  and  remitted  to  the  Government. 
The  remaining  $80  would  be  the  net  dividend  payment  received 
by  the  recipient.  This  is  the  amount  he  would  initially  report  on  his 
income  tax  return.  He  would  be  asked  to  add  to  this  one-fourth  of 
this  amount,  or  $20,  bringing  the  total  back  to  the  full  $100  dividend 
payment.  He  would  then  compute  his  income  tax  in  the  usual  man¬ 
ner.  Finally,  the  tax  otherwise  owed  would  be  reduced  by  the 
amount  withheld  with  respect  to  this  dividend  payment,  namely,  $20. 

Under  the  bill,  provision  is  made  for  exemptions  from  withholding 
in  certain  cases  and  also  for  quick  refunds  where  no  tax  is  owed  or  there 
is  overwithholding.  In  addition,  no  withholding  is  provided  in  the 
case  of  certain  types  of  interest  and  other  payments.  \ 

The  withholding  provisions  generally  are  to  be  effective  with  respect 
to  interest  and  dividend  payments  made  after  January  1,  1963.  In 
the  case  of  patronage  dividends,  the  withholding  provisions  will  apply 
to  payments  with  respect  to  patronage  occurring  in  the  first  taxable 
year  of  the  cooperative  beginning  after  January  1,  1963. 

1.  General  definitions  of  interest,  dividends  and  patronage  dividends. — 
The  bill  defines  interest,  dividends,  and  patronage  dividends,  to  which 
withholding  is  to  apply,  in  fairly  broad  terms  and  then  specifies 
certain  exceptions.  The  definitions  are  described  here;  the  discussion 
of  the  exceptions  then  follows. 

The  definition  of  interest  provided  by  the  bill  for  the  most  part  is 
limited  to  payments  made  bv  corporations  where  the  holder  of  the 
indebtedness  is  likely  to  be  an  individual  (although  not  necessarily 
actually  so  in  any  given  case).  In  addition,  where  non-interest- 
bearing  obligations  are  issued  on  a  discount  basis,  no  attempt  is  made 
to  withhold  on  the  payments  received  at  the  time  of  the  redemption 
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of  the  obligation  (except  in  the  case  of  savings  bonds).  Withholding 
is  not  provided  where  discounts  are  involved  because  of  differences  in 
the  tax  treatment  of  original  issue  discount  where  the  obligation  is 
held  to  maturity  by  the  initial  holder  and  where  it  is  acquired  before 
that  time  by  a  subsequent  purchaser. 

In  more  specific  terms,  the  bill  includes  within  the  definition  of 
interest,  to  which  withholding  is  applied,  seven  different  categories 
of  interest  : 

(1)  Interest  on  evidences  of  indebtedness  (such  as  bonds, 
debentures,  notes,  and  certificates)  issued  by  a  corporation  with 
interest  coupons  or  in  registered  form.  In  addition,  there  is  in¬ 
cluded  interest  on  other  types  of  indebtedness  issued  by  a  corpo¬ 
ration  where  the  instrument  is  of  a  type  generally  offered  by  cor¬ 
porations  to  the  public,  but  only  to  the  extent  so  provided  by 
regulations  issued  by  the  Treasury  Department.  This  will  not 
include  interest  on  mortgage  paper  generally,  since  mortgages 
usually  are  not  of  a  type  offered  by  corporations  to  the  public. 

(2)  Bank  account  interest. 

(3)  So-called  dividend  payments  made  by  mutual  savings 
banks,  savings  and  loan  associations,  building  and  loan  associa¬ 
tions,  cooperative  banks,  homestead  associations,  credit  unions, 
etc. 

(4)  Interest  on  amounts  held  by  insurance  companies  under 
an  agreement  to  pay  interest.  This  does  not  include  policyholder 
dividends  but  does  include  interest  on  accumulations  of  such 
dividends  as  well  as  other  amounts  held  at  interest  by  these 
companies.  The  withholding  occurs  at  the  time  the  amounts 
otherwise  are  required  by  law  to  be  reported  as  income. 

(5)  Interest  on  deposits  with  stockbrokers. 

(6)  Interest  on  obligations  of  the  United  States.  This  does 
not  include  any  obligations  issued  at  a  discount,  such  as  Treasury 
bills  (but  see  category  7  below). 

(7)  Interest  on  non-interest-bearing  obligations  of  the  United 
States  issued  at  a  discount  and  having  a  maturity  of  more  than 
1  year  from  the  date  of  issue.  This  is  primarily  interest  on 
series  E  savings  bonds. 

The  definition  of  a  dividend  for  purposes  of  the  withholding  tax  is 
the  same  as  that  provided  by  the  code  for  other  purposes  (as  defined 
in  sec.  316).  However,  in  addition,  “dividends”  are  defined  as  in¬ 
cluding  payments  made  by  stockbrokers  as  substitutes  for  dividends. 
Thus,  if  an  individual  has  sold  stock  short,  his  broker  may  have 
borrowed  stock  for  him  from  another  person  to  cover  his  short  sale. 
If  a  dividend  becomes  payable  during  the  period  of  the  loan  of  the 
stock,  in  such  a  case  the  stockbroker  must  make  a  payment  to  the 
person  from  whom  the  stock  was  borrowed  as  a  substitute  for  the 
dividend  he  would  otherwise  receive  (and  obtain  reimbursement  for 
this  payment  from  the  person  to  whom  the  loan  of  the  stock  was 
made).'  Under  the  bill  such  a  substitute  payment  by  a  stockbroker 
is  treated  as  if  it  were  a  dividend  for  purposes  of  withholding. 

Tn  the  case  of  patronage  dividends  withholding  will  apply  to  those 
paid  in  money,  in  qualified  allocations,  and  in  other  property  except 
nonqualified  allocations.  (See  XVIII-B-3  for  discussion  of  qualified 
allocations.)  In  addition,  in  the  case  of  the  so-called  exempt  farmer’s 
cooperative,  withholding  is  to  apply  to  amounts  not  representing 
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patronage  dividends  where  the  amounts  are  paid  to  patrons  in  money, 
qualified  allocations,  or  other  property  (except  nonqualified  alloca¬ 
tions)  if  the  payment  is  made  on  a  patronage  basis  and  the  earnings 
involved  are  derived  from  business  done  with  the  United  States  or 
from  sources  other  than  patronage  (such  as  investment  income). 
Withholding  does  not,  however,  apply  to  so-called  progress  payments 
made  by  marketing  cooperatives. 

2.  General  exceptions  where  withholding  does  not  apply. — The  bill 
provides  certain  exceptions  to  the  definitions  of  interest,  dividends 
and  patronage  dividends  subject  to  withholding.  In  the  case  of  all 
three  categories  of  payments  the  bill  provides  that  no  withholding  is 
to  occur  with  respect  to  amounts  paid  by  one  corporation  to  another 
where  both  are  members  of  the  same  affiliated  group  and  where  a 
consolidated  return  was  filed  for  income  tax  purposes  in  the  past  year. 
In  such  cases  these  intercompany  transactions  are  “washed  out”  for 
tax  purposes. 

A  second  group  of  payments  to  which  withholding  is  not  to  apply 
in  the  case  of  any  of  these  three  types  of  payments  are  those  made  to 
nonresident  aliens  and  foreign  corporations  where  there  already  is  a 
special  form  of  withholding  by  the  payor  under  present  law,  or  where 
there  would  be  but  for  the  fact  that  the  income  is  not  considered  as 
income  from  sources  within  the  United  States. 

A  third  group  of  payments  to  which  withholding  will  not  apply  are 
interest,  dividend,  or  patronage  dividends  paid  by  foreign  corporations 
not  engaged  in  trade  or  business  within  the  United  States.  The 
corporation  in  such  cases  is  not  subject  to  U.S.  jurisdiction  although 
income  received  from  it  by  a  U.S.  citizen  or  resident  may  be  subject 
to  U.S.  tax. 

In  the  case  of  interest  payments,  exemptions  from  withholding  are 
also  provided  for — 

(1)  Interest  on  tax-exempt  State  and  local  obligations  since 
these  are  not  subject  to  income  tax. 

(2)  Amounts  paid  by  a  foreign  government,  international 
organization,  nonresident  alien  not  engaged  in  a  trade  or  business 
here,  or  a  partnership  not  engaged  in  a  trade  or  business  here 
and  composed  in  whole  or  in  part  of  nonresident  aliens.  (An 
exemption  for  foreign  corporations  not  in  business  here  was 
previously  noted.)  In  such  cases  the  payor  is  not  subject  to 
U.S.  jurisdiction  although  income  received  from  it  may  be  sub¬ 
ject  to  U.S.  tax  in  the  hands  of  a  U.S.  citizen  or  resident. 

(3)  Bank  account  interest  paid  to  foreign  corporations,  non¬ 
resident  aliens,  and  foreign  partnerships.  In  this  case  the  in¬ 
come  is  not  subject  to  U.S.  tax. 

(4)  Amounts  paid  with  respect  to  tax-free  covenant  bonds. 
The  payor  in  such  a  case  is  required  to  pay  the  tax. 

(5)  Amounts  paid  with  respect  to  deposits  in  school  savings 
accounts  to  the  extent  provided  by  regulations.  In  such  cases 
the  exemption  in  general  will  be  limited  to  children,  the  great 
bulk  of  whom  would  in  any  case  owe  no  income  tax. 

(6)  Bank  account,  mutual  thrift  and  Government  series  E  bond 
interest,  paid  to  States,  foreign  governments,  and  international 
organizations.  In  these  cases  the  interest  income  is  not  subject 
to  tax  by  the  United  States. 
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(7)  Amounts  paid  by  a  U.S.  agency  or  instrumenl  alitv  to 
another  U.S.  agency  or  instrumentality  if  the  Secretary  of  the 
Treasury  determines  that  the  withholding  in  this  case  represents 
an  unnecessary  burden.  In  this  case  also  no  tax  would  be  due. 

In  the  case  of  dividends,  the  additional  exceptions  where  withhold¬ 
ing  is  not  to  apply  are  as  follows: 

(1)  Amounts  paid  in  stock  or  stock  rights  where  the  distribu¬ 
tion  is  not  includible  in  the  income  of  the  recipient. 

(2)  Any  distribution  where  the  recipient  treats  the  amount 
received  as  a  capital  gain  or  recognizes  no  gain  or  loss. 

(3)  Amounts  which,  even  though  includible  in  the  income  of 
the  recipient,  are  treated  as  redemptions  of  stock  (sec.  302),  dis¬ 
positions  of  section  306  stock,  additional  consideration  in  connec¬ 
tion  with  certain  reorganizations  (sec.  356),  or  distributions  pur¬ 
suant  to  an  SEC  order  (sec.  1081(e)(2)). 

(4)  Undistributed  amounts  treated  as  dividends  of  corpora¬ 
tions  electing  subchapter  S  treatment  (treatment  similar  to 
partnerships). 

(5)  Amounts  paid  under  a  lease  entered  into  before  1954  where 
the  shareholders  of  the  lessor  corporation  are  entitled  to  the 
amounts  without  deduction  for  any  U.S.  tax. 

In  the  case  of  patronage  dividends,  in  addition  to  the  exceptions 
previously  noted,  where  the  Secretary  of  the  Treasury  determines 
that  a  cooperative  is  primarily  engaged  in  selling  at  retail  goods  or 
services  which  are  generally  for  personal,  living,  or  family  use,  an 
exemption  from  withholding  may  be  provided.  Patronage  "dividends 
in  this  case  are  not  includible  in  the  income  of  the  recipient  and, 
therefore,  need  not  be  subject  to  withholding. 

3.  Exemption  certificates  and  intra-annual  refunds  and  credits  for 
individuals. — To  prevent  hardships  in  the  case  of  those  who  owe  no 
tax  on  their  interest,  dividends,  or  patronage  dividend  payments, 
or  who  are  subject  to  overwithholding,  the  bill  contains  a  series  of 
provisions  providing  for  exemption  from  withholding  or  refunds  or 
credits  of  the  withholding  tax.  Under  this  heading  there  are  presented 
those  provisions  applicable  in  the  case  of  individuals.  This  is  followed 
by  discussioiis  of  the  provisions  applicable  to  governmental  units  and 
tax-exempt  organizations,  to  corporations  generally,  and  finally  to 
nonresident  aliens. 

In  the  case  of  individuals,  interest,  dividend,  and  patronage  divi¬ 
dend  withholding  is  not  to  apply  where  the  individual  files  an  exemp¬ 
tion  certificate  with  the  payor  of  the  dividend  or  interest,  certifying 
that  he  reasonably  believes  he  will  not  be  liable  for  the  payment  of 
any  income  tax  for  the  year  in  question  (sec.  3483). 

For  those  under  age  18,  the  exemption  certificates  can  be  filed 
whether  or  not  the  individual  expects  to  have  any  tax  liability  and 
once  filed,  need  not  be  filed  again.  Instead  the  payors  will  remove 
their  names  from  their  exemption  lists  at  the  first  of  the  year  in  which 
they  become  18.  Permanent  exemption  certificates  are  feasible  in 
the  case  of  children  because  of  the  relatively  small  proportion  of  them 
owing  any  tax. 

The  exemption  certificates  generally  must  be  filed  with  the  dividend 
or  interest  payor  once  a  year.  They  may  be  filed  with  respect  to 
bank  account  interest,  patronage  dividends,  and  certain  dividend 
payments,  but  not  with  respect  to  corporate  or  Government  bond 
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interest  (other  than  savings  bonds  referred  to  below).  An  exception 
is  necessary  for  corporate  and  Government  bond  interest  because 
of  the  difficulty  of  making  exemption  certificates  work  where  these 
bonds  are  transferred  from  one  holder  to  another  between  interest 
payment  dates,  where  one  such  holder  might  be  exempt  and  the  other 
not.  Because  of  problems  in  handling  the  exemption  certificates, 
for  dividends  to  be  eligible  for  exemption  certification  the  stock  must 
not  be  held  in  the  name  of  a  stockbroker  or  other  nominee. 

The  exemption  certificates  apply  in  the  case  of  series  E  savings  bonds 
but  instead  of  filing  one  exemption  certificate  a  year  in  such  cases,  a 
separate  exemption  certificate  is  required  to  be  filed  with  respect  to 
each  transaction  in  which  these  bonds  are  cashed  in.  This  is  necessary 
since  these  bonds  may  be  cashed  at  different  places. 

The  bill  provides  that  anyone  who  willfully  files  an  exemption 
certificate,  knowing  the  certification  to  be  fraudulent  or  false,  is  to 
be  fined  not  more  than  $500  or  imprisoned  for  not  more  than  1  year, 
or  both. 

In  addition  to  the  exemption  certificates  described  above  applicable 
where  there  is  no  tax  liability,  the  bill  provides  for  quarterly  refunds 
payable  during  the  year,  where  there  is  tax  liability  but  the  withholding 
is  expected  to  be  excessive.  In  the  case  of  wage  withholding  it  is 
possible  for  the  payor  to  take  into  account  directly  the  personal  exemp¬ 
tions  of  the  taxpayer.  However,  in  the  case  of  dividend,  interest,  and 
patronage  dividend  withholding,  both  because  there  is  a  much  greater 
chance  of  multiple  pavmrs  and  also  because  of  the  greater  likelihood  of 
the  purchase  or  sale  of  stock  during  the  year,  no  system  of  having  the 
payor  take  exemptions  into  account  appears  feasible.  However, 
much  the  same  effect  is  achieved  by  a  quarterly  refund  system. 
Quarterly  refunds  are  available  to  single  persons  expecting  a  gross 
income  of  less  than  $5,000  and  married  individuals  and  heads  of 
households  expecting  a  gross  income  of  less  than  $10,000  a  year. 
These  quarterly  refunds  in  no  case  are  to  be  available  for  dependent 
children.  (For  treatment  of  refunds  in  their  cases,  see  discussion 
below.) 

Taxpayers  whose  gross  income  is  expected  to  be  below  the  specified 
amount  may  file  one  refund  claim  each  quarter  (at  any  time  during 
the  quarter).  This  claim  may  request  a  refund  for  any  withholding 
on  interest,  dividends,  or  patronage  dividends  up  to  the  amount  of 
the  taxpayer’s  “refund  allowance.”  His  “refund  allowance”  is  22 
percent  of — 

(1)  his  expected  deductions  for  personal  exemptions,  plus 

(2)  his  expected  retirement  income,  less 

(3)  any  other  taxable  income  he  expects  to  receive  which  is 
not  subject  to  dividend  or  interest  withholding. 

A  subtraction  must  also  be  made  for  any  refunds  received  in  earlier 
quarters  during  the  year.  In  effect  this  grants  the  taxpayer  an  exemp¬ 
tion  from  withholding  for  his  personal  exemptions,  retirement  income 
credit,  and  (through  a  22-percent  factor  rather  than  a  20-percent 
factor)  his  standard  deduction  similar  to  the  exemption  provided 
through  employers  for  wage  withholding. 

Actually  the  taxpayer  generally  will  need  to  compute  his  claim  for 
refund  only  in  the  fust  quarter.  In  the  second  and  third  quarters  it 
is  expected  that  the  Internal  Revenue  Service  will  automatically  mail 
him  partially  completed  refund  claims  refund,  based  upon  the  infor- 
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mation  the  taxpayer  previously  submitted.  This  procedure  can  be 
followed  in  all  cases  where  the  taxpayer  indicates  his  income  status 
has  not  changed  significantly  from  his  prior  expectations.  For  the 
fourth  quarter  the  refund  is  to  be  claimed  on  the  regular  tax  return 
of  the  individual  which  he  may  file  immediately  after  the  end  of  the 
year. 

To  minimize  small  adjustments,  the  bill  provides  that  the  intra¬ 
annual  refund  claims  may  be  filed  only  for  amounts  of  $10  or  over. 
However,  where  the  excess  withholding  for  one  quarter  may  be  below 
$10  but  the  cumulative  amount  for  two  or  more  quarters  is  above  $10, 
an  intra-annual  refund  is  thesn  permitted. 

The  manner  in  which  the  quick  refund  works  can  be  illustrated  by 
the  example  of  a  husband  and  wife,  both  over  age  65,  who  receive 
interest  payments  of  $1,500  four  times  a  year.  Assume  that  this  is 
their  only  income  and  it  is  subject  to  withholding.  Assume  further 
that  the  couple  expect  to  file  a  joint  return  for  the  year,  are  allowed 
four  exemptions,  and  that  each  receives  half  of  the  income.  Both  are 
eligible  for  the  maximum  retirement  income  credit. 

Calculation  of  refund  allowance 

(1)  Allowance  for  exemptions  (4X$600) . . . .  $2  4C0 

(2)  Plus:  Allowance  for  retirement  income  credit  ($1,200  for  each  of  them)  .  '  i  400 

(3)  Less:  Income  subject  to  tax,  other  than  dividends  and  interest  subject  to  withholding”!!!!”! 

(4)  Total - - -  _  4  gOQ 

(5)  Refund  allowance  for  year,  22  percent  of  line  (4)_ . . . ---!”!!!!”!”!!””  1’  056 


1st  quarter 

2d  quarter 

3d  quarter 

(6)  Amount  withheld  (20  percent  of  $1,500).  . 

$300 

1,056 

$300 

1,056 

300 

756 

300 

$300 

(7)  Refund  allowance  for  year . 

(8)  Refund  for  prior  quarters 

(9)  Refund  allowance  (7) — (8)  _  . . 

1.056 

300 

456 

300 

(10)  Refund  (smaller  of  (6)  or  (9)) _  . 

At  the  end  of  the  year  the  couple  will  compute  their  tax  ($120)  in 
the  usual  manner.  From  this  they  will  deduct  the  amount  withheld. 
Initially  $1,200  was  withheld  but  through  refunds  in  the  first  three 
quarters  this  was  reduced  to  $300.  After  offsetting  the  tax  of  $120, 
there  still  would  remain  a  refund  of  $180  at  the  end  of  the  year! 
This  could  be  claimed  by  filing  the  final  return  in  January  following 
the  end  of  the  year. 

In  addition  to  the  use  of  exemption  certificates  and  intra-annual 
refunds  as  outlined  above,  taxpayers  required  to  file  declarations  of 
estimated  tax  may  take  credit  on  such  declarations  for  amounts  with¬ 
held  with  respect  to  interest  and  dividends  in  the  same  manner  as 
they  presently  do  in  the  case  of  wage  and  salary  withholding  (sec. 
6015).  ’In  addition,  an  ordinary  annual  refund  claim  may  be  made 
with  respect  to  excessive  withholding  on  interest  and  dividends  as  is 
presently  true  of  wage  withholding  (see  amendment  to  sec.  6401). 

One  further  type  of  crediting  is  also  provided  by  the  bill.  This 
relates  to  withholding  on  interest,  dividends,  and  patronage  dividends 
received  by  dependent  children  of  the  taxpayer  who  have  not  filed 
exemption  certificates.  In  such  cases,  if  the  child  has  not  separately 
filed  a  claim  for  refund,  and  the  child’s  gross  income  is  less  than  $600 
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and  is  not  subject  to  any  wage  withholding,  then  the  parent  of  the 
child  may,  on  the  parent’s  return,  claim  a  credit  for  the  amount  of 
the  withheld  tax  with  respect  to  the  child’s  interest,  dividend,  or 
patronage  dividend. 

4.  Exemption  certificates,  intraannual  refunds  and  credits  for  govern¬ 
ments  and  exempt  organizations. — In  the  case  of  savings  account  and 
Government  savings  bonds  the  bill  provides  that  exemption  cer¬ 
tificates  can  be  filed  by  exempt  organizations  (other  than  exempt 
cooperatives).  In  these  cases  the  exemption  certificates  once  filed 
remain  in  effect  as  long  as  the  organization  is  exempt.  The  same 
effect  is  achieved  in  the  case  of  States,  local  governments,  foreign 
governments  and  international  organizations  by  the  exceptions  making 
withholding  inapplicable  in  the  case  of  the  same  types  of  interest. 

The  bill  also  provides  that  the  governmental  unit  or  tax-exempt 
organization  may  offset  the  withholding  on  dividends  and  interest 
income  it  receives  against  the  amount  it  is  required  to  withhold  with 
respect  to  its  employees  for  social  security  and  Federal  income  tax 
purposes  (sec.  3505). 

In  addition,  refunds  may  be  claimed  in  the  case  of  these  State  or 
local  governments  or  tax-exempt  organizations  for  amounts  not  cred¬ 
ited  in  the  manner  described  above  against  social  security  or  wage 
withholding  taxes.  These  refunds  may  be  made  to  the  governmental 
unit  or  exempt  organization  on  a  quarterly  basis  during  the  year  of 
liability.  Quarterly  refunds  may  also  be  filed  by  the  U.S.  Govern¬ 
ment  and  by  foreign  governments  or  international  organizations  and 
foreign  central  banks  of  issue  (to  the  extent  the  income  on  which  the 
withholding  occurs  in  the  latter  case  is  not  derived  from  any  com¬ 
mercial  banking  functions  (sec.  3485)). 

5.  Credits  or  refunds  for  corporations. — Because  of  the  85-percent 
intercorporate  dividends  received  deduction,  any  net  tax  on  dividends 
received  by  corporations  is  likely  to  be  less  than  8  percent.  In  addi¬ 
tion  to  the  low  rate  of  tax  applicable,  there  has  been  little  difficulty  in 
collecting  tax  from  corporations.  In  view  of  these  considerations, 
the  bill  permits  the  crediting  or  quarterly  refunding  of  the  entire 
amount  withheld  in  the  case  of  amounts  received  by  corporations. 

First,  any  amount  withheld  on  interest  and  dividend  payments 
received  by  corporations  (including  cooperatives)  can  be  claimed  as 
credits  against  the  tax  they  are  required  to  withhold  with  respect  to 
their  own  dividend  and  interest  payments  (sec.  3487).  For  this  pur¬ 
pose,  withholding  on  interest  and  dividends  received  by  one  corpora¬ 
tion  may  be  claimed  as  credit  against  interest  or  dividend  payments 
made  by  another  corporation  which  is  a  member  of  the  same  affiliated 
group. 

Any  amount  withheld  with  respect  to  interest  and  dividends  re¬ 
ceived  by  a  corporation  in  excess  of  the  credits  it  claims  with  respect 
to  its  own  withholding  on  interest  and  dividends  may  be  refunded  to 
the  corporation  on  a  quarterly  basis  (during  the  year  of  liability) 
(sec.  3486).  In  addition,  for  purposes  of  an  estimated  tax  required 
of  a  corporation,  any  amount  withheld  (which  is  not  credited  or  re¬ 
funded  as  provided  above)  may  be  treated  as  a  payment  of  the  cor¬ 
poration’s  estimated  tax  (sec.  6655(f)) 


REVENUE  ACT  OF  1962 


93 


6.  Nonresident  aliens  and  foreign  corporations  in  the  case  of  nom¬ 
inees. — Although  the  present  withholding  statutory  withholding  rate 
on  payments  to  nonresident  aliens  and  foreign  corporations  is  30  per¬ 
cent,  this  rate  has  been  lowered  by  regulations  in  many  cases  to 
conform  with  the  tax  rates  under  treaty  provisions.  As  a  result,  the 
withholding  rate  applicable  in  these  cases  may  be  either  above  or 
below  the  20  percent  applicable  under  this  bill  to  domestic  dividend 
and  interest  payments.  Where  the  dividend  or  interest  payor  makes 
the  payment  directly  to  the  nonresident  alien  or  foreign  corporation, 
as  under  present  law,  he  can  apply  the  proper  withholding  rate. 
However,  under  present  law  where  the  interest  or  dividend  pajror 
makes  the  payment  to  a  nominee,  the  latter  withholds  the  appropriate 
amount. 

Under  the  bill  no  special  problem  exists  where  the  applicable  with¬ 
holding  rate  with  respect  to  the  nonresident  alien  or  foreign  corpora¬ 
tion  exceeds  the  20-percent  domestic  withholding  rate.  In  such  cases 
where  the  nominee  is  the  wit  hholding  agent  he  needs  only  to  withhold 
the  additional  amount.  A  problem  would  exist,  however,  where  the 
applicable  withholding  rate  is  less  than  the  domestic  20-percent  rate. 
This  problem  is  met  in  the  bill  by  providing  that  the  amount  required 
to  be  withheld,  regardless  of  any  treaty  less  than  20  percent.  This, 
of  course,  does  not  change  the  actual  rate  of  tax  in  such  cases  and  any 
excess  amounts  withheld  can  be  recovered  by  the  aliens  through 
refund  claims.  It  is  not  intended  that  any  inference  should  be  drawn 
from  the  amendment  as  to  whether  there  is  presently  any  treaty  re¬ 
quiring  withholding  at  less  than  a  20-percent  rate. 

7.  Obligations  sold  between  interest  payment  dates. — Where  an  inter¬ 
est-bearing  bond  or  other  obligation  is  sold  or  exchanged  between  the 
interest  payment  dates,  the  bill  provides  that  the  amount  withheld 
is  to  be  treated  as  divided  between  the  seller  and  the  purchaser  (or 
transferor  and' transferee)  in  proportion  to  the  time  (with  respect  to 
which  the  interest  relates)  which  each  holds  title  to  the  obligation.  It 
is  anticipated  that  the  buyer  and  seller  in  such  cases  will  take  this 
treatment  into  account  in  the  price  at  which  the  bond  is  sold.  Thus, 
in  the  case  of  a  $100  interest  payment  where  the  seller  of  the  obligation 
has  held  the  bond  for  half  of  the  interest  payment  period  in  question, 
he  presumably  will  demand  $10  less  than  he  otherwise  would  from  the 
purchaser  of  the  bond,  since  he  knows  that  at  the  time  of  reporting 
his  income  for  tax  purposes  he  may  claim  a  credit  equal  to  this 
amount.  Thus,  he  will  demand  of  the  purchaser  one-half  of  the 
“net”  interest  (other  factors  being  equal),  or  one-half  of  $80;  namely, 
$40.  This,  plus  the  $10  for  which  he  can  claim  a  credit,  will  provide 
him  with  the  interest  for  the  half  of  the  period  for  which  he  held  the 
obligation. 

8.  Effective  date. — In  general,  this  provision  is  to  apply  in  the  case 
of  interest  and  dividends  paid  on  or  after  January  1,  1963.  (How¬ 
ever,  in  the  case  of  transferable  obligations,  the  bill  is  to  apply  only  to 
interest  paid  with  respect  to  interest-payment  periods  commencing 
on  or  after  January  1,  1963).  In  the  case  of  patronage  dividends 
paid  on  or  after  January  1,  1963,  the  bill  is  to  apply  with  respect  to 
patronage  occurring  on  or  after  the  first  day  of  the  first  taxable  year  of 
the  cooperative  beginning  on  or  after  January  1,  1963. 
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XXI.  INFORMATION  WITH  RESPECT  TO  FOREIGN 

ORGANIZATIONS 

(Sec.  20  of  the  bill  and  secs.  6038,  6046,  and  6678  of  the  code) 

A.  Reasons  jor  provision 

Representatives  of  the  administration  in  appearances  before  your 
committee  have  asked  for  the  right  to  obtain  more  information  with 
respect  to  operations  of  Americans  abroad.  First,  with  respect  to 
the  annual  information  return,  now  required  of  domestic  corporations 
controlling  foreign  corporations,  it  was  requested  that  this  return  also 
be  required  of  individual  citizens  or  residents  of  the  United  States 
controlling  foreign  corporations.  Second,  in  addition  to  the  various 
specified  types  of  information  now  required  to  be  submitted,  it  was 
also  requested  that  the  Treasury  Department  be  permitted  to  require 
the  furnishing  of  other  information  to  that  which  is  similar  or  related 
in  nature  to  that  specified  in  the  existing  provision.  Third,  existing 
law  requires  the  supplying  of  this  information  with  respect  to  a 
foreign  subsidiary,  or  a  subsidiary  of  such  a  subsidiary.  It  was  desired 
that  this  information  also  be  required  of  any  other  controlled  foreign 
corporation.  Fourth,  it  was  requested  that  the  definition  of  “control” 
be  broadened  to  include  most  of  the  constructive  ownership  rules 
generally  applied  elsewhere  in  the  code. 

The  administration  also  requested  that  the  information  return  now 
required  of  officers,  directors,  and  significant  shareholders  of  foreign 
corporations  upon  the  creation,  organization,  or  reorganization  of  such 
corporations  also  be  required  of  persons  when  they  become  officers, 
directors,  or  important  shareholders. 

In  addition,  the  administration  requested  that  a  civil  penalty  be 
provided  for  those  failing  to  file  the  returns  as  to  organization,  reorgan¬ 
ization,  etc.,  of  foreign  corporations.  The  penalty  in  this  case  is  to  be 
$1,000  unless  it  can  be  shown  that  the  failure  is  due  to  reasonable 
cause. 

Your  committee  agreed  that  the  submission  of  this  additional 
information  was  desirable  to  give  greater  assurance  that  the  proper 
U.S.  taxes  are  paid  in  the  case  of  these  foreign  operations. 

B.  General  explanation  o  f  provision 

1.  Annual  information  return. — -In  1960  (Public  Law  86-780), 
Congress  enacted  legislation  providing  that  domestic  corporations 
must  furnish  with  respect  to  foreign  corporations  which  they  control 
and  also  with  respect  to  foreign  subsidiaries  of  any  such  foreign 
corporations  information  specifying — 

(1)  The  name,  place,  and  nature  of  business  of  the  foreign 
corporation  and  country  of  incorporation; 

(2)  The  accumulated  profits  of  the  foreign  corporation  or 
subsidiary,  including  items  of  income,  deduction,  and  other  items 
taken  into  account  in  computing  these  accumulated  profits; 

(3)  A  balance  sheet  of  the  foreign  corporation  or  foreign 
subsidiary; 

(4)  Transactions  between  the  foreign  corporation  or  foreign 
subsidiary  and  (a)  other  foreign  corporations  or  foreign  subsidi¬ 
aries  controlled  by  the  domestic  corporation,  ( b )  the  domestic 
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corporation  or  (c)  any  shareholder  owning  at  least  10  percent  of 
the  stock  of  the  domestic  corporation;  and 

(5)  A  description  of  the  various  classes  of  stock  outstanding 
and  name  and  address  and  number  of  shares  held  by  each  citizen 
or  resident  of  the  United  States  and  domestic  corporation  holding 
5  percent  or  more  of  the  stock  of  the  foreign  corporation  or 
foreign  subsidiary. 

Corporations  failing  to  supply  the  information  required  received  re¬ 
ductions  in  their  foreign  tax  credit  otherwise  available  with  respect  to 
the  income  derived  from  the  foreign  corporations  or  their  subsidiaries, 
from  10  percent  up,  depending  upon  the  period  of  time  the  failure 
continued. 

Your  committee’s  bill  amends  this  information  provision  in  several 
respects.  First,  it  requires  U.S.  citizens  or  residents,  domestic  part¬ 
nerships  and  domestic  estates  or  trusts  as  well  as  domestic  corpora¬ 
tions  controlling  the  foreign  corporations  to  supply  the  information 
specified.  Second,  “control”  is  redefined  by  adding  most  of  the  con¬ 
structive  ownership  rules  of  the  existing  section  318(a).  Third,  the 
bill  also  extends  somewhat  the  type  of  foreign  corporation  with  re¬ 
spect  to  which  information  must  be  supplied.  Existing  law  applied 
to  foreign  corporations  controlled  by  Americans  and  subsidiaries 
which  they  control.  In  other  words,  it  applies  to  two  levels  of  owner¬ 
ship  of  foreign  corporations.  The  bill  extends  the  requirement  to 
apply  to  any  number  of  levels  of  ownership  so  long  as  there  is  control 
of  the  corporations  involved.  Fourth,  in  addition  to  the  listed  types 
of  information,  the  Treasury  Department  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or  related  in  nature 
to  that  specified. 

2.  Information  with  respect  to  organization,  reorganization,  etc. — - 
Present  law  also  requires  U.S.  citizens  or  residents  who  are  officers  or 
directors  of  a  foreign  corporation  within  60  days  of  its  creation,  organi¬ 
zation  or  reorganization,  and  also  U.S.  persons  who  within  the  same 
60-day  period  own  5  percent  of  more  of  the  value  of  the  stock  of  the 
corporation,  to  supply  information  with  respect  to  this  corporation. 
The  return  is  required  to  contain  such  information  as  the  Secretary 
of  the  Treasury  or  his  delegate  prescribes  by  forms  or  regulation  as 
necessary  to  cany  out  the  provisions  of  the  income  tax  laws. 

Under  existing  law  it  is  possible  to  avoid  this  information  require¬ 
ment  where  the  U.S.  citizen  or  resident  first  becomes  an  officer,  direc¬ 
tor,  or  owner  of  5  percent  or  more  of  the  value  of  the  stock  of  the  cor¬ 
poration  after  the  60-day  period.  To  prevent  this  avoidance  of  the 
information  requirement  the  bill  extends  the  requirement  for  supplying 
the  information  so  that  it  applies  to  those  U.S.  citizens  or  residents 
who  are  officers,  directors,  or  shareholders  with  more  than  a  5-percent 
interest  on  January  1,  1963,  or  who  acquire  such  positions  after  that 
date.  This  information  also  is  to  be  supplied  with  respect  to  share¬ 
holders  whose  holdings  after  that  date  are  increased  to  5  percent  (or 
where  they  acquire  an  additional  5  percent  of  the  stock  of  the  cor¬ 
poration). 

Your  committee  has  also  added  a  new  section  to  the  code  providing 
a  civil  penalty  in  the  case  of  any  person  required  to  file  the  return 
referred  to  here  who  fails  to  do  so  at  the  time  required,  or  who  files 
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a  return  which  does  not  show  the  information  required.  The  penalty 
in  this  case  is  to  be  $1,000  unless  it  is  shown  that  the  failure  is  due  to 
reasonable  cause. 

3.  Effective  dates. — The  amendments  with  respect  to  the  annual 
information  return  apply  with  respect  to  annual  accounting  periods 
of  the  foreign  corporations  beginning  after  December  31,  1962.  The 
amendments  relating  to  the  filing  of  returns  as  to  organization, 
reorganization,  etc.,  of  foreign  corporations  takes  effect  on  January  1, 
1963. 


XXII.  TREATIES 


(Sec.  21  of  bill  and  sec.  7852(d)  of  code) 

Section  7852(d)  of  the  code  provides  that  no  provision  of  the 
Internal  Revenue  Title  is  to  apply  where  its  application  would  be 
contrary  to  any  treaty  obligation  of  the  United  States  in  effect  on  the 
date  of  the  enactment  of  the  Internal  Revenue  Code.  Some  believe 
that  certain  of  the  provisions  of  this  bill  may  contravene  provisions 
of  existing  income  tax  treaties.  Your  committee  in  the  interest  of 
forestalling  any  possible  litigation  on  this  point  desired  to  make  it 
clear  that  section  7852(d)  is  not  to  apply  to  any  provision  contained 
in  this  bill  and  if  any  provision  of  this  bill  should  contravene  any 
existing  tax  treaty,  then  the  new  statutory  law  is  intended  to  have 
precedence  over  the  prior  treaty  obligation. 

XXIII.  NEW  ELECTION  TO  FILE  SEPARATE  RETURNS  WHERE 
CONSOLIDATED  RETURN  HAD  BEEN  FILED 


The  Internal  Revenue  Code  leaves  to  regulations  issued  by  the 
Treasury  Department  requirements  as  to  the  filing  of  consolidated 
returns  by  an  affiliated  group  and  the  requirements  for  changing  from 
a  consolidated  return  to  separate  returns.  Generally  it  has  been  held 
that  a  consolidated  return  once  filed  must  be  continued  in  subsequent 
years  unless  there  is  a  significant  change  in  the  tax  laws.  This  is  a 
matter  which  has  been  considered  by  your  committee  in  connection 
with  this  bill  and  it  believes  that  a  new  election  to  file  separate  returns 
where  a  consolidated  return  has  previously  been  filed  should  be 
available  for  the  first  taxable  year  ending  after  the  date  of  enactment 
of  this  bill. 


TECHNICAL  EXPLANATION  OF  THE  BILL 


=fefegMy.- 


m 


TABLE  OF  CONTENTS  OF  TECHNICAL  EXPLANATION  OF 

THE  BILL 


Page 

Sec.  1.  Short  title,  etc _ _  a5 

(a)  Short  title _  a5 

(b)  Table  of  contents _  a5 

(c)  Amendment  of  1954  Code _  a  5 

Sec.  2.  Credit  for  investment  in  certain  depreciable  property _  a5 

(a)  Allowance  of  credit _ *  a5 

(b)  Rules  for  computing  credit _  a5 

(c)  Certain  corporate  acquisitions _  a27 

(d)  Clerical  amendment _  a27 

(e)  Effective  date _  a27 

Sec.  3.  Appearances,  etc.,  with  respect  to  legislation _  a27 

(a)  In  general _  a27 

(b)  Effective  date _  a28 

Sec.  4.  Disallowance  of  certain  entertainment,  etc.,  expenses _  a28 

(a)  Denial  of  deduction _  a28 

(b)  Traveling  expenses _  a37 

(c)  Effective  date _  a37 

Sec.  5.  Amount  of  distribution  where  certain  foreign  corporations  distrib¬ 
ute  property  in  kind _ _ _  a37 

(a)  Amount  distributed _  a37 

(b)  Basis _  a38 

(c)  Dividends  received  from  certain  foreign  corporations _  a  38 

(d)  Credit  for  foreign  taxes _  a38 

(e)  Effective  date _  a39 

Sec.  6.  Amendment  of  section  482 _  a39 

(a)  In  general _  a39 

(b)  Clerical  amendment _ „ _  a42 

(c)  Effective  date _  a42 

Sec.  7.  Distributions  of  foreign  personal  holding  company  income _  a42 

(a)  Definition  of  foreign  personal  holding  company _  a42 

(b)  Amount  of  undistributed  income _  a42 

(c)  Effective  date _ : _  a43 

Sec.  8.  Mutual  savings  banks,  etc _  a43 

(a)  Reserves  for  losses  on  loans _  a43 

(b)  Foreclosure  on  property  securing  loans _  a49 

(c)  Definition  of  domestic  building  and  loan  association _  a49 

(d)  Clerical  amendments _  a50 

(e)  Repeal  of  exemption  from  communications  and  transpor¬ 

tation  of  persons  taxes _  a50 

(f)  Effective  dates _  a50 

Sec.  9.  Distributions  by  foreign  trusts _  a50 

(a)  Definitions _  a50 

(b)  Accumulation  distributions  of  foreign  trusts _  a52 

(c)  Allocation  of  accumulation  distributions  to  preceding 

years _  a53 

(d)  Amounts  treated  as  received  in  prior  years _  a53 

(e)  Special  rules  for  foreign  trusts _  a53 

(f)  Information  returns  with  respect  to  foreign  trusts _  a55 

(g)  Failure  to  file  information  returns _  a56 

(h)  United  States  person  defined _  a56 

(i)  Technical  amendments _  a56 

(j)  Effective  date _  a56 

Sec.  10.  Mutual  insurance  companies  (other  than  life,  marine,  and  certain 

fire  insurance  companies),  etc _  a56 

(a)  Imposition  of  tax _  a56 

(b)  Taxable  investment  income _  a60 

(c)  Statutory  underwriting  income  or  loss _  a60 

(d)  Mutual  fire  insurance  companies  operating  on  basis  of 

premium  deposits _  a76 

a3 


a4  REVENUE  ACT  OF  19  62 


Sec.  10.  Mutual  insurance  companies — Continued 

(e)  Election  of  certain  mutual  companies  to  be  taxed  on  total  Page 

income _ 1 - -  a78 

(f)  Technical  amendments,  etc.. _  a78 

(g)  Effective  date _  a78 

Sec.  11.  Domestic  corporations  receiving  dividends  from  foreign  corpora¬ 
tions _ _ -'-i -  a79 

(a)  Entire  amount  of  foreign  tax  to  be  taken  into  account. .  a79 

(b)  Inclusion  in  gross  income  of  amount  equal  to  taxes  deemed 

paid _ _ _ a83 

(c)  Determination  of  source  of  dividends  received  from  cer¬ 

tain  foreign  corporations _  a83 

(d)  Repeal  of  section  902(d) _  a84 

(e)  Technical  amendments _  a84 

(f)  Effective  date _  a84 

Sec.  12.  Earned  income  from  sources  without  the  United  States _  a84 

(a)  Limitation  on  amount  and  type  of  income  excluded _  a84 

(b)  Computation  of  employees’  contributions _  a88 

(c)  Effective  date _ _ _  a88 

Sec.  13.  Controlled  foreign  corporations _ - _  a89 

(a)  In  general _  a89 

(b)  Technical  and  clerical  amendments _  a  106 

(c)  Effective  date _ _  a  106 

Sec.  14.  Gain  from  dispositions  of  certain  depreciable  property _  a  107 

(a)  In  general _  a  107 

(b)  Change  in  method  of  depreciation _  a113 

(c)  Salvage  value  of  personal  property _  a  113 

(d)  Special  rule  for  charitable  contributions  of  section  1245 

property - a113 

(e)  Technical  amendments _  a114 

(f)  Effective  date _  a]  15 

Sec.  15.  Foreign  investment  companies _  a  115 

(a)  Treatment  of  sale  of  stock  of  foreign  investment  com¬ 

panies - - -  A 115 

(b)  Conforming  amendments _  a  122 

(c)  Effective  date _  a  123 

Sec.  16.  Gain  from  certain  sales  or  exchanges  of  stock  in  certain  foreign 

corporations _  a123 

(a)  Treatment  of  gain  from  the  redemption,  cancellation, 

or  sale  of  stock  in  certain  foreign  corporations _  a123 

(b)  Clerical  amendment _  a  127 

(c)  Effective  date _ _ _  a  127 

Sec.  17.  Tax  treatment  of  cooperatives  and  patrons _ a127 

(a)  In  general _  a  127 

(b)  Technical  amendments _  a136 

(c)  Effective  dates _ , _  a  137 

Sec.  18.  Inclusion  of  foreign  real  property  in  gross  estate _  a138 

(a)  Amendments  to  include  foreign  real  property _  a  138 

(b)  Effective  date _ ' _  a  138 

Sec.  19.  Withholding  of  income  tax  at  source  on  interest,  dividends,  and 

patronage  dividends _  a] 39 

(a)  In  general -  a139 

(b)  Credits  against  income  tax  for  tax  withheld _  a  157 

(c)  Interest  and  dividends  paid  to  nonresident  aliens,  etc _  a162 

(d)  Credit  for  States  and  tax-exempt  organizations _  a  162 

(e)  Other  technical  amendments _  a  163 

(f)  Effective  dates _ _  a  166 

Sec.  20.  Information  with  respect  to  certain  foreign  entities _  a  167 

(a)  Information  to  be  furnished  by  individuals,  domestic 

corporations,  etc.,  with  respect  to  certain  foreign 
corporations _ _ _  a  167 

(b)  Information  as  to  organization  or  reorganization  of 

foreign  corporations  and  as  to  acquisitions  of  their 
stock -  A 169 

(c)  Civil  penalty  for  failure  to  file  return _ _  a170 

(d)  Technical  amendments _ _ _  a  170 

(e)  Effective  date _ _  a  170 

Sec.  21.  Treaties _ ~ _  a171 


TECHNICAL  EXPLANATION  OF  THE  BILL 

SECTION  1.  SHORT  TITLE,  ETC. 

(а)  Short  title. — Section  1(a)  of  the  bill  provides  that  the  bill  may 
be  cited  as  the  “Revenue  Act  of  1962.” 

(б)  Table  of  contents. — Section  1(b)  of  the  bill  consists  of  a  table  of 
contents  for  the  bill. 

(c)  Amendment  of  1954  Code. — Section  1(c)  of  the  bill  provides  that 
whenever  in  the  bill  an  amendment  or  repeal  is  expressed  in  terms  of 
an  amendment  to  (or  repeal  of)  a  section  or  other  provision,  the 
reference  is  to  be  considered  to  be  made  to  a  section  or  other  provision 
of  the  Internal  Revenue  Code  of  1954. 

SECTION  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN 
DEPRECIABLE  PROPERTY 

(a)  Allowance  of  credit. — Section  2(a)  of  the  bill  redesignates  section 
38  of  the  code  as  section  40  and  inserts  a  new  section  38  in  part  IV  of 
subchapter  A  of  chapter  1  (relating  to  credits  against  tax). 

Subsection  (a)  of  the  new  section  38  provides  that  there  is  to  be 
allowed,  as  a  credit  against  the  tax  imposed  by  chapter  1  of  the  code, 
the  amount  determined  under  the  new  subpart  B,  added  by  section 
2(b)  of  the  bill.  Subsection  (b)  of  the  new  section  38  requires  the 
Secretary  of  the  Treasury  or  his  delegate  to  prescribe  such  regulations 
as  may  be  necessary  to  carry  out  the  purposes  of  the  new  section  38  and 
the  new  subpart  B. 

( b )  Rules  for  computing  credit. — Section  2(b)  of  the  bill  adds  a  new 
subpart  B  to  part  IV  of  subchapter  A  of  chapter  1  of  the  code.  The 
new  subpart  consists  of  three  sections  (sec.  46-48)  which  are  explained 
below. 

SECTION  46.  AMOUNT  OF  CREDIT 

(a)  Determination  of  amount. — Paragraph  (1)  of  section  46(a) 
provides  in  general  that  the  credit  allowed  for  the  taxable  year  is  to 
be  an  amount  equal  to  8  percent  of  the  qualified  investment  as  defined 
in  subsection  (c)  of  section  46.  Under  paragraph  (2)  of  section  46(a) 
the  amount  of  the  credit  may  not  exceed  so  much  of  the  liability  for 
tax  for  the  taxable  year  as  does  not  exceed  $100,000  plus  50  percent  of 
so  much  of  such  liability  as  exceeds  $100,000.  However,  the  $100,000 
amount  provided  by  section  46(a)(2)  is  reduced  in  the  case  of  certain 
married  individuals  filing  separate  returns  (see  sec.  46(a)(4)),  cor¬ 
porations  which  are  members  of  affiliated  groups  (see  sec.  46(a)(5)), 
trusts  and.  estates  (see  sec.  48(f)(3)),  and  certain  other  special  types  of 
taxpayers  referred  to  in  section  46(d). 

Under  paragraph  (3)  of  section  46(a),  the  liability  for  tax  for  the 
taxable  year  is  defined  as  the  tax  imposed  by  chapter  1  (including  the 
■2-percent  tax  on  consolidated  taxable  income)  reduced  by  the  sum  of 
the  credits  against  the  income  tax  allowed  by  sections  33,  34,  35,  and 
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37.  For  purposes  of  determining  the  liability  for  tax,  the  taxes  im¬ 
posed  by  sections  531  and  541  (relating,  respectively,  to  the  accumu¬ 
lated  earnings  tax  and  the  personal  holding  company  tax)  are  not 
considered  taxes  imposed  by  chapter  1.  Thus,  the  liability  for  tax 
as  defined  in  section  46(a)(3)  and  the  credit  allowable  for  the  taxable 
year  under  section  38  are  determined  before  computing  any  tax  im¬ 
posed  by  section  531  or  541. 

Paragraph  (4)  of  section  46(a)  provides  generally  that,  in  the  case 
of  separate  returns  filed  by  a  husband  and  wife,  the  credit  allowed  to 
each  may  not  exceed  so  much  of  the  liability  for  tax  for  the  taxable 
year  as  does  not  exceed  $50,000  plus  50  percent  of  so  much  of  such 
liability  as  exceeds  $50,000.  However,  this  reduction  in  the  limitation 
applies  only  if  the  taxpayer’s  spouse  is  entitled  to  an  investment  credit 
for  the  taxable  year  of  such  spouse  which  ends  with,  or  within,  the 
taxpayer’s  taxable  year.  Such  spouse  may  be  entitled  to  an  invest¬ 
ment  credit  either  because  of  qualified  investment  for  (whether 
directly  made  or  whether  allocated  to  such  spouse  by,  for  example,  a 
subch.  S  corporation  or  a  partnership),  or  because  of  an  unused  credit 
carryover  to,  such  taxable  year. 

Paragraph  (5)  of  section  46(a)  provides  generally  that  the  $100,000 
amount  specified  in  subparagraphs  (A)  and  (B)  of  section  46(a)(2)  is 
to  be  reduced  for  each  corporation  which  is  a  member  of  an  affiliated 
group  by  apportioning  $100,000  among  the  members  of  such  group 
in  the  manner  prescribed  by  regulations  of  the  Secretary  or  his 
delegate.  An  affiliated  group  within  the  meaning  of  section  46(a)(5) 
is  one  described  in  section  1504(a),  except  that  any  corporation  may  be 
treated  as  a  member  of  an  affiliated  group.  Thus,  an  affiliated  group 
for  purposes  of  section  46(a)(5)  may  include  any  of  the  corporations 
excluded  by  section  1504(b)  from  being  a  member  of  an  affiliated 
group  for  purposes  of  filing  a  consolidated  return.  For  example,  an 
affiliated  group  within  the  meaning  of  section  46(a)(5)  could  include 
a  corporation  exempt  from  taxation  under  section  501  or  a  foreign 
corporation. 

The  application  of  the  limitation  provisions  of  section  46(a)  may 
be  illustrated  by  the  following  example: 

The  qualified  investment  of  an  unmarried  taxpayer  is  $2,050,000. 
His  liability  for  tax  for  the  taxable  year  is  $185,000.  The  credit 
computed  without  regard  to  the  limitation  in  section  46(a)(2)  is 
$164,000  (8  percent  of  $2,050,000).  The  allowable  credit  for  the 
taxable  year  is  $142,500  ($100,000  plus  50  percent  of  $85,000). 

(b)  Five-year  carryover  of  unused  credits. — Subsection  (b)  of  section 
46  provides  for  a  5-year  carryover  of  any  unused  credit.  Under  this 
provision,  if  the  credit  earned  during  the  taxable  year  exceeds  the 
limitation  under  section  46(a)(2)  for  that  year  (hereinafter  referred  to 
as  “unused  credit  year”),  the  excess  (the  credit  earned  but  not  used 
to  reduce  tax  for  that  year)  is  carried  forward  and  added  to  the 
amount  which  would  be  allowable  as  a  credit  for  each  of  the  5  suc¬ 
ceeding  taxable  years  to  the  extent  the  unused  credit  is  not  used  to 
reduce  tax  for  taxable  years  intervening  between  the  unused  credit 
year  and  the  succeeding  taxable  year.  The  amount  of  the  unused 
credit  which  may  be  so  taken  into  account  in  any  of  the  5  succeeding 
taxable  years  is  not  to  exceed  the  amount  by  which  the  limitation 
determined  under  section  46(a)(2)  for  such  succeeding  taxable  year 
exceeds  the  sum  of  (1)  the  credit  allowable  for  such  succeeding  taxable 


REVENUE  ACT  OF  19  02 


a7 


year  by  reason  of  investment  made  in  such  year,  and  (2)  other  allow¬ 
able  unused  credits  which  are  attributable  to  years  prior  to  the 
taxable  year  in  which  the  unused  credit  originated.  In  determining 
the  amount  of  the  unused  credit  from  a  prior  taxable  year  which  may 
be  taken  into  account  in  a  succeeding  taxable  year,  the  credit  allowable 
for  the  succeeding  taxable  year  (determined  without  regard  to  carry¬ 
overs  of  unused  credits  to  that  year)  will  first  be  applied.  Unused 
credits  originating  from  taxable  years  prior  to  the  unused  credit  year 
will  be  applied  next.  If  the  credit  earned  and  allowable  for  a  suc¬ 
ceeding  taxable  year,  or  the  unused  credits  originating  from  taxable 
years  prior  to  the  unused  credit  year,  exceed  the  limitation  for  such 
succeeding  taxable  year,  the  unused  credit  from  the  unused  credit 
year  will  be  carried  forward  to  the  next  succeeding  taxable  year. 

The  application  of  the  carryover  of  the  unused  credit  provided  for 
in  subsection  (b)  of  section  46  may  be  illustrated  by  the  following 
example: 

A  taxpayer’s  credit  based  on  his  investment  for  the  taxable  year 

1962  amounts  to  $120,000,  and  the  limitation  under  section  46(a)(2) 
is  $110,000.  The  taxpayer’s  unused  credit  for  1962  amounts  to 
$10,000  ($120,000  minus  $110,000),  which  he  may  carry  forward  to 

1963  and  the  4  succeeding  taxable  years.  The  credit  ’based  on  his 
investment  for  1963  is  $135,000,  and  the  limitation  under  section 
46(a)(2)  is  $120,000.  Since  the  taxpayer  is  limited  to  a  credit  of 
$120,000  for  1963,  his  total  unused  credits  to  be  carried  forward  to 

1964  amount  to  $25,000,  $10,000  from  1962  and  $15,000  from  1963. 
The  credit  based  on  his  investment  for  1964  is  $135,000,  and  the  limi¬ 
tation  under  section  46(a)(2)  is  $140,000.  The  taxpayer  first  applies 
the  $135,000  for  1964  against  the  $140,000  limitation.  He  next  ap¬ 
plies  any  unused  credit  carried  forward  from  1962  against  the  remain¬ 
ing  $5,000  allowable.  Since  the  $10,000  credit  carried  forward  from 
1962  is  in  excess  of  the  $5,000  remaining  amount  allowable  for  1964, 
he  has  unused  credits  to  carry  over  to  1965  of  $20,000,  $5,000  from 
1962  and  $15,000  from  1963. 

(c)  (Qualified  investment. — Paragraph  (1)  of  section  46(c)  defines 
“qualified  investment”  to  mean,  with  respect  to  any  taxable  year,  the 
aggregate  of  the  applicable  percentage  of  the  basis  of  each  new  section 
38  property  placed  in  service  by  tne  taxpayer  during  such  taxable 
year,  plus  the  aggregate  of  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  placed  in  service  by  the  taxpayer  during 
such  taxable  year.  Under  paragraph  (2)  of  section  46(c),  the  appli¬ 
cable  percentage  to  be  applied  to  the  basis  (or  cost)  is:  (1)  33%  per¬ 
cent  if  the  estimated  useful  life  is  4  years  or  more  but  less  than  6  years, 
(2)  66%  percent  if  the  estimated  useful  life  is  6  years  or  more  but  less 
than  8  years,  and  (3)  100  percent  if  the  estimated  useful  life  is  8  years 
or  more. 

The  basis  of  “new  section  38  property”  is  to  be  determined  under 
the  general  rules  for  determining  the  basis  of  property.  Thus,  the 
basis  of  property  purchased  or  constructed  would  generally  be  its 
cost.  If  property  is  acquired  in  a  nontaxable  exchange  to  which 
section  1031  applies  by  trading  in  old  property  and  paying  a  cash 
difference,  the  basis  of  the  newly  acquired  property  would  be  equal 
to  the  adjusted  basis  of  the  old  property,  plus  the  cash  paid. 

The  cost  of  each  “used  section  38  property”  is  to  be  determined  in 
accordance  with  section  48(c)(3)(B).  However,  the  aggregate  cost 
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of  used  section  38  property  which  may  be  taken  into  account  in  any 
taxable  year  in  computing  qualified  investment  cannot  exceed  $50,000. 
(See  sec.  48(c)(2).) 

The  credit  will  apply  to  property  only  for  the  first  taxable  year 
such  property  is  placed  in  service  by  the  taxpayer.  The  date  on 
which  property  is  placed  in  service  is  the  first  date  depreciation  would 
he  allowable  to  the  taxpayer  if  he  computed  his  depreciation  deduction 
on  a  daily  basis.  Thus,  in  determining  the  date  an  asset  is  placed  in 
service,  the  fact  that  the  taxpayer,  in  computing  his  depreciation 
allowance,  uses  an  assumed  timing  of  additions  under  one  of  the 
“averaging  conventions”  is  to  be  disregarded,  but  only  for  the  pur¬ 
poses  of  the  investment  credit. 

The  estimated  useful  life  of  any  property  is  to  be  determined  as  of 
the  time  such  property  is  placed  in  service  by  the  taxpayer,  and  with 
reference  to  the  useful  life  in  the  hands  of  the  taxpayer.  Thus,  if 
a  taxpayer  acquires  used  section  38  property  with  a  remaining  useful 
life  of  3  years  in  his  hands,  such  property  will  not  qualify  regardless 
of  the  original  estimated  useful  life  to  the  previous  owner.  See 
section  48(d)  for  the  useful  life  to  be  used  by  certain  lessees.  The 
estimate  of  the  useful  life  is  to  be  based  on  the  facts  and  circum¬ 
stances  known  on  the  date  the  asset  is  placed  in  service. 

An  estimated  useful  life  must  be  assigned  to  each  separate  property. 
Thus,  if  a  taxpayer  is  using  a  multiple-asset  account,  he  must  assign 
a  useful  life  to  each  asset  in  such  account  for  the  purpose  of  computing 
his  qualified  investment.  If  a  taxpayer  is  using  a  method  of  depreci¬ 
ation,  such  as  the  units  of  production  method,  which  does  not  meas¬ 
ure  useful  life  in  terms  of  years,  he  must  estimate  useful  life  in  years 
in  order  to  compute  his  qualified  investment. 

The  provisions  of  paragraphs  (1)  and  (2)  of  section  46(c)  may  be 
illustrated  by  the  following  examples: 

Example  (f).— Corporation  Y  acquires  and  places  in  service  during 
1962  the  following  new  and  used  section  38  assets: 


Property 

Estimated 
useful  life 

Basis  or  cost 

A  (new) _  _ _ _ _ _ 

Years 

5 

$60,000 
90,000 
150,000 
30, 000 

10 

6 

4 

Corporation  Y’s  qualified  investment  for  1962  is  $220,000  deter¬ 
mined  in  the  following  manner: 


Property 

Basis  or  cost  times  applicable  percentage 

Qualified 

investment 

A  .  _ _ _ 

$60,000X3313  percent _  _ 

$20,000 
90,000 
100, 000 
10,000 

B  _ 

$90,000X100  percent . . . . 

C  .  _ 

$150,000  X  66^3  percent _ 

D  . . . 

$30,000X3313  percent _ 

220,000 

Example  (2). — Mr.  X,  unmarried,  owns  and  operates  a  business  as 
a  sole  proprietorship  and  reports  income  on  a  calendar  year  basis. 
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He  is  also  a  member  of  the  XYZ  partnership,  which  is  also  on  a 
calendar  year  basis.  During  1962  Mr.  X  acquires  and  places  in 
service  in  his  sole  proprietorship  a  new  section  38  property  having 
an  estimated  useful  life  of  9  years  and  a  basis  of  $25,000.  Also 
during  1962  the  XYZ  partnership  acquires  and  places  in  service  a  new 
section  38  property  having  an  estimated  useful  life  of  4  years  to  the 
partnership  and  a  basis  of  $18,000. 

X’s  share  of  the  basis  of  the  new  section  38  property  acquired  by 
partnership  XYZ  is  $6,000.  X’s  qualified  investment  for  1962  is 
$27,000,  composed  of  $25,000  from  his  sole  proprietorship  (basis  of 
$25,000  times  applicable  percentage,  100  percent),  and  $2,000  attrib¬ 
utable  to  the  property  of  the  XYZ  partnership  (basis  of  $6,000  times 
applicable  percentage,  33K  percent). 

Public  utility  property 

Paragraph  (3)  (A)  of  section  46(c)  provides  that  in  the  case  of  section 
38  property  which  is  public  utility  property,  the  amount  of  the 
qualified  investment  is  to  be  50  percent  of  the  amount  ascertained 
under  section  46(c)(1)  with  respect  to  such  property. 

Paragraph  (3)(B)  of  section  46(c)  defines  “public  utility  property” 
as  property  used  predominantly  in  the  trade  or  business  of  the  furnish¬ 
ing  or  sale  of  (i)  electrical  energy,  water,  or  sewage  disposal  services, 
(ii)  gas  through  a  local  distribution  system,  (iii)  telephone  service,  or 
(iv)  telegraph  service  by  means  of  domestic  telegraph  operations  (as 
defined  in  sec.  222(a)(5)  of  the  Communications  Act  of  1934,  as 
amended;  47  U.S.C.,  sec.  222(a)(5)),  if  the  rates  for  such  furnishing 
or  sale  have  been  established  or  approved  by  a  State  (as  defined  in 
sec.  7701  (a)  (10)  of  the  code)  or  political  subdivision  thereof,  by  an 
agency  or  instrumentality  of  the  United  States,  or  by  a  public  service 
or  public  utility  commission  or  other  similar  body  of  any  State  or 
political  subdivision  thereof.  The  term  “established  or  approved” 
by  a  State,  etc.,  includes  the  filing  of  a  schedule  of  rates  with  any  of 
the  named  bodies  having  the  power  to  approve  such  rates,  even  though 
such  body  has  taken  no  action  on  the  filed  schedule. 

If  a  taxpayer  is  engaged  in  one  or  more  regulated  activities  enu¬ 
merated  in  section  46(c)(3)(B)  (hereinafter  referred  to  as  a  utility 
activity)  and  is  also  engaged  in  a  separate  trade  or  business  that  is 
not  considered  a  utility  activity,  property  used  in  the  latter  trade  or 
business  is  not  subject  to  the  reduction  contained  in  paragraph  (3) (A) 
of  section  46(c).  If  property  is  used  by  a  taxpayer  both  in  a  utility 
activity  and  a  nonutility  activity,  the  characterization  of  such  prop¬ 
erty  is  to  be  based  on  the  predominant  use  of  such  property  during 
the  taxable  year  the  property  is  placed  in  service.  Once  property 
is  characterized  as  public  utility  property,  the  fact  that  in  any  subse¬ 
quent  year  such  property  is  used  predominantly  in  the  nonutility 
business  i@  to  be  disregarded. 

“Public  utility  property”  includes  property  leased  to  a  taxpayer 
which  uses  such  property  predominantly  in  a  utility  activity.  Thus, 
property  leased  to  a  taxpayer  which  uses  the  property  predominantly 
in  a  utility  activity  during  a  taxable  year  is  to  be  treated  as  public 
utility  property  for  purposes  of  computing  the  lessor’s  credit.  “Public 
utility  property”  also  includes  property  which  is  leased  to  others  by 
a  taxpayer  where  the  leasing  of  such  property  is  part  of  its  utility 
activity. 
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Section  38  property  which  is  not  public  utility  property  is  not 
subject  to  the  50-percent  reduction  contained  in  section  46(c)(3)(A). 
Thus,  for  example,  in  the  case  of  property  which  is  used  predomi¬ 
nantly  in  international  telegraph  operations,  which  is  not  used  pre¬ 
dominantly  outside  the  United  States,  and  which  otherwise  qualifies 
as  section  38  property,  the  qualified  investment  is  to  be  determined 
without  reduction  by  reason  of  section  46(c)(3)(A). 

The  provisions  of  section  46(c)  (3)  may  be  illustrated  by  the  following 
example: 

Corporation  X  is  engaged  in  a  trade  or  business  of  furnishing  tele¬ 
phone  services,  the  rates  of  which  have  been  established  by  a  public 
utility  commission.  Corporation  X  is  also  engaged  in  a  separate 
nonutility  trade  or  business.  During  1962  corporation  X  acquires 
and  places  in  service  two  new  section  38  properties,  each  with  a  basis 
of  $30,000  and  an  estimated  useful  life  of  7  years.  One  of  these 
properties  is  used  exclusively  in  the  utility  activity.  The  other 
property  is  also  used  at  times  in  the  utility  activity,  but  is  used  in  the 
separate  nonutility  trade  or  business  more  than  50  percent  of  the 
time  during  the  taxable  year  1962.  Corporation  X’s  qualified  invest¬ 
ment  is  $30,000,  which  includes  $20,000  attributable  to  nonutility 
property  ($30,000  basis  times  applicable  percentage,  66%  percent) 
plus  $10,000  attributable  to  public  utility  property  (50  percent  times 
($30,000  basis  times  applicable  percentage,  66%  percent)). 

(d)  Limitations  with  respect  to  certain  persons. — Subsection  (d)  of 
section  46  limits  the  applicability  of  the  credit  with  respect  to  certain 
persons.  Paragraph  (1)  of  section  46(d)  provides  that  both  the 
qualified  investment  and  the  $100,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)(2)  are  to  be  equal  to  a  ratable 
share  of  such  items  in  the  case  of  the  following  organizations: 

(1)  mutual  savings  banks,  cooperative  banks,  and  domestic 
building  and  loan  associations,  to  which  section  593  applies; 

(2)  regulated  investment  companies  and  real  estate  investment 
trusts  subject  to  tax  under  subchapter  M;  and 

(3)  cooperative  organizations  described  in  section  1381(a). 

Under  paragraph  (2)  (A)  of  section  46(d),  in  the  case  of  a  mutual 

savings  bank,  etc.,  its  ratable  share  of  the  qualified  investment  and  the 
$100,000  amount  specified  in  subparagraphs  (A)  and  (B)  of  section 
46(a)(2)  is  equal  to  50  percent  of  such  items. 

Under  paragraph  (2)(B)  of  section  46(d),  in  the  case  of  a  regulated 
investment  company  or  a  real  estate  investment  trust,  the  qualified 
investment  and  the  $100,000  amount  specified  in  subparagraphs  (A) 
and  (B)  of  section  46(a)(2)  are  to  be  taken  into  account  in  the  same 
proportion  as  its  taxable  income  (as  defined  in  sec.  852(b)(2)  or  section 
857(b)(2),  respectively)  bears  to  such  taxable  income  computed  with¬ 
out  regard  to  the  deduction  for  dividends  paid  (as  defined  in  sec. 
852(b)(2)(D)  or  857(b)(2)(C),  respectively). 

Under  paragraph  (2)(C)  of  section  46(d),  a  cooperative  organiza¬ 
tion  described  in  section  1381(a)  is  to  take  into  account  its  qualified 
investment  and  the  $100,000  amount  snecified  in  subparagraphs  (A) 
and  (B)  of  section  46(a)(2)  in  the  same  proportion  as  its  taxable 
income  bears  to  its  taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts  the  tax  treatment 
of  which  is  determined  without  regard  to  subchapter  T  (sec.  1381  and 
following).  Thus,  in  the  case  of  a  taxable  year  of  a  cooperative 
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organization  beginning  before  January  1,  1963,  the  denominator  of  the 
proportion  for  such  organization  is  determined  by  adding  to  its  taxable 
income  any  patronage  dividends  which  are  excluded  or  deducted  and 
any  nonpatronage  distributions  which  are  deducted  under  section 
522(b)(1).  In  the  case  of  any  taxable  year  of  the  organization 
beginning  after  December  31,  1962,  the  denominator  is  determined  by 
adding  to  taxable  income  (in  addition  to  amounts  to  which  sec.  1382 
(b)  or  (c)  applies)  any  amounts  of  the  type  described  in  the  preceding 
sentence  which  are  excluded  or  deducted  without  regard  to  section 
1382  (b)  or  (c)  because  they  are  attributable  to  patronage  occurring 
before  1963. 

If  any  of  these  special  taxpayers  to  which  section  46(d)  applies 
are  members  of  an  affiliated  group  as  defined  in  section  46(a)(5), 
the  $100,000  amount  specified  in  subparagraphs  (A)  and  (B)  of  section 
46(a)(2)  is  to  be  reduced  in  accordance  with  section  46(a)(5)  before 
determining  the  ratable  share  of  such  item  under  section  46(d). 

The  provisions  of  section  46(d)  may  be  illustrated  by  the  following 
example: 

The  total  qualified  investment  of  a  regulated  investment  company 
is  $150,000,  and  its  investment  company  taxable  income  is  $50,000 
after  taking  into  account  the  deduction  for  dividends  paid  provided 
by  section  852(b)(2)(D),  and  $1  million  without  regard  to  such 
deduction.  Such  organization’s  qualified  investment  would  be  $7,500 

^$150,000X^0^0  qqq^-  Similarly,  the  $100,000  amount  specified  in 
subparagraphs  (A)  and  (B)  of  section  46(a)(2)  would  be  reduced  to 
$5,000  ^IOO^OOX^^qi’^qqq^  and  the  50-percent  limitation  of  sec¬ 
tion  46(a)(2)(B)  would  apply  to  the  tax  liability  in  excess  of  $5,000. 

SECTION  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38  PROPERTY 

(a)  In  general. — Section  47  provides,  in  general,  for  an  adjustment 
of  prior  credits  (and  credit  carryovers)  and  an  increase  in  the  tax 
imposed  by  chapter  1  if  property  (1)  is  disposed  of  or  otherwise  ceases 
to  be  section  38  property  with  respect  to  the  taxpayer  before  the  close 
of  the  useful  life  which  was  taken  into  account  with  respect  to  such 
property  in  computing  the  credit,  or  (2)  becomes  public  utility  prop¬ 
erty.  Subsection  (a)  of  section  47  provides  that  adjustments  due  to 
the  application  of  section  47  and  increases  in  tax  resulting  from  such 
adjustments  are  to  be  determined  under  regulations  prescribed  by 
the  Secretary  or  his  delegate. 

Early  disposition,  etc. 

Under  paragraph  (1)  of  section  47(a),  the  tax  for  a  taxable  year  in 
which  property  is  disposed  of  or  otherwise  ceases  to  be  section  38 
property  before  the  close  of  the  useful  life  which  was  taken  into  account 
in  computing  the  credit  is  to  be  increased  by  the  amount  by  which 
the  credits  allowed  under  section  38  for  all  prior  taxable  years  have 
been  decreased  by  reason  of  adjustments  of  the  credits  for  such  taxable 
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years.  Such  adjustment  is  to  be  made  by  recomputing  qualified 
investment  for  the  year  in  which  the  basis  (or  cost)  of  the  property 
that  ceases  to  be  section  38  property  was  included  in  qualified  invest¬ 
ment  and  by  recomputing  the  credit  (and  credit  carryovers)  accord¬ 
ingly.  Qualified  investment  is  to  be  recomputed  by  substituting, 
in  lieu  of  the  estimated  useful  life  of  the  property  that  was  originally 
taken  into  account  in  applying  the  applicable  percentage,  the  period 
beginning  with  the  time  such  property  was  placed  in  service  by  the 
taxpayer  and  ending  with  the  time  such  property  ceased  to  be  section 
38  property.  This  period  is  hereinafter  referred  to  as  the  actual  period 
of  use.  In  determining  the  amount  of  the  aggregate  decrease  in  the 
credits  allowed  for  all  prior  taxable  years,  due  regard  is  to  be  accorded 
any  previous  recomputations  of  qualified  investment,  credits,  and 
credit  carryovers  resulting  from  a  prior  application  of  section  47. 
Of  course,  if  the  actual  period  of  use  would  have  no  effect  on  the 
appropriate  applicable  percentage  to  be  applied,  no  adjustment  is 
necessary.  Thus,  for  example,  if  the  estimated  useful  life  is  10  years, 
and  a  disposition  occurs  resulting  in  an  actual  period  of  use  of  8  years, 
no  adjustment  results,  since  the  applicable  percentage  remains  100 
percent  in  either  case. 

Except  as  provided  in  section  47(b),  whenever  section  38  property 
is  disposed  of,  such  property  ceases  to  be  section  38  property  with 
respect  to  the  taxpayer.  In  general,  property  will  be  considered  dis¬ 
posed  of  whenever  it  is  sold,  exchanged,  transferred,  distributed, 
involuntarily  converted,  or  disposed  of  by  gift.  Thus,  a  cessation  will 
occur  when  property  is  contributed  to  a  partnership  or  to  a  corpora¬ 
tion.  (However,  see  sec.  47(b)  for  an  exception  where  the  contribu¬ 
tion  of  property  constitutes  a  mere  change  in  the  form  of  operating 
the  trade  or  business.)  Generally,  the  lease  of  property  is  not  con¬ 
sidered  to  be  a  disposition  for  purposes  of  applying  section  47.  How¬ 
ever,  if  a  taxpayer  leases  out  property  which  he  would  ordinarily 
dispose  of  by  sale  or  exchange  and  it  appears  that  a  purpose  of  the 
lease  is  to  avoid  the  application  of  section  47,  then  such  lease  will  be 
considered  a  disposition. 

Additional  examples  of  property  ceasing  to  be  section  38  property 
include  (1)  property  (or  a  portion  thereof)  which  is  no  longer  subject 
to  depreciation  with  respect  to  the  taxpayer  because,  for  example,  it 
is  shifted  from  a  business  to  a  personal  use,  (2)  property  which  is  used 
in  any  taxable  year  predominantly  outside  the  United  States  by  a 
governmental  unit,  etc.  Similarly,  property  of  a  partnership  (or 
subch.  S  corporation  or  estate  or  trust)  ceases  to  be  section  38  prop¬ 
erty  with  respect  to  the  taxpayer  (partner,  shareholder,  or  beneficiary) 
when  such  taxpayer  sells  his  interest  in  the  partnership  (or  shares  of 
stock  or  beneficial  interest).  Furthermore,  when  section  38  property 
is  leased,  and  the  lessor  elects  to  treat  the  lessee  as  the  purchaser  of 
the  property  under  section  48(d),  a  termination  of  the  lease  and  dis¬ 
position  of  the  property  by  the  lessee  will  result  in  the  application  of 
section  47  with  respect  to  the  lessee. 

The  provisions  of  section  47(a)(1)  may  be  illustrated  by  the  follow¬ 
ing  example : 

Corporation  X  acquires  and  places  in  service  a  new  section  38  asset 
on  January  1,  1963.  Such  asset  has  a  basis  of  $30,000  and  an  esti¬ 
mated  useful  life  of  8  years.  Assuming  this  is  the  only  section  38 
asset  corporation  X  places  in  service  during  its  taxable  year  ending 
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December  31,  1963,  X’s  qualified  investment  is  $30,000  ($30,000 
basis  times  applicable  percentage,  100  percent).  Such  investment 
entitles  X  to  a  credit  of  $2,400  (8  percent  times  $30,000).  Corpora¬ 
tion  X’s  liability  for  tax  for  1963  is  $100,000,  and  X  reduces  its  tax 
liability  by  the  full  $2,400.  On  January  1,  1968,  corporation  X  sells 
such  asset.  There  will  be  added  to  the  taxes  imposed  by  chapter  1  for 
X’s  taxable  year  ended  December  31,  1968,  $1,600  which  is  the  aggre¬ 
gate  decrease  in  credits  allowed  resulting  solely  from  substituting  a  5- 
year  life  for  such  asset  in  computing  qualified  investment  in  1963. 
The  sum  of  $1,600  is  arrived  at  by  first  applying  an  applicable  percent¬ 
age  of  33 %  percent  to  the  basis,  resulting  in  an  adjusted  qualified 
investment  of  $10,000  ($30,000  basis  times  33%  percent,  the  appli¬ 
cable  percentage  based  on  the  actual  period  of  use  of  5  years).  Since 
the  recomputed  qualified  investment  results  in  an  adjusted  credit 
of  $800  (8  percent  times  $10,000)  the  aggregate  decrease  in  credits  is 
$1,600  ($2,400  credit  allowed  minus  $800  adjusted  credit). 

Property  becomes  public  utility  property 

Section  47(a)(2)  provides  that  the  credit  is  to  be  adjusted  if  during 
any  taxable  year  any  property  previously  taken  into  account  in  de¬ 
termining  qualified  investment  as  nonutility  property  becomes  pub¬ 
lic  utility  property.  Property  becomes  public  utility  property  if  in 
any  one  taxable  year  the  property  is  used  predominantly  in  a  trade 
or  business  described  in  section  46(c)(3)(B)  by  the  taxpayer  or  by  a 
person  leasing  such  property  from  the  taxpayer.  Once  such  prop¬ 
erty  becomes  public  utility  property  in  the  hands  of  the  taxpayer,  the 
fact  that  in  any  subsequent  year  such  property  is  used  by  such  tax¬ 
payer  predominantly  in  a  nonutility  activity  is  to  be  disregarded. 
(See  sec.  46(c)(3)(B)  for  the  definition  of  public  utility  property.) 

In  such  a  case,  the  tax  liability  for  the  taxable  year  in  which  the 
property  becomes  public  utility  property  is  to  be  increased  by  the 
amount  that  the  credits  allowed  under  section  38  for  all  prior  taxable 
years  is  decreased  by  the  adjustment.  The  adjustment  is  to  be  made 
by  treating  the  property  as  public  utility  property  beginning  with  the 
year  the  property  was  placed  in  service,  but  with  due  regard  to  the 
use  of  the  property  as  nonutility  property  before  such  change  in  use. 
For  purposes  of  the  adjustment,  it  is  assumed  that  the  property  will 
continue  to  be  used  as  section  38  public  utility  property  for  the  esti¬ 
mated  useful  life  of  the  property  which  was  taken  into  account  in 
computing  the  credit  in  the  year  the  property  was  placed  in  service. 

The  following  table  indicates  the  applicable  percentage  to  be  applied 
to  the  basis  (or  cost)  of  property  which  becomes  public  utility  prop¬ 
erty  for  purposes  of  adjusting  the  credit.  This  table  takes  into 
account  the  50-percent  reduction  required  by  section  46(c)(3)(A)  in 
the  case  of  public  utility  property,  and  gives  due  regard  to  the  period 
during  which  the  property  is  used  as  nonpublic  utility  property  before 
the  change  in  use. 
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Original  estimated  useful  life 


4  to  6  years 

6  to  8  years 

8  years  or 
more 

If,  before  becoming  utility  property,  property  is  held  as  non¬ 
utility  property: 

16  % 
33H 
33M 

33^ 

50 

50 

66% 

66% 

83% 

33  '% 

66% 

100 

Thus,  if  property  with  an  original  estimated  useful  life  of  8  years 
is  used  predominantly  as  public  utility  property  after  use  as  non¬ 
utility  property  for  4  years,  the  applicable  percentage  to  be  used  in 
adjusting  the  credit  under  section  47(a)(2)  is  66%  percent  (in  lieu  of 
the  applicable  percentage  of  100  originally  used  for  nonutility  property 
having  a  useful  life  of  8  years  or  more).  If  property  becomes  public 
utility  property  and  section  47(a)(2)  applies,  and  if  such  property  is 
subsequently  disposed  of  or  used  in  a  manner  causing  section  47(a)(1) 
to  apply,  proper  adjustment  for  the  fact  that  section  47(a)(2)  has 
previously  applied  is  to  be  made  in  applying  section  47(a)(1). 

Carryovers  adjusted 

Section  47(a)(3)  provides  that  carryovers  of  unused  credits  under 
section  46(b)  are  to  be  adjusted  by  reason  of  a  disposition  or  other 
cessation  described  in  section  47(a)(1),  or  by  reason  of  a  change  in 
use  described  in  section  47(a)(2).  Thus,  even  if  the  recomputation 
of  qualified  investment  required  by  section  47(a)(1)  does  not  result  in 
a  decrease  in  the  credits  allowed,  credit  carryovers  are  to  be  adjusted. 

The  provisions  of  section  47 (a)  (3)  may  be  illustrated  by  the  following 
example: 

In  1962,  corporation  X  acquired  and  placed  in  service  a  number  of 
section  38  assets.  One  of  these  was  asset  A  which  has  a  basis  of 
$300,000  and  an  estimated  useful  life  of  8  years.  X’s  qualified  invest¬ 
ment  and  tax  liability  for  such  year  were  $2  million  and  $200,000,  re¬ 
spectively.  In  1962,  X’s  tentative  credit  was  $160,000  (8  percent  times 
$2  million),  but  because  of  the  limitation  contained  in  section  46(a)(2) 
the  credit  allowed  for  such  year  was  $150,000  ($100,000  plus  50  percent 
of  $100,000).  Therefore,  a  $10,000  credit  carryover  was  available 
for  1963  and  succeeding  years.  On  January  1,  1969,  X  trades  in 
asset  A  in  exchange  for  a  new  asset.  Under  these  facts,  corporation  X 
must  adjust  its  credit  for  1962  by  recomputing  the  qualified  invest¬ 
ment  attributable  to  asset  A.  The  original  qualified  investment 
with  respect  to  asset  A  was  $300,000  ($300,000  basis  times  applicable 
percentage,  100  percent);  the  recomputed  qualified  investment  is 
$200,000  ($300,000  basis  times  applicable  percentage,  66%  percent 
based  on  the  actual  period  of  use  of  asset  A).  Therefore,  the  total 
recomputed  qualified  investment  is  $1,900,000  ($2  million  minus 
$100,000).  In  this  case,  the  adjustment  of  the  credit  for  1962  will 
not  affect  the  credit  allowed  in  1962  but  will  reduce  the  credit  allowable 
as  a  carryover  to  1963  and  succeeding  years.  This  is  because  in 
recomputing  the  credit,  X’s  credit  is  reduced  to  $152,000  (8  percent 
times  $1,900,000).  Since  X’s  adjusted  credit  is  still  in  excess  of  the 
limitation  of  $150,000  for  1962,  there  is  no  decrease  in  credits  allowed 
in  1962,  and  hence  no  increase  in  X’s  tax  liability  for  1969  attributable 
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to  credits  allowed  in  1962.  Thus,  only  the  $10,000  unused  credit 
carryover  from  1962  is  affected  by  the  recomputation.  Such  carry¬ 
over  as  adjusted  is  $2,000  ($152,000  adjusted  credit  for  1962  minus 
$150,000  credit  used  in  1962).  To  the  extent  more  than  $2,000  of  the 
original  carryover  from  1962  has  been  used  by  the  taxpayer  as  a  credit 
against  tax  for  1963  or  any  succeeding  vear,  such  credits  shall  be 
adjusted  and  the  decrease  attributable  thereto  will  be  added  to  X’s 
1969  tax.  However,  if  no  more  than  $2,000  of  the  original  $10,000 
unused  credit  carryover  has  been  used  as  a  credit  against  tax,  the 
result  of  the  adjustment  would  be  only  to  reduce  the  credit  carryover. 

(6)  Section  not  to  apply  in  certain  cases— Subsection  (b)  of  section 
47  provides  exceptions  to  the  adjustments  required  by  section  47(a). 

The  first  exception  provides  that  section  47(a)  will  have  no  appli¬ 
cation  to  the  transfer  of  property  which  arises  by  reason  of  an  indi¬ 
vidual  taxpayer’s  death.  Thus,  on  the  death  of  an  individual  tax¬ 
payer,  the  transfer  of  the  decedent’s  property  interests  to  his  personal 
representative  or  heirs  will  be  disregarded.  Nor  will  section  47(a) 
apply  to  the  transfer  of  a  deceased  taxpayer’s  interest  held  in  joint 
tenancy  (either  as  a  joint  tenant,  or  a  tenant  by  the  entirety)  to  the 
surviving  owners  of  the  property.  The  effect  of  this  provision  is  that 
all  properties  held  by  a  decedent  at  the  time  of  his  death  for  which  the 
credit  has  been  granted  will  be  deemed  held  by  the  decedent  for  the 
useful  life  estimated  by  the  decedent  in  computing  his  credits. 

Another  exception  provided  by  subsection  (b)  of  section  47  is  that 
section  47 (a)  will  not  apply  to  the  transfer  of  property  to  the  acquiring 
corporation  in  a  transaction  to  which  section  381(a)  applies.  (See 
sec.  381(c)  (23)  for  the  treatment  to  be  accorded  the  acquiring  corpora¬ 
tion  with  respect  to  the  credits  of  the  acquired  corporation,  including 
the  sec.  47  adjustments  with  respect  to  dispositions  by  the  acquiring 
corporation  of  property  transferred  by  the  acquired  corporation.) 

In  addition,  subsection  (b)  of  section  47  provides,  in  effect,  a  sus¬ 
pension  of  the  application  of  section  47  (a)  where  there  has  been  a 
mere  change  in  the  form  of  conducting  a  trade  or  business  so  long  as 
(1)  the  property  is  retained  in  such  trade  or  business  as  section  38 
property,  and  (2)  the  taxpayer  retains  a  substantial  interest  in  such 
trade  or  business.  On  the  occurrence  of  any  event  which  results  in 
a  failure  to  meet  either  of  the  conditions  described  above,  the  property 
will  be  deemed  to  cease  to  be  section  38  property  when  such  event 
occurs.  Thus,  in  determining  whether  the  property  ceases  to  be 
section  38  property  before  the  close  of  its  useful  life,  the  period  the 
property  was  held  as  section  38  property  before  the  mere  change  in 
form  of  conducting  the  trade  or  business  will  be  tacked  on  to  the 
period  beginning  with  the  change  in  form  and  ending  with  the  occur¬ 
rence  of  the  event  which  results  in  a  failure  to  meet  either  of  the 
conditions  specified  in  the  first  sentence  of  this  paragraph. 

The  phrase  “a  mere  change  in  the  form  of  conducting  the  trade  or 
business”  (whether  through  incorporation,  the  formation  of  a  partner¬ 
ship,  or  otherwise)  applies  only  to  cases  where  the  properties  of  a 
trade  or  business  are  transferred.  Thus,  the  transfer  of  section  38 
assets  to  a  newly  formed  corporation  in  a  transaction  to  which  section 
351  applies  will  not  fall  within  the  scope  of  the  exception  unless  the 
transaction  involves  the  transfer  of  the  trade  or  business  in  which 
such  assets  were  used. 
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The  determination  of  whether  the  taxpayer  has  retained  a  substantial 
interest  in  the  trade  or  business  is  to  be  made  immediately  after  the 
change  in  form  of  conducting  the  business,  as  well  as  after  each  time 
the  taxpayer  disposes  of  a  portion  of  his  interest  in  the  new  enter¬ 
prise.  However,  in  any  case  where  a  taxpayer’s  interest  in  the  business 
of  the  new  enterprise  remains  constant  in  relation  to  his  former 
interest,  the  taxpayer  will  be  considered  as  having  retained  a  sub¬ 
stantial  interest  in  the  trade  or  business.  Thus,  where  a  taxpayer 
owns  a  5-percent  interest  in  a  partnership,  and  after  the  incorporation 
of  that  partnership  the  taxpayer  retains  a  5-percent  interest  in  the 
corporation,  the  taxpayer  will  be  considered  as  having  retained  a 
substantial  interest  in  the  trade  or  business  as  of  the  date  of  the  change 
in  form. 

The  provisions  of  section  47(b)  may  be  illustrated  by  the  following 
examples: 

Example  ( 1 ). — On  July  1,  1962,  the  XYZ  partnership  acquires  and 
places  in  service  asset  A,  a  new  section  38  asset,  with  a  basis  of  $30,000 
and  an  estimated  useful  life  of  8  years.  One-third  of  the  basis  of 
such  asset  is  taken  into  account  by  each  of  the  three  partners  of  the 
XYZ  partnership  in  computing  their  individual  credits.  On  January 
1,  1964,  the  XYZ  partnership  transfers  all  of  its  assets  to  the  XYZ 
corporation,  a  newly  formed  corporation,  in  exchange,  for  all  of  the 
stock  of  XYZ  corporation.  Such  stock  is  then  transferred  pro  rata 
to  the  partners.  The  XYZ  corporation  continues  to  operate  the  same 
trade  or  business  formerly  conducted  as  a  partnership.  On  September 
1,  1970,  the  XYZ  corporation  sells  asset  A.  Assuming  all  the  partners 
have  continuously  retained  a  substantial  interest  in  the  XYZ  corpo¬ 
ration  and  asset  A  was  used  in  the  business  as  a  section  38  asset  until 
September  1,  1970,  no  adjustment  is  required  under  section  47  since 
the  total  holding  period  of  asset  A  for  each  partner  exceeds  8  years 
(18  months  while  used  by  the  XYZ  partnership  and  80  months  while 
used  by  the  XYZ  corporation  or  a  total  of  8  years  and  2  months). 

Example  (2). — On  January  1,  1962,  the  X  corporation  acquires  and 
places  in  service  a  new  section  38  property  (with  an  estimated  useful 
life  of  6  years)  which  it  takes  into  account  in  computing  a  credit. 
Such  property  is  used  in  X’s  manufacturing  business.  X  corporation 
is  also  engaged  in  a  separate  personal  service  business.  In  1963.  the 
X  corporation  transfers  the  assets  of  the  manufacturing  business 
(including  the  sec.  38  property  upon  which  the  X  corporation  took  a 
credit)  to  a  newly  formed  corporation,  the  Y  corporation.  X  corpo¬ 
ration  then  transfers  to  its  shareholders  all  of  the  stock  of  the  Y 
corporation.  Since  the  X  corporation  does  not  retain  a  substantial 
interest  in  the  manufacturing  business,  section  47(a)  will  apply  to  the 
transfer  of  the  assets  to  Y  corporation. 

(c)  Special  rule. — Subsection  (c)  of  section  47  provides  a  special 
rule  for  treating  the  increase  in  tax  resulting  from  the  adjustment  of 
the  credit.  In  general,  such  increase  in  tax  will  be  treated  as  a  tax 
imposed  by  chapter  1.  However,  it  will  not  be  so  treated  few  purposes 
of  determining  the  amount  of  the  credits  under  section  33  (relating  to 
tax  of  foreign  countries  and  possessions  of  the  United  States),  section 
34  (relating  to  dividends  received  by  individuals),  section  35  (relating 
to  partially  tax-exempt  interest  received  by  individuals),  section  37 
(relating  to  retirement  income),  and  section  38  (relating  to  investment 
in  certain  depreciable  property).  Thus,  the  increase  in  tax  is  not  to 
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be  taken  into  account  in  determining  a  taxpayer's  liability  for  tax  as 
defined  in  section  46(a)(3),  and  hence  will  have  no  effect  on  the  limita¬ 
tion  contained  in  section  46(a)(2).  However,  all  adjustments  to  credit 
carryovers  to  the  current  taxable  year  resulting  from  a  cessation  or 
change  in  use  during  such  taxable  year  are  to  be  taken  into  account 
in  determining  the  amount  of  credit  carryovers  which  may  be  used  for 
such  year. 

SECTION  48.  definitions;  special  rules 

(a.)  Section  38  property. — Section  48  contains  various  definitions  and 
special  rules  necessary  to  the  application  of  the  investment  credit. 
Section  48(a)  defines  the  type  of  property  investment  which  will 
qualify  for  the  credit. 

In  general 

The  term  “section  38  property”  is  defined  by  section  48(a)(1)  as 
property  which  is  tangible  personal  property,  or  which  is  other 
tangible  property  (not  including  a  building  and  its  structural  com¬ 
ponents)  but  only  if  such  other  property  is  used  as  an  integral  part 
of  manufacturing,  production,  extraction,  or  of  furnishing  transporta¬ 
tion,  communications,  electrical  energy,  gas,  water,  or  sewage  dis¬ 
posal  services,  or  is  a  research  or  storage  facility  used  in  connection 
with  any  of  the  foregoing  activities.  The  property  described  above, 
however,  must  be  property  with  respect  to  which  depreciation  (or 
amortization  in  lieu  of  depreciation)  is  allowable,  and  such  property 
must  have  a  useful  life  of  4  years  or  more  (determined  as  of  the  time 
such  property  is  placed  in  service).  (See  the  discussion  of  useful  life 
in  this  report  under  sec.  46(c),  relating  to  qualified  investment.) 

If  an  asset  is  in  part  subject  to  an  allowance  for  depreciation  and 
in  part  nondepreciable,  only  the  proportionate  part  of  the  asset 
which  is  subject  to  depreciation  will  qualify  as  section  38  property. 
Thus,  if  an  asset  is  used  80  percent  of  the  time  in  a  trade  or  business 
and  is  used  20  percent  of  the  time  for  personal  purposes,  only  80 
percent  of  such  property  will  qualify  as  section  38  property  subject 
to  depreciation.  Further,  property  does  not  qualify  to  the  extent 
it  is  treated  as  property  which  is  used  for  personal,  living,  and  family 
purposes  under  section  274  (relating  to  disallowance  of  certain  enter¬ 
tainment,  etc.,  expenses). 

Property  may  qualify  as  section  38  property  if  amortization  is 
allowable  with  respect  to  such  property  in  lieu  of  depreciation. 
Amortization  in  lieu  of  depreciation  is  allowable,  for  example,  if  a 
lessee  makes  improvements  on  leased  property  which  have  a  longer 
estimated  useful  life  than  the  remaining  term  of  the  lease  and  amortizes 
the  cost  of  such  improvements  over  the  remaining  term  of  the  lease. 

Tangible  personal  property  may  qualify  as  section  38  property 
irrespective  of  whether  it  is  used  as  an  integral  part  of  manufactur¬ 
ing,  production,  or  extraction  or  of  the  furnishing  of  transportation, 
communications,  electrical  energy,  gas,  water,  or  sewage  disposal 
services.  Local  law  definitions  will  not  be  controlling  for  purposes 
of  determining  the  meaning  of  the  term  “tangible  personal  property.” 
For  purposes  of  section  48,  the  term  “tangible  personal  property” 
includes  any  tangible  property  except  land,  and  improvements  there¬ 
to,  such  as  buildings  or  other  inherently  permanent  structures  thereon 
(including  items  which  are  structural  components  of  such  buildings 
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or  structures).  Assets  accessory  to  the  operation  of  a  business,  such 
as  machinery,  printing  presses,  transportation  or  office  equipment, 
refrigerators,  individual  air-conditioning  units,  grocery  counters,  etc., 
generally  constitute  tangible  personal  property  for  purposes  of  section 
48,  even  though  such  assets  may  be  termed  fixtures  under  local  law. 
Further,  assets  in  the  nature  of  machinery  will  be  considered  “tangi¬ 
ble  personal  property”  for  purposes  of  section  48  whether  they  are 
placed  within  or  without  a  building  or  other  structure.  Thus,  for 
example,  a  gasoline  pump,  or  a  hydraulic  car  lift,  although  not  within 
any  structure,  will  nevertheless  be  considered  “tangible  personal 
property.”  Intangible  property,  such  as  patents  and  copyrights, 
does  not  qualify  as  section  38  property. 

Buildings  and  structural  components  thereof  are  not  eligible  for 
the  credit.  The  term  “building”  is  to  be  given  its  commonly  accepted 
meaning,  that  is,  a  structure  or  edifice  enclosing  a  space  within  its 
walls,  and  usually  covered  by  a  roof.  It  is  the  basic  structure  of  an 
improvement  to  land  the  purpose  of  which  is,  for  example,  to  provide 
shelter  or  housing  or  to  provide  working,  office,  display,  or  sales  space. 
The  term  would  include,  for  example,  the  basic  structure  used  as  a 
factory,  office  building,  warehouse,  theater,  railway  or  bus  station, 
gymnasium,  or  clubhouse.  The  term  “structural  components”  of  a 
building  includes  such  parts  of  the  building  as  central  air-conditioning 
and  heating  systems,  plumbing,  and  electric  wiring  and  lighting 
fixtures,  relating  to  the  operation  and  maintenance  of  the  building. 

In  addition  to  tangible  personal  property,  other  tangible  property 
(not  including  a  building  and  its  structural  components)  used  as  an 
integral  part  of  the  manufacturing,  production,  or  extraction  process 
or  as  an  integral  part  of  a  system  of  furnishing  transportation,  commu¬ 
nications,  electrical  energy,  gas,  water,  or  sewage  disposal  services  may 
qualify  for  the  credit  .  Property  is  to  be  considered  as  being  used  as  an 
integral  part  of  a  system  of  furnishing  transportation,  communica¬ 
tions,  electrical  energy,  gas,  water,  or  sewage  disposal  services  only 
if  such  property  is  used  by  one  engaged  in  the  trade  or  business  of 
furnishing  such  services.  Thus,  if  a  manufacturing  firm  constructs 
an  airstrip  for  use  by  airplanes  operated  for  the  convenience  of  its 
officers  and  employees,  such  airstrip  would  not  qualify  as  section  38 
property  since  the  manufacturing  firm  is  not  engaged  in  the  trans¬ 
portation  business. 

The  terms  “manufacturing,”  “production,”  “extraction,”  and  the 
businesses  of  furnishing  “transportation,”  “communications,”  “elec¬ 
trical  energy,”  “gas,”  “water,”  or  “sewage  disposal”  services  are  to 
be  given  their  commonly  accepted  meaning.  Thus,  for  example, 
manufacturing  or  production  includes  the  construction,  reconstruction, 
or  making  of  property  from  or  with  scrap,  salvage,  or  junk  material, 
as  well  as  from  new  or  raw  material,  (1)  by  processing,  manipulating, 
refining,  or  changing  the  form  of  an  article,  or  (2)  by  combining  or 
assembling  two  or  more  articles,  and  includes  the  cultivation  of  the 
soil  and  the  raising  of  livestock  and  other  farm  produce.  Section  38 
property  would  include,  for  example,  property  used  as  an  integral 
part  of  the  extraction,  processing,  refining,  and  fabrication  of  minerals 
or  mineral  products';  the  growing,  raising,  processing,  and  packing  or 
packaging  of  foodstuffs;  the  operation  of  sawmills  and  the  production 
of  lumber  and  lumber  products  and  other  building  materials;  and  the 
manufacture,  treatment,  and  packaging  of  textiles,  paper,  leather 
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goods,  glass,  etc.  Examples  of  transportation  businesses  would  be 
railroads  and  airlines.  Examples  of  communications  businesses  would 
include  businesses  furnishing  telephone  and  telegraph  services  or  radio 
or  television  broadcasting  stations. 

In  order  to  qualify  for  the  credit,  property  (other  than  tangible 
personal  property  and  research  or  storage  facilities  used  in  the  specified 
activities)  must  be  used  as  an  integral  part  of  one  or  more  of  the 
specified  activities.  Thus,  for  example,  section  38  property  would 
ordinarily  not  include  such  assets  as  pavements,  parking  areas, 
advertising  displays,  outdoor  lighting  facilities,  or  swimming  pools 
which,  although  used  as  a  part  of  the  overall  business  operation,  are 
not  used  directly  in  the  specified  activities.  Specific  examples  of 
qualifying  property  which  normally  would  be  used  as  an  integral 
part  of  one  of  the  specified  activities  are  blast  furnaces,  oil  and  gas 
pipelines,  and  railroad  tracks  and  signals.  Fences  will  qualify  as 
section  38  property  where  used  as  an  integral  part  of  a  specified 
activity  as,  for  example,  where  used  in  connection  with  the  raising  of 
livestock. 

Research  or  storage  facilities  (other  than  buildings)  are  eligible  for 
the  credit  if  used  in  connection  with  any  of  the  specified  activities, 
although  such  property  is  not  an  integral  part  of  the  activity. 

Property  used  outside  the  United  States 

Subparagraph  (A)  of  section  48(a)(2)  provides  that,  subject  to  cer¬ 
tain  exceptions  contained  in  subparagraph  (B)  of  that  section,  the 
term  “section  38  property”  does  not  include  property  used  predomi¬ 
nantly  outside  the  United  States  (as  defined  in  sec.  7701(a)(9)).  The 
term  “predominantly  outside  the  United  States”  means  that  the 
property  must  be  physically  located  outside  the  United  States  more 
than  50  percent  of  the  time  during  any  one  taxable  year.  Thus,  if 
property  is  originally  placed  in  service  in  the  United  States  and  a 
credit  is  received  on  such  property,  but  such  property  is  thereafter  in 
any  one  year  used  predominantly  outside  the  United  States,  such 
property  ceases  to  be  section  38  property  with  respect  to  the  taxpayer 
who  obtained  the  credit,  regardless  of  the  fact  that  the  property  is 
later  returned  to  the  United  States.  Furthermore,  if  property  is 
originally  placed  in  service  by  the  taxpayer  outside  the  United  States 
and  is  used  predominantly  outside  the  United  States  during  the  tax¬ 
able  year  originally  placed  in  service,  such  property  cannot  qualify 
as  section  38  property  with  respect  to  such  taxpayer. 

Subparagraph  (B)(i)  of  section  48(a)(2)  provides  that  any  aircraft 
which  is  registered  by  the  Administrator  of  the  Federal  Aviation 
Agency  and  which  is  operated,  whether  on  a  scheduled  or  nonscheduled 
basis,  to  and  from  the  United  States  may  be  section  38  property  even 
though  it  is  used  predominantly  outside  the  United  States.  The 
term  “to  and  from”  the  United  States  is  not  intended  to  exclude  an 
aircraft  which  makes  flights  from  one  point  in  a  foreign  country  to 
another  such  point,  as  long  as  such  aircraft  returns  to  the  United 
States  with  some  degree  of  frequency. 

Subparagraph  (B)(ii)  provides  that  rolling  stock  of  a  domestic 
railroad  corporation  subject  to  part  I  of  the  Interstate  Commerce 
Act  which  is  used  within  and  without  the  United  States  does  not  lose 
its  eligibility  for  the  credit  even  though  it  is  used  predominantly 
outside  the  United  States.  For  the  purposes  of  subparagraph  (B)(ii) 
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the  term  “rolling  stock”  means  locomotives,  freight  and  passenger 
train  cars,  floating  equipment,  and  miscellaneous  transportation 
equipment  on  wheels,  the  expenditures  for  which  are  chargeable  to  the 
equipment  investment  accounts  in  the  uniform  system  of  accounts 
for  railroad  companies  prescribed  by  the  Interstate  Commerce 
Commission. 

Subparagraph  (B)(iii)  provides  that  any  vessel  which  is  documented 
under  the  laws  of  the  United  States  and  which  is  operated  in  the 
foreign  or  domestic  commerce  of  the  United  States  may  qualify  as 
section  38  property. 

Subparagraph  (B)(iv)  provides  that  any  motor  vehicle  of  a  United 
States  person  (as  defined  in  sec.  7701  (a)  (30))  which  is  operated  to  and 
from  the  United  States  with  some  degree  of  frequency  may  be  section 
38  property  even  though  predominantly  used  outside  the  United 
States. 

Subparagraph  (B)(v)  provides  that  any  container  of  a  United  States 
person  which  is  used  in  the  transportation  of  property  to  and  from 
the  United  States  may  be  section  38  property  even  though  used 
predominantly  outside  the  United  States. 

Subparagraph  (B)(vi)  provides  that  property  (other  than  vessels  or 
aircraft)  of  a  United  States  person  which  is  used  for  the  purposes  of 
exploring  for,  developing,  removing,  or  transporting  resources  from 
the  outer  Continental  Shelf  of  the  United  States  (within  the  meaning 
of  sec.  2  of  the  Outer  Continental  Shelf  Lands  Act  as  amended  and 
supplemented;  43  U.S.C.,  sec.  1331)  may  be  section  38  property. 
Thus,  for  example,  the  credit  may  be  allowed  for  offshore  drilling 
equipment. 

Property  used  for  lodging 

The  first  sentence  of  paragraph  (3)  of  section  48(a)  provides  that 
the  term  “section  38  property”  does  not  include  property  which  is 
used  predominantly  to  furnish  lodging  or  is  used  predominantly  in 
connection  with  the  furnishing  of  lodging.  Thus,  if  property  is  used 
predominantly  to  furnish  lodging  in  the  year  it  is  placed  in  service, 
it  does  not  qualifv  as  section  38  property.  If  property  on  which  a 
credit  has  been  allowed  is  used  predominantly  to  furnish  lodging  in 
any  subsequent  year,  such  property  will  cease  to  be  section  38  prop¬ 
erty.  Property  which  is  generally  considered  to  be  used  to  furnish 
lodging  includes  beds  and  other  furniture  and  fixtures  used  in  the 
accommodations  for  lodging. 

The  second  sentence  of  section  48(a)(3)  provides  two  exceptions 
to  the  rule  excluding  from  the  credit  property  used  for  lodging  or  in 
connection  with  the  furnishing  of  lodging.  Subparagraph  (A)  of  such 
second  sentence  provides  that  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facilities  on  the  same 
basis  that  they  are  available  to  persons  using  the  lodging  facilities 
may  qualify  for  the  credit.  For  example,  tangible  personal  property 
used  in  a  restaurant  or  pharmacy  may  qualify  as  section  38  property 
notwithstanding  the  fact  that  the  restaurant  or  pharmacy  is  operated 
in  connection  with  lodging  facilities  such  as  an  apartment  house. 
However,  the  furniture  and  fixtures,  rugs,  draperies,  etc.  used,  for 
example,  in  the  lobby  of  an  apartment  house  would  be  excluded  since 
they  are  furnished  in  connection  with  the  furnishing  of  lodging  and 
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since  the  lobby  of  an  apartment  house  is  not  a  nonlodging  commercial 
facility. 

Subparagraph  (B)  of  the  second  sentence  of  section  48(a)(3)  pro¬ 
vides  that  property  used  by  a  hotel  or  motel  in  connection  with  the 
trade  or  business  of  furnishing  lodging  may  qualify  for  the  credit 
where  the  predominant  portion  of  the  accommodations  is  used  by 
transients.  Thus,  if  more  than  half  of  the  rooms  used  to  accommo¬ 
date  guests  of  a  hotel  or  motel  are  normally  used  on  a  transient  basis, 
the  property  used  in  such  hotel  or  motel  may  qualify  for  the  credit 
even  though  it  is  used  in  connection  with  furnishing  lodging.  Con¬ 
versely,  if  less  than  half  of  the  accommodations  are  normally  used  on 
a  transient  basis,  none  of  the  property  used  in  the  hotel  or  motel  may 
qualify  for  the  credit  except  for  property  used  in  connection  with  a 
nonlodging  commercial  facility. 

Property  used  by  tax-exempt  organizations 

Paragraph  (4)  of  section  48(a)  provides  that  property  used  by  an 
organization  (other  than  a  cooperative  described  in  sec.  521)  which 
is  exempt  from  the  tax  imposed  by  chapter  1  of  the  code  shall  be 
treated  as  section  38  property  only  if  such  property  is  used  predomi¬ 
nantly  in  an  unrelated  trade  or  business  the  income  of  which  is  sub¬ 
ject  to  tax  under  section  511.  The  term  “property  used  by”  an 
organization  exempt  from  tax  includes  property  leased  to  such  an 
organization,  as  well  as  property  leased  by  such  an  organization  to 
another  person.  Thus,  if  property  does  not  qualify  under  section 
48(a)(4)  because  it  is  leased  to  an  organization  exempt  from  tax,  no 
credit  is  allowable  to  the  lessor  with  respect  to  such  property. 

Property  used  by  governmental  units 

Paragraph  (5)  of  section  48(a)  also  excludes  from  the  term  “sec¬ 
tion  38  property”  property  used  by  the  United  States,  any  State  (as 
defined  in  sec.  7701  (a) (10)  of  the  code)  or  political  subdivision  thereof, 
any  international  organization  (as  defined  in  sec.  7701  (a)  (18)  of  the 
code),  or  any  agency  or  instrumentality  of  any  of  the  foregoing. 

(b)  New  section  38  property. — Subsection  (b)  of  section  48  provides 
that,  for  purposes  of  the  credit,  “new  section  38  property”  means  only 
section  38  property,  the  construction,  reconstruction,  or  erection  of 
which  is  completed  by  the  taxpayer  after  December  31,  1961,  or 
acquired  by  the  taxpayer  after  that  date  provided  the  original  use  of 
such  property  commences  with  the  taxpayer  and  commences  after 
such  date.  In  the  case  of  property  constructed,  reconstructed,  or 
erected  by  the  taxpayer,  there  is  to  be  taken  into  account  in  deter¬ 
mining  the  basis  of  such  property  only  that  portion  of  the  basis  which 
is  properly  attributable  to  construction,  reconstruction,  or  erection 
after  December  31,  1961.  The  principles  applicable  under  section 
167(c)  of  the  code  are  to  be  applied  under  section  48(b)  in  determining, 
for  example,  when  the  property  is  acquired  by  the  taxpayer,  whether 
the  original  use  of  the  property  commences  with  the  taxpayer,  and 
the  portion  of  the  basis  of  property  completed  after  December  31, 
1961,  which  is  attributable  to  construction,  reconstruction,  or  erection 
after  that  date. 

(c)  Used  section  38  property.- — Paragraph  (1)  of  section  48(c) 
defines  the  term  “used  section  38  property”  as  section  38  property 
acquired  by  purchase  after  December  31,  1961,  which  is  not  new 
section  38  property. 
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Used  section  38  property  does  not  include  property  which,  after  its 
acquisition  by  the  taxpayer,  is  used  by  a  person  who  used  such  prop¬ 
erty  before  such  acquisition.  This  rule  also  applies  where  the  prop¬ 
erty  after  acquisition  by  the  taxpayer  is  used  by  a  person  who  is 
related  to  a  person  who  used  the  property  before  acquisition.  Such 
person  will  be  considered  as  related  if  the  relationship  is  one  described 
in  section  179(d)(2)  (A)  or  (B)  (as,  for  example,  where  the  parties  are 
members  of  an  affiliated  group,  as  defined  in  sec.  48(c)(3)(C)).  Thus, 
if  property  were  sold  under  a  sale  and  leaseback  arrangement,  such 
property  in  the  hands  of  the  purchaser-lessor  would  not  be  used  sec¬ 
tion  38  property  since  the  property,  after  its  acquisition,  is  being  used 
by  the  same  person  who  used  it  before  the  acquisition.  Similarly, 
where  a  taxpayer  has  been  leasing  property,  and  subsequently  pur¬ 
chases  such  property  (whether  or  not  the  lease  contained  a  purchase 
option  feature),  such  property  is  not  used  section  38  property  with 
respect  to  such  taxpayer,  since  it  is  being  used  by  the  person  who  used 
such  property  before  its  acquisition.  In  addition,  if  property  owned 
by  a  lessor  is  sold  subject  to  a  lease  or  is  sold  upon  the  termination  of  a 
lease,  the  property  will  not  qualify  as  used  section  38  property  with 
respect  to  the  purchaser,  if  thereafter  the  property  is  used  by  a  lessee 
who  used  the  property  before  the  acquisition.  For  purposes  of  apply¬ 
ing  the  rule  contained  in  section  48(c)(1),  property  will  be  considered 
used  by  a  person  only  if  a  substantial  use  is  made.  Thus,  property 
would  not  be  disqualified  as  used  section  38  property  merely  because  a 
person  using  the  property  after  acquisition  had  also  made  some  casual 
use  of  it  before  acquisition. 

Dollar  limitation 

Under  subparagraph  (A)  of  section  48(c)(2),  the  cost  of  used 
section  38  property  which  may  be  taken  into  account  under  section 
46(c)(1)(B)  in  computing  qualified  investment  for  any  taxable  year 
is  not  to  exceed  $50,000.  If  the  total  cost  of  used  section  38  property 
placed  in  service  during  the  taxable  year  exceeds  $50,000,  the  taxpayer 
must  select  the  particular  assets  he  wishes  to  be  taken  into  account 
in  computing  qualified  investment  (but  not  to  exceed  an  aggregate 
cost  of  $50,000).  The  selection  of  the  specific  assets  to  be  taken  into 
account  is  to  be  made  at  the  time  and  in  the  manner  prescribed  by 
regulations.  Such  selection  may  be  changed  only  in  the  manner 
and  to  the  extent  provided  by  the  regulations.  Thus,  if  a  taxpayer 
has  a  cost  of  used  section  38  property  of  $25,000  acquired  in  con¬ 
nection  with  the  operation  of  a  sole  proprietorship,  $30,000  allocated 
to  him  from  a  subchapter  S  corporation,  and  $20,000  which  is  his 
share  of  the  cost  of  used  section  38  property  acquired  by  a  partnership 
of  which  he  is  a  member,  he  may  select  from  the  total  of  $75,000  the 
particular  assets  which  he  wishes  to  take  into  account  for  purposes  of 
computing  qualified  investment.  If  the  assets  selected  all  have  useful 
lives  of  between  4  and  6  years,  the  maximum  qualified  investment 
in  used  section  38  property  will  be  $16,667.  If  the  assets  selected 
all  have  useful  lives  in  excess  of  8  years,  qualified  investment  in  used 
section  38  property  would  be  $50,000. 

Subparagraph  (B)  of  section  48(c)(2)  provides  that  in  the  case  of  a 
husband  or  wife  filing  a  separate  return,  the  cost  of  used  section  38 
property  that  may  be  taken  into  account  is  not  to  exceed  $25,000. 
If  this  subparagraph  applies,  and  such  cost  exceeds  $25,000,  the 
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husband  or  wife  may  select,  under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate,  the  assets  to  be  taken  into  account, 
but  only  to  the  extent  of  an  aggregate  cost  of  $25,000.  Subparagraph 
(B)  shall  apply,  however,  only  if  the  spouse  of  the  taxpayer  has  pur¬ 
chased  (or  has  been  allocated)  used  section  38  property  which  may  be 
taken  into  account  in  qualified  investment  for  the  taxable  year  of 
such  spouse  which  ends  within  or  with  the  taxpayer’s  taxable  year. 
Thus,  if  both  husband  and  wife  have  purchased  (or  have  been  allo¬ 
cated)  any  used  section  38  assets  for  the  taxable  year  (as  described 
above)  and  they  file  separate  returns,  the  maximum  cost  of  used  section 
38  property  which  may  be  taken  into  account  by  each  is  $25,000;  but 
if  only  one  spouse  has  purchased  (or  has  been  allocated)  any  used 
section  38  assets,  such  spouse  may  take  into  account  $50,000  of  the 
cost  of  used  section  38  property. 

Subparagraph  (C)  of  section  48(c)(2)  provides  that  in  the  case  of  an 
affiliated  group,  the  $50,000  limitation  is  to  be  reduced  for  each 
member  of  the  group  by  apportioning  the  $50,000  limitation  among 
the  members  of  the  affiliated  group  in  accordance  with  their  respective 
amounts  of  used  section  38  property  which  may  be  taken  into  account. 
The  phrase,  “their  respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account”,  has  reference  to  the  total  cost  of 
used  section  38  property  without  regard  to  the  $50,000  limitation  or 
the  applicable  percentages  to  be  applied  in  computing  qualified 
investment.  An  affiliated  group  is  one  defined  in  section  1504(a) 
except  that  the  phrase  “more  than  50  percent”  is  to  be  substituted  for 
the  phrase  “at  least  80  percent”  each  place  it  appears  in  section  1504 
(a),  and  all  corporations  are  to  be  treated  as  includible  corporations. 
Thus,  even  if  a  corporation  is  excluded  under  section  1504(b)  from 
being  a  member  of  an  affiliated  group  for  purposes  of  filing  a  consoli¬ 
dated  return,  it  nevertheless  will  be  treated  as  an  includible  corpora¬ 
tion  for  purposes  of  section  48(c). 

Subparagraph  (D)  of  section  48  (c)(2)  provides  that,  in  the  case  of 
partnerships,  the  limitation  on  the  amount  of  used  section  38  property 
which  may  be  taken  into  account  is  to  apply  both  with  respect  to  the 
partnership  and  with  respect  to  each  partner.  Thus,  a  partnership 
will  be  limited  to  used  section  38  property  having  a  cost  of  $50,000 
regardless  of  the  number  of  partners. 

If  the  aggregate  cost  of  used  section  38  property  purchased  by  the 
partnership  during  a  taxable  year  exceeds  $50,000,  the  partnership, 
under  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  is  to  select  the  properties,  the  cost  of  which  is  to  be  taken  into 
account  by  the  partners.  Each  partner  will  then  combine  his  share 
of  the  cost  of  the  used  section  38  property  selected  by  the  partnership 
with  the  cost  of  any  other  used  section  38  property  to  which  he  may  be 
entitled.  This  combined  amount  may  not  exceed  $50,000  (or  $25,000 
in  the  case  of  certain  married  individuals  under  section  48(c)(2)(B)). 
If  such  amount  exceeds  $50,000,  the  taxpayer  will  then  select  the 
properties  to  which  the  applicable  percentages  are  to  be  applied  in 
computing  his  qualified  investment. 

Definitions 

Subparagraph  (A)  of  section  48(c)(3)  provides  that  the  principles 
of  section  179(d)(2)  of  the  code  are  to  be  applied  in  determining 
whether  the  property  has  been  acquired  by  purchase.  Thus,  for 


a24 


REVENUE  ACT  OF  1962 


example,  used  section  38  property  is  not  acquired  by  purchase  if  it  is 
acquired  from  a  person  whose  relationship  to  the  person  acquiring  it 
would  result  in  the  disallowance  of  a  loss  under  section  267  or  707(b) 
(except  that  in  applying  sec.  267  (b)  and  (c),  the  family  of  an  indi¬ 
vidual  includes  only  his.  spouse,  ancestors,  and  lineal  descendants, 
and  not  his  brothers  and  sisters).  Furthermore,  the  term  “purchase” 
does  not  include  the  acquisition  of  property  by  one  member  of  an 
affiliated  group  (as  defined  in  sec.  48(c)(3)(C))  from  another  member 
of  the  same  affiliated  group,  or  the  acquisition  of  property  the  basis  of 
which  is  determined  in  whole  or  in  part  by  reference  to  the  adjusted 
basis  in  the  hands  of  the  person  from  whom  acquired,  or  under  1014(a) 
(relating  to  property  acquired  from  a  decedent). 

Subparagraph  (B)  of  section  48(c)(3)  provides  that  the  cost  of 
used  section  38  property  does  not  include  so  much  of  the  basis  of  such 
property  as  is  determined  by  reference  to  the  adjusted  basis  of  other 
property  held  at  any  time  by  the  person  acquiring  such  property. 
Thus,  for  example,  if  the  basis  of  used  section  38  property  acquired  is 
determined  under  section  1031  (relating  to  certain  nontaxable  ex¬ 
changes),  the  preceding  rule  applies.  In  addition,  if  property  is 
disposed  of  and  qsed  section  38  property  which  is  similar  or  related  in 
service  or  use  is  acquired  as  a  replacement  therefor  (whether  before 
or  after  the  disposition),  in  a  transaction  to  which  the  preceding  rule 
does  not  apply,  the  cost  of  the  used  section  38  property  acquired  is  the 
basis  of  such  property,  reduced  by  the  adjusted  basis  of  the  property 
replaced.  In  such  a  case,  if  the  basis  of  the  replacement  asset  is 
$2,000  and  the  adjusted  basis  of  the  replaced  asset  is  $1,200  at  the  time 
of  its  disposition,  the  cost  of  used  section  38  property  would  be  $800. 
Notwithstanding  the  rules  described  in  this  paragraph,  the  cost  of 
used  section  38  property  is  not  to  be  reduced  by  the  adjusted  basis 
of  any  property  disposed  of  if  by  reason  of  section  47  the  disposition 
of  such  property  gives  rise  to  an  increase  of  tax  or  a  reduction  of  un¬ 
used  credit  carryovers. 

(d)  Certain  leased  property. — Subsection  (d)  of  section  48  provides 
that  in  certain  cases  where  property  is  leased  to  another  by  a  person 
engaged  in  the  business  of  leasing  property,  such  person  may  elect 
to  treat  the  lessee  as  having  acquired  such  property.  This  rule  applies 
only  with  respect  to  property  which  is  new  section  38  property  in  the 
hands  of  the  lessor.  Thus,  for  example,  the  election  may  not  be  made 
with  respect  to  property  owned  by  an  organization  exempt  from  tax 
unless  the  property  is  used  predominantly  in  an  unrelated  trade  or 
business  of  leasing,  the  income  of  which  is  subject  to  tax  under  section 
511. 

In  addition,  the  election  may  be  made  only  with  respect  to  the  first 
lessee  of  such  new  section  38  property,  and  only  if  such  property  would 
constitute  new  section  38  property  if  such  lessee  had  actually  acquired 
the  property.  Thus,  for  example,  the  election  cannot  be  made  if  the 
first  lessee  uses  the  property  predominantly  outside  the  United  States. 

Also,  for  purposes  of  determining  whether  such  propery  would 
constitute  new  section  38  property  if  purchased  by  the  lessee,  the 
original  use  of  the  property  will  be  deemed  to  commence  with  the 
first  lessee  if  he  is  the  first  person  to  use  such  property  for  its  intended 
function.  Thus,  the  fact  that  the  lessor  may  have,  for  example, 
tested,  stored,  or  attempted  to  lease  the  property  to  other  persons 
will  not  preclude  the  lessee  from  being  deemed  the  original  user  as 
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long  as  neither  the  lessor  nor  any  other  person  has  physically  used 
the  property  for  its  intended  function  before  its  use  by  the  lessee. 
Moreover,  in  determining  whether  the  property  qualifies  as  new  sec¬ 
tion  38  property  to  the  lessee  and  in  determining  the  amount  of  his 
qualified  investment  with  respect  to  such  property,  the  estimated 
useful  life  of  the  property  to  the  lessee  will  be  deemed  to  be  the  esti¬ 
mated  useful  life  in  the  hands  of  the  lessor.  The  election  is  not 
available  if  the  lessor  is  a  person  referred  to  in  section  46(d);  i.e. ,  a 
mutual  savings  bank,  cooperative  bank,  or  domestic  building  and  loan 
association  to  which  section  593  applies;  a  regulated  investment  com¬ 
pany  or  real  estate  investment  trust  subject  to  taxation  under  sub¬ 
chapter  M;  or  a  cooperative  organization  described  in  section  1381  (a). 

If  the  election  is  made,  the  lessee  will  be  treated  for  all  purposes  of 
subpart  B  as  though  he  had  acquired  the  property.  Thus,  if  the 
leased  property  is  disposed  of  by  the  lessee,  or  if  it  otherwise  ceases 
to  be  section  38  property  to  him,  such  property  will  be  subject  to  the 
provisions  of  section  47  applicable  to  such  cessations.  Also,  if  the 
first  lessee  of  property  is  treated  as  having  acquired  such  property, 
the  lessor  is  thereafter  precluded  from  obtaining  a  credit  as  to  such 
property.  The  election  under  section  48(d)  will  be  made  at  such 
time,  in  such  manner,  and  subject  to  such  conditions  as  may  be  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  of  the  Treasury  or 
his  delegate. 

In  any  case  in  which  the  lessee  is  treated  as  having  acquired  the 
property,  the  lessee’s  investment  is  deemed  to  be  equal  to  the  fair 
market  value  of  the  property  if  such  property  is  constructed  by  the 
lessor  or  by  a  corporation  which  controls  or  is  controlled  by  the  lessor 
within  the  meaning  of  section  368(c).  In  any  other  case  the  lessee’s 
investment  is  the  basis  of  the  property  in  the  hands  of  the  lessor. 

The  provisions  of  section  48(d)  may  be  illustrated  by  the  following 
example: 

X  corporation  is  engaged  in  the  business  of  manufacturing  and 
leasing  new  and  reconditioned  equipment  which  in  its  hands  has  an 
estimated  useful  life  of  8  years.  After  December  31,  1961,  X  corpora¬ 
tion  constructs  machine  No.  1,  having  a  fair  market  value  of  $15,000 
and  a  cost-  of  $10,000,  and  reconditions  machine  No.  2  at  a  cost  of 
$5,000.  Y  corporation  leases  both  machines  from  X  immediately 
after  their  construction  and  reconditioning  and  before  X  has  made 
any  other  use  of  such  machines.  As  to  machine  No.  1,  if  X  elects  to 
treat  the  property  as  being  acquired  by  Y,  such  machine  will  have  a 
basis  of  $15,000  in  Y’s  hands,  and  an  estimated  useful  life  of  8  years, 
for  purposes  of  determining  qualified  investment  (assuming  the  prop¬ 
erty  otherwise  qualifies  as  new  section  38  property  in  Y’s  hands).  The 
election  is  not  available  with  respect  to  machine  No.  2,  since  a  recon¬ 
ditioned  machine  would  not  constitute  new  section  38  property  if  the 
lessee  had  purchased  it.  In  such  a  case,  while  X  corporation  cannot 
make  the  election  to  let  the  Y  corporation  take  the  credit,  X  corpora¬ 
tion  would  be  entitled  to  a  credit  based  on  its  expenditure  of  $5,000 
as  an  investment  in  new  section  38  property,  the  reconstruction  of 
which  is  completed  after  December  31,  1961. 

(e)  Subchapter  S  corporations. — Subsection  (e)  of  section  48  pro¬ 
vides  for  the  application  of  the  credit  in  the  case  of  an  electing  small 
business  corporation  under  subchapter  S.  The  qualified  investment 
of  the  subchapter  S  corporation  is  allocated  pro  rata  among  the 
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persons  who  are  shareholders  on  the  last  day  of  the  corporation’s 
taxable  year.  The  qualified  investment  is  ascertained  at  the  cor¬ 
porate  level,  and  thus  the  aggregate  cost  of  used  section  38  property 
that  may  be  allocated  to  the  shareholders  is  limited  to  $50,000.  If 
the  cost  of  used  section  38  property  purchased  by  the  subchapter  S 
corporation  exceeds  $50,000  in  any  one  taxable  year,  the  corporation 
is  to  select,  under  regulations  prescribed  by  the  Secretary  of  the  Treas¬ 
ury  or  his  delegate,  the  properties  the  cost  of  which  may  be  taken  into 
account  by  its  shareholders. 

Any  person  to  whom  an  investment  is  apportioned  under  sub¬ 
section  (e)  of  section  48  is  to  be  treated  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  will  not  (by  reason  of  such 
apportionment)  lose  its  character  in  his  hands  as  an  investment  in 
either  new  or  used  section  38  property.  Thus,  each  shareholder 
will  take  into  account,  in  determining  his  own  qualified  investment, 
his  allocated  share  of  the  corporation’s  qualified  investment  in  new 
section  38  property.  He  will  also  take  into  account  his  allocated 
share  of  the  corporation’s  investment  in  used  section  38  property.  Of 
course,  since  only  $50,000  cost  of  used  section  38  property  may  be 
taken  into  account,  if  a  shareholder’s  combined  cost  of  used  section  38 
property  exceeds  $50,000,  he  must  select  the  properties  to  be  taken 
into  account  in  computing  his  qualified  investment. 

If  a  shareholder  includes  in  his  qualified  investment  any  portion  of 
the  basis  or  cost  of  property  acquired  by  the  subchapter  S  corporation 
and  the  corporation  subsequently  disposes  of  such  property,  or  if  the 
shareholder  disposes  of  his  stock  in  such  corporation,  the  shareholder 
will  be  subject  to  the  provisions  of  section  47  with  respect  to  such 
property. 

(/)  Estates  and  trusts. — Subsection  (f)  of  section  48  provides  rules 
for  applying  the  investment  credit  to  estates  and  trusts.  Paragraph 
(1)  of  section  48(f)  provides  that  the  qualified  investment  for  any 
taxable  year  is  to  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or  trust  allocable 
to  each.  The  qualified  investment  is  ascertained  at  the  trust  or  estate 
level,  and  thus  the  aggregate  cost  of  used  section  38  property  that 
may  be  apportioned  between  the  estate  or  trust  and  the  beneficiaries 
is  limited  to  $50,000.  If  the  cost  of  used  section  38  property  pur¬ 
chased  by  the  estate  or  trust  exceeds  $50,000  in  any  one  taxable  year, 
the  estate  or  trust  is  to  select,  under  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate,  the  properties  the  cost  of 
which  may  be  taken  into  account. 

Paragraph  (2)  of  section  48(f)  provides  that  any  beneficiary  to 
whom  the  investment  is  apportioned  is  to  be  treated  as  the  taxpayer 
with  respect  to  such  investment,  and  such  investment  will  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an  investment  in 
either  new  or  used  section  38  property.  If  the  combined  cost  of  used 
section  38  property  available  from  all  sources  to  any  beneficiary 
exceeds  $50,000,  such  beneficiary  must  select  the  properties  the  cost 
of  which  is  to  be  taken  into  account  in  computing  his  qualified  invest¬ 
ment.  The  term  “beneficiaries”  as  used  in  section  48(f)  includes 
heirs,  legatees,  and  devisees. 

Paragraph  (3)  of  section  48(f)  provides  that,  the  $100,000  amount 
specified  under  subparagraphs  (A)  and  (B)  of  section  46(a)(2)  appli¬ 
cable  to  such  estate  or  trust  is  to  be  reduced  to  an  amount  which 
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bears  the  same  ratio  to  $100,000  as  the  amount  of  the  qualified  invest¬ 
ment  allocated  to  the  estate  or  trust  under  paragraph  (1)  of  section 
48(1)  bears  to  the  entire  amount  of  the  qualified  investment.  Thus, 
in  a  case  where  the  qualified  investment  of  the  estate  or  trust  is  $1 
million,  and  $250,000  of  such  amount  is  allocated  to  the  estate  or 
trust  because  25  percent  of  the  income  is  allocable  to  the  estate  or 
trust,  the  $100,000  amount  in  the  case  of  such  estate  or  trust  is 
reduced  to  $25,000. 

SECTION  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN 
DEPRECIABLE  PROPERTY  (Continued) 

(c)  Certain  corporate  acquisitions. — Subsection  (c)  of  section  2  of 
the  bill  provides  an  amendment  to  section  381(c)  of  the  1954  Code 
(relating  to  the  carryover  of  tax  attributes  in  the  case  of  certain  cor¬ 
porate  acquisitions)  by  adding  paragraph  (23)  thereto.  Section  381 
(c)(23)  provides  that  the  acquiring  corporation  is  to  take  into  account 
(to  the  extent  proper  to  carry  out  the  purposes  of  sec.  381  and  sec.  38, 
and  under  such  regulations  as  may  be  prescribed  by  the  Secretary  of 
the  Treasury  or  his  delegate)  the  items  required  to  be  taken  into 
account  for  purposes  of  section  38  in  respect  of  the  distributor  or 
transferor  corporation.  Thus,  for  example,  the  regulations  under 
section  381(c)(23)  will  provide  rules  for  the  carryover  of  any  unused 
credit  carryovers  of  the  distributor  or  transferor  corporation  and  for 
the  application  of  section  47  to  dispositions  by  the  acquiring  corpora¬ 
tion  of  property  acquired  from  the  distributor  or  transferor  corpora¬ 
tion. 

(d)  Clerical  amendment. — Subsection  (d)  of  section  2  of  the  bill 
provides  a  clerical  amendment  to  part  IV  of  subchapter  A  of  chapter 
1  of  the  1954  Code. 

C e )  Elective  date. — Subsection  (e)  of  section  2  of  the  bill  provides 
that  the  amendments  made  by  section  2  of  the  bill  are  to  apply  with 
respect  to  taxable  years  ending  after  December  31,  1961. 

SECTION  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO 

LEGISLATION 

(a)  In  general.— Subsection  (a)  of  section  3  of  the  bill  amends 
section  162  (relating  to  trade  or  business  expenses)  by  redesignating 
subsection  (e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 
a  new  subsection  (e)  relating  to  appearances,  etc.,  with  respect  to 
legislation. 

Paragraph  (1)  of  the  new  subsection  (e)  provides  that  the  deduction 
allowed  by  subsection  (a)  of  section  162  is  to  include  all  of  the  fol¬ 
lowing  ordinary  and  necessary  expenses  paid  or  incurred  during  the 
taxable  year  in  carrying  on  any  trade  or  business:  (1)  expenses  in 
direct  connection  with  appearances  before,  submission  of  statements 
to,  or  sending  communications  to,  the  committees,  or  individual 
members,  of  Federal,  State,  or  local  legislative  bodies  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest  to  the  taxpayer, 
(2)  expenses  in  direct  connection  with  communication  of  information 
between  the  taxpayer  and  an  organization  of  which  he  is  a  member 
with  respect  to  legislation  or  proposed  legislation  of  direct  interest  to 
the  taxpayer  and  to  such  organization,  and  (3)  that  portion  of  dues 

80031 — 62 - 9 


a28 


REVENUE  ACT  OF  1962 


with  respect  to  any  organization  of  which  the  taxpayer  is  a  member 
which  is  attributable  to  the  expenses  of  the  activities  above  described 
in  this  paragraph  which  are  carried  on  by  such  organization.  Para¬ 
graph  (1)  also  provides  that  the  expenses  referred  to  therein  are  to 
include,  but  not  be  limited  to,  the  cost  of  preparing  testimony  and 
traveling  expenses  described  in  subsection  (a)(2)  of  section  162. 

Paragraph  (2)  of  the  new  subsection  (e)  provides  that  the  provisions 
of  paragraph  (1)  are  not  to  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  contribution,  gift, 
or  otherwise) — 

(1)  for  participation  in,  or  intervention  in,  any  political  cam¬ 
paign  on  behalf  of  any  candidate  for  public  office,  or 

(2)  in  connection  with  any  attempt  to  influence  the  general 
public,  or  segments  thereof,  with  respect  to  legislative  matters, 
elections,  or  referendums. 

(b)  Effective  date. — Subsection  (b)  of  section  3  of  the  bill  provides 
that  the  amendments  made  by  subsection  (a)  are  to  apply  to  taxable 
years  beginning  after  December  31,  1962. 

SECTION  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAIN¬ 
MENT,  ETC.,  EXPENSES 

(a)  Denial  oj  deduction. — Subsection  (a)  of  section  4  of  the  bill 
adds  to  part  IX  of  subchapter  B  of  chapter  1  of  the  code  (relating  to 
items  not  deductible  in  computing  taxable  income)  a  new  section 
274. 

SECTION  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT,  ETC., 

EXPENSES 

Section  274  provides  generally  that  certain  expenses  deductible 
in  full  under  present  law  will  be  partially  or  completely  disallowed 
for  purposes  of  chapter  1  of  subtitle  A.  Since  section  274  is  a  dis¬ 
allowance  provision  exclusively,  no  expense  would  become  deductible 
by  reason  of  its  enactment.  In  other  words,  the  tests  for  deducti¬ 
bility  under  provisions  of  existing  law  (such  as  secs.  162,  165,  167 
and  212)  must  first  be  met  before  the  provisions  of  section  274  become 
operative.  In  addition,  subsection  (c)  (relating  to  substantiation) 
of  the  new  section  274  must  be  applied  before  determining  the  ex¬ 
tent  to  which  an  expense  or  other  item  is  disallowed  under  subsection 
(a)  or  (b)  of  section  274. 

(a)  Entertainment,  amusement,  or  recreation. — 

Activity. — Paragraph  (1)(A)  of  subsection  (a)  of  new  section  274 
provides  that  no  deduction  otherwise  allowable  under  chapter  1  of 
the  1954  Code  is  to  be  allowed  for  any  item  with  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  constitute  entertainment, 
amusement,  or  recreation,  unless  the  taxpayer  establishes  that  the 
item  was  directly  related  to  the  active  conduct  of  his  trade  or  business. 
Such  deduction  in  no  event  is  to  exceed  the  portion  of  such  item  di¬ 
rectly  related  to  the  active  conduct  of  the  taxpayer’s  trade  or  business. 

Examples  of  “entertainment,  amusement,  or  recreation”  are  enter¬ 
taining  guests  at  night  clubs,  country  clubs,  theaters,  football  games, 
and  prizefights,  and  on  hunting,  fishing,  vacation,  and  similar  trips. 
In  addition,  “entertainment”  includes  satisfying  the  personal,  living, 
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or  family  needs  of  any  individual  (which  would  otherwise  constitute 
a  business  expense  to  the  taxpayer)  such  as  the  furnishing  of  food  and 
beverages,  a  hotel  suite,  or  an  automobile.  By  referring  to  an  activity 
which  “is  of  a  type  generally  considered  to  constitute”  entertainment, 
amusement,  or  recreation,  the  subsection  provides  an  objective  test 
for  determining  whether  an  activity  falls  within  the  proscribed  cate¬ 
gory.  This  test  makes  irrelevant  such  arguments  as,  e.g. — that  an 
essentially  recreational  activity,  like  sailing  a  yacht,  is  hard  work  and 
not  recreation  insofar  as  any  particular  taxpayer  is  concerned. 

However,  the  taxpayer’s  business  is  to  be  considered  in  applying 
this  objective  test.  For  example,  with  respect  to  a  taxpayer  who  is 
a  professional  hunter,  a  hunting  trip  generally  would  not  be  considered 
a  recreation -type  activity.  On  the  other  hand,  with  respect  to  a 
taxpayer  whose  trade  or  business  consists  of  selling  machine  tools, 
manufacturing  clothing,  or  rendering  legal  services,  a  hunting  trip 
generally  would  be  considered  a  recreation-type  activity. 

To  further  illustrate  this  objective  test,  a  theatrical  performance 
generally  would  be  considered,  with  respect  to  most  taxpayers,  an 
entertainment-type  activity.  In  the  case  of  a  professional  theater 
critic,  however,  viewing  a  theatrical  performance  generally  would  not 
be  considered  to  constitute  entertainment.  Another  example  of  the 
role  played  by  the  taxpayer’s  business  in  determining  the  type  of  an 
activity  would  be  in  connection  with  a  fashion  show.  If  the  taxpayer 
conducting  the  fashion  show  is  the  manufacturer  of  the  dresses  shown 
and  the  viewers  are  a  group  of  store  buyers,  the  show  generally  would 
not  be  considered  to  constitute  entertainment,  because  the  fashion 
show  is,  for  a  dress  manufacturer,  a  method  for  introducing  his  product 
to  the  market.  However,  if  the  taxpayer  conducting  the  fashion  show 
is  an  appliance  distributor  and  the  viewers  are  the  retailers  and  their 
wives,  the  fashion  show  generally  would  be  considered  to  constitute 
entertainment. 

An  exception  to  the  disallowance  of  entertainment-type  expenses  is 
made  in  paragraph  (1)(A)  for  expenses  therein  described  which  the 
taxpayer  establishes  are  directly  related  to  the  active  conduct  of  his 
trade  or  business.  Among  other  things,  the  taxpayer  will  have  to 
show  more  than  a  general  expectation  of  deriving  some  income  at  some 
indefinite  future  time  from  the  making  of  the  entertainment-type 
expenditure.  However,  a  taxpayer  will  not  be  required  to  show  that 
income  actually  resulted  from  each  and  every  expenditure  for  which  a 
deduction  is  claimed. 

If  the  expenditure  is  for  entertainment  which  occurs  under  circum¬ 
stances  where  there  is  little  or  no  possibility  of  conducting  business 
affairs  or  of  carrying  on  negotiations  or  discussions  relating  thereto,  the 
expenditure  generally  will  not  be  considered  to  be  directly  related  to 
the  active  conduct  of  business.  Thus,  the  absence  of  the  taxpayer  or 
his  representative  from  the  entertainment  activity  ordinarily  indicates 
that  the  entertainment  is  not  directly  related  to  the  active  conduct  of 
the  taxpayer’s  trade  or  business.  Similarly,  if  the  group  of  persons 
entertained  is  large  or  the  distractions  substantial,  the  cost  of  the 
entertainment  will  not  be  deductible,  in  the  absence  of  a  showing  of  a 
direct  .relationship  to  the  active  conduct  of  the  business.  All  the  facts 
and  circumstances  pertaining  to  the  entertainment  activity  will  be 
considered  in  this  connection.  Thus,  expenses  incurred  for  a  “bos- 
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pitality  room”,  at  a  convention,  at  which  goodwill  is  created  through 
display  or  discussion  of  the  taxpayer’s  products,  will  be  treated  as 
directly  related. 

Where  a  taxpayer’s  trade  or  business  consists  of  promoting  the 
interest  of  another  person — such  as  an  independent  sales  agent  for  a 
manufacturer,  a  public  relations  corporation,  an  attorney  representing 
a  client,  or  an  employee  representing  his  employer — an  expense  for 
an  entertainment-type  activity  made  with  respect  to  promoting  such 
other  person’s  interest  will  not  come  within  the  exception  for  ex¬ 
penses  directly  related  to  the  active  conduct  of  a  trade  or  business 
utdess  the  taxpayer  establishes  the  same  close  connection  between  the 
expenditure  and  such  other  person’s  trade  or  business  or  other  in¬ 
come-producing  activity  as  such  other  person  would  have  to  establish 
in  order  to  come  within  the  exception.  Thus,  to  come  within  the 
exception,  it  clearly  will  not  suffice  for  such  taxpayer  to  establish 
that  the  making  of  such  expenditure  was  necessary  in  order  to  enable 
him  to  continue  in  the  service  of  such  other  person. 

Paragraph  (1)  further  provides  that  a  deduction  for  an  item  with 
respect  to  entertainment-type  activities  is  not  to  exceed  the  por¬ 
tion  of  such  item  directly  related  to  the  active  conduct  of  the  tax¬ 
payer’s  trade  or  business.  This  provision  permits  apportionment  of 
an  expense  as  between  its  business-connected  and  personal  aspects 
according  to  objective  standards. 

Facilities. — Paragraph  (1 ) (B)  of  subsection  (a)  of  new  section  274 
provides  that  no  deduction  otherwise  allowable  under  chapter  1  of  the 
code  is  to  be  allowed  for  any  item  with  respect  to  a  facility  used  in 
connection  with  an  activity  generally  considered  to  constitute  enter¬ 
tainment,  amusement,  or  recreation,  unless  the  taxpayer  establishes 
(1)  that  the  facility  was  used  primarily  for  the  furtherance  of  his  trade 
or  business,  and  (2)  that  the  item  was  directly  related  to  the  active 
conduct  of  his  trade  or  business.  Such  deduction  in  no  event  is  to 
exceed  the  portion  of  such  item  directly  related  to  the  active  conduct 
of  the  taxpayer’s  trade  or  business.  The  same  tests  for  determining 
whether  an  item  is  directly  related  to  the  active  conduct  of  a  trade  or 
business  apply  as  in  the  case  of  an  item  under  paragraph  (1 ) (A). 

The  term  “facility”  includes  any  item  of  personal  or  real  property 
owned  or  rented  by  the  taxpayer,  such  as  a  yacht,  hunting  lodge,  fish¬ 
ing  camp,  swimming  pool,  tennis  court,  bowling  alley,  automobile, 
airplane,  apartment,  hotel  suite,  dining  room,  and  cafeteria.  In  addi¬ 
tion  to  the  items  more  commonly  regarded  as  “expenses”  for  enter¬ 
taining,  discussed  above,  paragraph  (1 ) (B)  also  relates  to  other  items, 
such  as  depreciation  and  losses  realized  on  certain  sales. 

Under  paragraph  (1 ) (B),  in  addition  to  the  requirement  that  the 
item  be  directly  related  to  the  active  conduct  of  the  taxpayer’s  trade  or 
business,  the  facility  must  be  used  primarily  for  the  furtherance  of  the 
taxpayer’s  trade  or  business.  Thus,  if  a  facility  is  used  more  than 
one-half  for  business  entertaining,  so  that  more  than  one-half  of  the 
entertainment  expense  with  respect  to  such  facility  would  be  deducti¬ 
ble  as  a  business  expense  under  present  law,  that  portion  is  still  to  be 
deductible  to  the  extent  it  meets  the  test  of  being  directly  related  to 
the  active  conduct  of  the  taxpayer’s  trade  or  business.  If  less  than 
one-half  of  such  entertainment  expense  would  be  deductible  under 
present  law,  no  deduction  is  to  be  allowed.  In  connection  with  these 
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determinations,  objective  rather  than  subjective  standards  are  to  be 
employed. 

Paragraph  (2)  of  subsection  (a)  of  new  section  274  prescribes  two 
special  rules  for  purposes  of  applying  paragraph  (1).  All  dues  and 
fees  paid  to  any  social,  athletic,  or  sporting  club  or  organization  will 
be  treated  as  items  with  respect  to  a  facility  used  for  entertaining. 
Thus,  only  if  the  taxpayer  uses  a  country  club  to  which  he  belongs 
primarily  for  the  furtherance  of  his  business  will  a  deduction  be 
allowed  for  dues  or  fees  paid  to  such  club,  and  then  only  to  the  extent 
that  such  use  is  directly  related  to  the  active  conduct  of  his  business. 
In  addition,  in  applying  paragraph  (1)  an  activity  described  in  sec¬ 
tion  212  (relating  to  expenses  for  the  production  of  income)  is  to  be 
treated  as  a  trade  or  business. 

(b)  Gifts—  Generally,  subsection  (b)(1)  of  new  section  274  disallows 
all  expenses  for  gifts  to  individuals  in  excess  of  a  cumulative  total  of 
$25  per  year  per  recipient.  The  reference  to  “indirect”  gifts  in  this 
subsection  includes  situations  where  the  gift  is  intended  for  the  even¬ 
tual  use  or  benefit  of  an  individual  but  is  made  initially  to  his  corpo¬ 
ration  or  to  some  member  of  his  family.  The  term  “gift”,  for  purposes 
of  section  274,  has  the  same  meaning  as  it  does  under  section  102 
of  the  code  (relating  to  the  exclusion  of  gifts  and  inheritances  from 
gross  income). 

Any  item  which  is  excludable  from  gross  income  under  a  provision 
of  chapter  1  of  the  code  other  than  section  102  is  not  a  “gift”  within 
the  meaning  of  subsection  (b)(1).  To  illustrate  the  applicability  of 
subsection  (b)(1),  a  payment  by  an  employer  to  a  deceased  employee’s 
widow  which  is  excludable  from  her  income  by  reason  of  the  gift  ex¬ 
clusion  provision,  section  102,  will  not  be  deductible  by  the  employer 
in  excess  of  $25,  whereas  the  treatment  by  an  employer  of  a  payment 
to  a  deceased  employee’s  widow  which  constitutes  an  employee’s  death 
benefit  excludable  by  the  recipient  under  section  101(b)  of  the  code 
will  not  be  affected  by  this  provision.  As  another  example,  amounts 
received  by  an  individual  as  a  scholarship  which  are  excludable  from 
the  individual’s  gross  income  under  section  117  of  the  code  are  not 
“gifts”  within  the  meaning  of  this  subsection.  Similarly,  those  prizes 
and  awards  which  are  excludable  from  an  individual’s  gross  income 
under  section  74(b)  of  the  code  are  not  “gifts”  within  the  meaning  of 
this  subsection. 

Since  the  question  in  subsection  (b)(1)  is  what  portion  of  the  tax¬ 
payer’s  expense  will  be  disallowed,  the  $25  amount  necessarily  relates 
to  the  taxpayer’s  cost  rather  than  to  the  value  of  the  property  to 
the  donee.  However,  certain  incidental  costs,  such  as  packaging, 
insurance,  and  mailing  or  other  delivery,  will  be  disregarded  in  deter¬ 
mining  whether  the  $25  limit  has  been  exceeded. 

There  is  a  possibility  of  overlapping  application  of  subsections  (a) 
and  (b),  since  some  items  can  reasonably  be  classified  both  as  gifts 
and  as  entertainment.  Different  rules  under  section  274  apply  de¬ 
pending  on  the  classification  of  the  item.  As  described  in  greater 
detail  below,  the  express  authority  given  to  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe  regulations  will  be  used  to  solve 
these  problems  of  classification  so  as  to  clarify  and  make  more  certain 
the  application  of  section  274. 

Subsection  (b)(2)  prescribes  two  special  rules  for  applying  subsec¬ 
tion  (b)(1).  Under  subsection  (b)(2)(A),  in  the  case  of  a  gift  by  a 
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partnership  (including  a  gift  made  by  a  partner  with  respect  to  the 
business  of  the  partnership),  the  $25  limitation  will  be  applied  at  the 
partnership  level,  as  well  as  at  the  level  of  the  individual  partner. 
Thus  deductions  for  gifts  made  with  respect  to  partnership  business 
will  not  exceed  $25  per  recipient,  regardless  of  the  number  of  partners. 

Under  subsection  (b)(2)(B),  a  husband  and  wife  are  for  purposes 
of  subsection  (b)(1)  treated  as  one  “taxpayer”.  Thus,  in  the  case  of 
a  gift  by  a  husband  and  wife,  the  spouses  will  be  treated  as  one  donor. 
However,  since  “taxpayer”  in  subsection  (b)(1)  refers  only  to  the 
donor  of  a  gift,  this  special  rule  does  not  pertain  to  gifts,  for  example, 
made  by  an  individual  to  a  husband  and  wife  who  are  partners  in 
a  business. 

(c)  Substantiation  required. — Subsection  (c)  of  the  new  section  274 
imposes  another  limitation  on  traveling  expenses  deductible  under 
section  162(a)(2)  or  212,  on  items  with  respect  to  activities  described 
in  subsection  (a)  as  entertainment,  amusement,  or  recreation,  or  with 
respect  to  facilities  used  in  connection  therewith  (whether  or  not  ex¬ 
cepted  from  the  application  of  subsec.  (a)  of  sec.  274  by  subsec.  (d) ), 
and  on  expenses  for  gifts.  Subsection  (c)  overrules  with  respect  to  the 
described  expenditures  the  case  of  Cohan  v.  Commissioner,  39  F.  2d 
540  (C.A.  2d  1930).  That  case  held  that  where  evidence  indicates 
that  a  taxpayer  has  incurred  deductible  travel  or  entertainment  ex¬ 
penses  but  their  exact  amount  cannot  be  determined,  the  court  must 
make  “as  close  an  approximation  as  it  can”  and  not  disallow  the  de¬ 
duction  entirely.  Under  subsection  (c)  approximations  of  the  type 
which  under  the  Cohan  doctrine  have  been  sufficient  to  entitle  the 
taxpayer  to  a  deduction  will  no  longer  have  that  effect.  In  other 
words,  if  the  taxpayer  fails  to  substantiate  an  item  as  required  by  sub¬ 
section  (c)  and  the  regulations  thereunder,  the  item  will  be  completely 
disallowed. 

Subsection  (c)  provides  that  no  deduction  is  to  be  allowed  for  the 
above-described  items  unless  the  taxpayer  substantiates  by  adequate 
records  or  by  sufficient  evidence  corroborating  his  own  statement  the 
following:  the  amount  of  such  expense  or  other  item;  the  time  and 
place  of  the  travel,  entertainment,  amusement,  recreation,  or  use  of  the 
facility,  or  the  date  and  description  of  the  gift;  the  business  purpose 
of  the  expense  or  other  item;  and  the  business  relationship  to  the 
taxpayer  of  the  persons  entertained,  using  the  facility,  or  receiving 
the  gift.  The  taxpayer’s  records  or  corroborating  evidence  must 
pertain  to  separate  expenses  or  other  items  of  deduction,  not  to  ag¬ 
gregate  amounts. 

Generally,  a  clear,  contemporaneously  kept  diary,  account  book,  or 
similar  record  containing  the  information  specified  in  subsection  (c) 
will  be  an  adequate  record  within  the  meaning  of  this  subsection. 
However,  receipts,  cancelled  checks,  paid  bills,  stubs,  or  other  similar 
records  may  be  required  in  certain  cases,  as,  for  example,  to  substanti¬ 
ate  the  amount  expended  for  lodging  and  transportation  while  travel¬ 
ing  on  business.  Thus,  the  taxpayer  may  be  required  to  preserve 
hotel  bills  or  transportation  receipts  to  substantiate  such  items  by 
adequate  records.  In  order  to  avoid  hardship,  a  reasonable  recon¬ 
struction  of  expenditures  will  be  accepted  in  those  cases  where  the 
absence  of  records  is  due  to  circumstances  beyond  the  taxpayer’s 
control,  such  as  destruction  by  fire,  flood,  or  other  casualty. 
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Where  the  taxpayer  fails  to  maintain  adequate  records  with  respect 
to  any  of  the  described  aspects  of  an  expense,  that  aspect  must  be 
substantiated  by  the  taxpayer’s  own  statement  corroborated  by  suf¬ 
ficient  evidence.  The  taxpayer’s  own  uncorroborated  statement  will 
not  constitute  substantiation  with  respect  to  any  such  aspect.  The 
evidence  required  may  vary  with  respect  to  each  aspect  of  an  item 
claimed  as  a  deduction.  Thus,  circumstantial  evidence,  such  as  the 
nature  of  the  business  activities  of  the  taxpayer  and  of  the  person 
entertained,  may  be  sufficient  to  corroborate  the  taxpayer’s  statement 
regarding  business  purpose  and  business  relationship,  whereas  more 
direct  evidence,  such  as  the  testimony  of  witnesses,  will  be  required 
to  substantiate  amount,  time,  place,  date  and  description. 

Under  subsection  (c),  the  Secretary  of  the  Treasury  or  his  delegate 
is  authorized  to  provide  by  regulations  that  some  or  all  of  the  require¬ 
ments  of  subsection  (c)  are  not  to  apply  in  the  case  of  an  expense 
which  does  not  exceed  an  amount  determined  under  such  regulations. 
Thus,  the  regulations  could  provide  that  a  fixed  scale  of  allowance 
for  mileage  or  per  diem  in  lieu  of  subsistence  based  upon  reasonable 
business  practices,  will  be  acceptable  in  lieu  of  detailed  substantia¬ 
tion.  Similarly,  the  regulations  could  prescribe  an  exception  for 
de-minimis  expenses. 

(d)  Exceptions  to  application  of  subsection  (a). — Subsection  (d)  of 
the  new  section  274  contains  nine  exceptions  to  the  general  rule  of 
section  274(a).  These  exceptions  are  to  the  disallowance  provision 
of  subsection  (a)  exclusively.  The  fact  that  an  item  is  not  covered  by 
one  of  the  nine  exceptions  does  not  mean  that  ipso  facto  it  will  be  dis¬ 
allowed  under  subsection  (a).  It  is  to  be  emphasized  that  the  new 
section  274(d)  in  no  way  changes  existing  law  with  respect  to  the 
disallowance  of  expenses  by  reason  of  failure  to  meet  the  “ordinary 
and  necessary”  test  in  section  162  or  212  of  the  code.  Furthermore, 
the  substantiation  requirements  of  subsection  (c)  also  must  be  fulfilled 
with  respect  to  the  items  covered  by  these  exceptions. 

Paragraph  (1)  excepts  from  the  disallowance  prescribed  in  subsec¬ 
tion  (a)(1)  expenses  for  food  and  beverages  furnished  under  circum¬ 
stances  which  are  of  a  type  generally  considered  to  be  conducive  to  a 
business  discussion,  taking  into  account  the  surroundings  in  which 
furnished,  the  taxpayer’s  trade,  business,  or  income-producing  activity, 
the  relationship  to  such  trade,  business,  or  activity  of  the  persons  to 
whom  the  food  and  beverages  are  furnished,  and  any  other  relevant 
facts.  There  is  no  requirement  in  this  exception  that  business  actually 
be  discussed.  Thus,  if  the  described  circumstances  are  established, 
and  if  the  amounts  are  deductible  under  section  162  or  212  and  are 
substantiated  as  required  under  section  274(c),  the  expenses  for  food 
and  beverages  will  be  deductible  even  where  the  making  of  tfie  expendi¬ 
ture  merely  promotes  goodwill. 

Generally,  a  night  club  or  other  place  where  entertainment  is  a 
major  attraction  would  not  be  considered  a  suitable  environment  for 
a  business  discussion.  Similarly,  any  sizable  social  gathering,  such 
as  a  large  cocktail  party,  would  afford  little  opportunity  for  quiet 
business  talk  and  ordinarily  would  not  be  considered  circumstances 
conducive  to  a  business  discussion.  However,  a  dinner  which  is  part 
of  a  formal  business  program  will  generally  be  regarded  as  a  circum¬ 
stance  conducive  to  a  business  discussion. 
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Paragraph  (2)  relates  to  food  and  beverages  furnished  on  the 
taxpayer’s  business  premises.  By  reason  of  this  exception  no 
expense  for  food  and  beverages  furnished  on  the  business  premises 
primarily  to  employees  of  the  taxpayer  will  be  disallowed  under 
section  274(a).  In  addition,  expenses  for  food  and  beverages  furnished 
to  nonemployee  business  guests  will  be  deductible  if  furnished  in  a 
dining  room  which  is  primarily  for  the  taxpayer’s  employees  and  is 
located  on  the  taxpayer’s  business  premises.  Paragraph  (2)  also 
excepts  from  disallowance  expenses  for  facilities  to  the  extent  they 
are  used  in  connection  with  furnishing  the  above-described  food  and 
beverages.  The  exception  provided  by  paragraph  (2)  applies  to  both 
the  typical  company  cafeteria  and  meals  furnished  to  employees 
because  their  presence  on  the  job  at  all  times  is  essential. 

The  exception  in  paragraph  (3)  applies  to  expenses  for  goods, 
services  and  facilities  to  the  extent  that  the  expense  is  properly 
treated  by  the  taxpayer,  with  respect  to  the  recipient  of  the  enter¬ 
tainment,  amusement,  or  recreation,  as  compensation  paid  to  an 
employee  on  the  taxpayer’s  income  tax  return  and  as  “wages”  for 
purposes  of  withholding.  Thus,  a  taxpayer  rewarding  a  key  employee 
with  a  vacation  trip  would  not  be  disallowed  the  expenses  under 
section  274(a)  if  the  taxpayer  treated  the  expenses  as  wages  for 
withholding  purposes  and  deducted  them  on  his  income  tax  return 
as  compensation  paid  to  the  key.  employee.  Salary  paid  to  the 
captain  of  a  yacht  used  for  business  entertaining  does  not  come  within 
this  exception. 

If  an  expense  properly  constitutes  a  dividend  to  a  shareholder,  or 
if  it  constitutes  unreasonable  compensation  to  an  employee,  the 
exception  in  paragraph  (3)  will  not  prevent  its  disallowance. 

Paragraph  (4)  excepts  from  disallowance  with  respect  to  the  tax¬ 
payer  certain  expenses  paid  or  incurred  by  the  taxpayer  in  connection 
with  the  performances  by  him  of  services  for  another  person  (whether 
or  not  such  other  person  is  the  taxpayer’s  employer)  for  which  the 
taxpayer  is  reimbursed  by  such  other  person  under  a  reimbursement 
or  other  allowance  arrangement.  This  exception  prevents  the  double 
disallowance  of  a  single  expenditure,  once  with  respect  to  the  person 
who  actually  bears  the  expense  and  benefits  from  it  and  once  with  re¬ 
spect  to  the  person  who  pays  the  expense  on  behalf  of  the  first  person 
and  is  reimbursed  therefor.  However,  two  qualifications  are  provided 
which  insure  that  a  described  expense  will  be  disallowed  at  one  level. 
If  the  services  are  performed  by  a  taxpayer,  who  is  an  employee,  for  his 
employer,  and  if  the  employer  treats  the  expense  as  compensation  paid 
to  the  employee  and  it  falls  within  the  scope  of  the  subsection  (d)(3) 
exception,  the  subsection  (d)(4)  exception  does  not  apply.  If  the 
services  are  performed  by  the  taxpayer  for  a  person  who  is  not  the  tax¬ 
payer’s  employer,  the  subsection  (d)  (4)  exception  does  not  apply  unless 
the  tiixpayer  accounts  to  such  other  person  by  means  of  records  or  other 
sufficient  evidence  which  would  satisfy  the  substantiation  requirement 
of  subsection  (c).  The  term  “reimbursement  or  other  expense  allow¬ 
ance  arrangement”  is  derived  from  section  62(2) (A)  of  the  code  and 
has  the  same  meaning  in  section  274(d)  (without  regard  to  whether 
the  taxpayer  is  the  employee  of  the  person  for  whom  services  are 
performed)  as  it  does  in  that  section. 

Paragraph  (5)  provides  an  exception  for  expenses  for  recreational, 
social,  or  similar  activities  which  are  primarily  for  the  benefit  of  the 
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employees  of  the  taxpayer.  This  exception  applies  to  the  usual 
employee  fringe  benefit  programs.  For  example,  the  expenses  of 
operating  a  company  bowling  alley  or  swimming  pool  which  is  avail¬ 
able  lo  all  employees  generally  will  be  deductible.  Similarly,  the 
costs  of  the  office  Christmas  party  or  summer  outing  generally  will  be 
deductible. 

In  order  to  exclude  from  this  exception  benefits  primarily  for 
executives  and  owners  of  closely  held  businesses,  the  exception  applies 
only  with  respect  to  activities  which  are  primarily  for  employees  other 
than  employees  who  are  officers,  shareholders,  or  other  owners  who 
own  a  10-percent  or  greater  interest  in  the  business,  or  highly  com¬ 
pensated  employees.  In  determining  whether  an  employee  owns  a 
10  percent  or  greater  interest  in  the  business,  the  employee  is  to  be 
treated  as  owning  any  interest  owned  by  a  member  of  his  family 
(within  the  meaning  of  sec.  267(c)(4)). 

Paragraph  (6)  provides  an  exception  for  expenses  directly  related 
to  business  meetings  of  employees  or  stockholders.  This  exception 
pertains  only  to  meetings  which  are  principally  for  the  discussion  of 
business.  To  illustrate,  a  meeting  of  employees  for  the  principal 
purpose  of  introducing  them  to  and  instructing  them  with  respect  to 
a  new  procedure  for  conducting  the  employer’s  business  would  be 
considered  a  business  meeting.  Similarly,  a  regular  annual  meeting 
of  stockholders  for  the  election  of  directors  and  discussion  of  corporate 
affairs  would  be  considered  a  business  meeting.  A  convention  of 
employees  for  the  principal  purpose  of  rewarding  them  for  their 
outstanding  performance  of  services  for  their  employer  would  not  be 
considered  a  business  meeting.  However,  such  a  convention  might 
come  within  the  scope  of  paragraph  (3)  or  (5). 

Paragraph  (7)  pertains  to  expenses  directly  related  and  necessary 
to  attendance  at  business  meetings  or  conventions  of  exempt  section 
501(c)(6)  organizations.  It  is  similar, to  the  exception  in  paragraph 
(6),  except  that  it  relates  only  to  attendance  at  meetings,  or  conven¬ 
tions  of  business  leagues,  chambers  of  commerce,  real-estate  boards, 
or  boards  of  trade  which  are  exempt  from  tax  under  section  501(a) 
and  it  is  not  limited  in  application  to  attendance  by  employees  or 
stockholders. 

Paragraph  (8)  pertains  to  goods  and  services  (including  the  use  of 
facilities)  which  are  made  available  by  the  taxpayer  to  the  general 
public.  By  reason  of  this  exception,  expenses  for  entertainment  of 
the  general  public  by  means  of  television,  radio,  newspapers,  and  the 
like  will  continue  to  be  deductible  under  section  162.  Similarly,  a 
deduction  may  still  be  claimed  under  section  162  for  the  expense  of 
maintaining  private  parks,  golf  courses,  and  similar  facilities,  to  the 
extent  that  they  are  available  for  public  use.  For  example,  if  a  cor¬ 
poration  maintained  a  swimming  pool  for  the  use  of  its  executive 
officers  and  their  guests  but  during  the  summer  months  made  the  pool 
available  for  a  period  of  time  each  week  to  the  children  participating 
in  the  local  public  recreation  program,  the  portion  of  the  expenses 
relating  to  such  public  use  of  the  pool  would  come  within  this  exception. 

Paragraph  (9)  is  designed  to  insure  that  no  expense  will  be  dis¬ 
allowed  under  subsection  (a)  if  it  is  for  goods  or  services  which  are 
sold  by  the  taxpayer  in  a  bona  fide  transaction  for  an  adequate  and 
full  consideration  in  money  or  money’s  worth.  Thus,  the  cost  of 
producing  night  club  entertainment  for  sale  to  customers  will  not  be 
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disallowed.  Similarly,  the  cost  of  operating  a  pleasure  cruise  ship  as 
a  business  will  not  be  disallowed. 

The  last  sentence  in  subsection  (d)  makes  it  clear  that  the  “expenses” 
to  which  paragraphs  (1)  through  (9)  relate  include  such  items  as 
depreciation  and  losses. 

( e )  Interest,  taxes,  casualty  losses,  etc. — Subsection  (e)  excepts  from 
the  provisions  of  section  274  items  which  would  constitute  allowable 
deductions  for  an  individual  taxpayer  regardless  of  whether  he  was 
engaged  in  any  trade  or  business.  Examples  of  such  items  are 
interest,  taxes  such  as  real  property  taxes,  and  casualty  losses.  Thus, 
if  a  taxpayer  owned  a  fishing  camp,  he  could  still  deduct  mortgage 
interest  and  real  property  taxes  in  full  even  if  its  use  was  not  primarily 
for  the  furtherance  of  the  taxpayer’s  trade  or  business. 

if)  Treatment  of  entertainment,  etc.,  type  facility. — This  subsection 
prescribes  the  treatment  to  be  accorded  facilities  coming  within  the 
purview  of  subsection  (a)(1)(B),  for  purposes  of  chapter  1  generally. 
To  the  extent  that  expenses  and  other  items  with  respect  to  a  facility 
are  disallowed  under  subsection  (a),  that  portion  of  the  facility  is  to 
be  accorded  the  treatment  provided  under  present  law  to  an  asset 
used  exclusively  for  personal,  living,  and  family  purposes.  Thus,  the 
portion  of  a  facility  so  treated  will  not  be  subject  to  depreciation, 
and  losses  incurred  on  the  sale  of  such  portion  will  not  be  deductible. 

((/)  Regulatory  authority. — Subsection  (g)  authorizes  the  Secretary 
of  the  Treasury  or  his  delegate  to  prescribe  such  regulations  as  he 
deems  necessary  to  carry  out  the  purposes  of  section  274.  For 
example,  under  this  authorization  rules  will  be  prescribed  for  deter¬ 
mining  whether  subsection  (a)  or  subsection  (b)  applies  to  an  expendi¬ 
ture  to  which  both  subsections  might  be  considered  to  apply.  Items 
are  to  be  given  the  character  ascribed  to  them  by  the  public  generally 
and  without  regard  to  the  revenue  consequences  of  the  characteriza¬ 
tion.  In  addition,  the  Secretary  of  the  Treasury  or  his  delegate  is 
required  to  prescribe  rules  for  determining  whether  section  274  (a) 
or  (b)  applies  with  respect  to  an  expenditure  which  could  also  be 
described  as  falling  solely  within  the  purview  of  some  other  section. 
This  overlap  problem  will  be  resolved  by  ascribing  to  the  expenditure 
a  character  which  carries  out  the  purposes  of  section  274.  If  the  item 
confers  a  personal  benefit  in  the  form  of  entertainment,  amusement, 
recreation  or  a  personal,  living  or  family  need  of  the  individual  it  will 
be  treated  as  a  section  274  item. 

The  problem  of  the  overlap  of  subsections  (a)  and  (b)  of  section 
274  can  be  illustrated  by  a  case  where  a  taxpayer  provides  one  of 
his  customers  with  tickets  to  an  amusement  event.  Here  both  the 
entertainment  and  gift  provisions  might  apply.  Under  the  regulations 
the  entertainment  provision  always  will  apply  with  respect  to  such 
theater  tickets  regardless  of  whether  the  taxpayer  accompanies  the 
customer  to  the  theater  or  sends  him  the  tickets.  On  the  other  hand, 
gifts  of  a  chattel  such  as  a  book  or  a  toy  will  be  classified  as  a  gift, 
coming  within  the  purview  of  subsection  (b),  even  though  the  use  of 
the  item  results  in  the  entertainment  of  the  recipient.  Packaged  food 
and  beverages  will  be  treated  as  gifts,  while  food  and  beverages  con¬ 
sumed  at  meals  will  be  considered  entertainment. 

The  problem  of  properly  characterizing  an  expenditure  for  purposes 
of  determining  whether  section  274  is  applicable,  or  whether  the  ex¬ 
penditure  is  to  be  treated  solely  under  some  other  section,  can  be 
illustrated  by  a  case  where  a  taxpayer  distributes  to  each  of  his  cus- 
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tomers  a  valuable  gift  which  is  inscribed  with  the  taxpayer’s  name. 
Expenditures  for  such  items  might  be  characterized  as  advertising 
expenses  or  as  expenses  for  gifts.  Under  the  regulations,  expenditures 
for  such  items  will  be  characterized  as  gifts. 

SECTION  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAIN¬ 
MENT,  ETC.,  EXPENSES  (Continued) 

( b )  Traveling  expenses. — Subsection  (b)  of  section  4  of  the  bill 
amends  section  162(a)(2)  of  the  1954  Code  (relating  to  traveling  ex¬ 
penses  while  away  from  home)  by  striking  out  the  existing  provision 
under  which  the  entire  amount  expended  for  meals  and  lodging  is  in¬ 
cluded  in  the  allowable  deduction  and  substituting  therefor  a  pro¬ 
vision  under  which  there  is  to  be  included  a  reasonable  allowance  ex¬ 
pended  for  meals  and  lodging. 

(c)  Effective  date. — Subsection  (c)  of  section  4  of  the  bill  provides 
that  the  amendments  made  by  section  4  are  to  apply  with  respect  to 
taxable  years  ending  after  June  30,  1962,  but  only  with  respect  to 
periods  after  such  date. 

SECTION  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 
FOREIGN  CORPORATIONS  DISTRIBUTE  PROPERTY  IN 
KIND 

(a)  Amount  distributed. — Subsection  (a)  of  section  5  of  the  bill 
amends  section  301(b)(1)  (relating  to  amount  distributed  to  corporate 
distributees)  of  the  1954  Code  by  adding  at  the  end  thereof  a  new 
subparagraph  (C).  The  general  rule  in  new  subparagraph  (C)  pro¬ 
vides  that  for  purposes  of  section  301  the  amount  of  a  distribution  of 
property  (other  tnan  money)  received  by  a  corporate  shareholder 
from  a  foreign  corporation  will  be  the  fair  market  value  of  such  prop¬ 
erty. 

An  exception  to  the  general  rule  is  provided  in  cases  where  a  divi¬ 
dends  received  deduction  is  allowable  under  section  245  with  respect 
to  such  a  distribution.  In  such  a  case,  the  amount  to  be  taken  into 
account  (for  purposes  of  sec.  301  of  the  code)  with  respect  to  prop¬ 
erty  other  than  money  is  the  sum,  determined  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  of  the 
amounts  computed  under  subparagraphs  (C)(i)  and  (C)(ii).  The 
amount  under  subparagraph  (C)  (i)  is  that  proportion  of  the  lesser  of — 

(1)  the  fair  market  value  of  such  property,  or 

(2)  the  adjusted  basis  (in  the  hands  of  the  distributing  cor¬ 
poration  immediately  before  the  distribution)  of  such  property, 

which  is  properly  attributable  to  gross  income  from  sources  within 
the  United  States.  The  amount  under  subparagraph  (C)  (ii)  is  that 
proportion  of  the  fair  market  value  of  such  property  which  is  properly 
attributable  to  gross  income  from  sources  without  the  United  States. 

The  application  of  subparagraph  (C)  may  be  illustrated  by  the 
following  example  involving  corporation  X,  a  domestic  corporation 
which  owns  100  percent  of  the  outstanding  stock  of  corporation  Y,  a 
foreign  corporation.  Corporation  Y,  which  makes  its  return  on  the 
basis  of  the  calendar  year,  has  earnings  and  profits  of  $200,000  for  1963 
and  derives  60  percent  of  its  gross  income  from  sources  within  the 
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United  States  during  1963.  For  an  uninterrupted  period  of  36  months 
ending  with  the  close  of  1963,  corporation  Y  has  been  engaged  in 
trade  or  business  within  the  United  States  and  has  derived  50  percent 
or  more  of  its  gross  income  from  sources  within  the  United  States. 
Assume  that  the  only  distribution  made  by  corporation  Y  during  1963 
is  a  distribution  of  property  which  has  a  fair  market  value  of  $100,000 
and  an  adjusted  basis  (in  the  hands  of  the  distributing  corporation 
immediately  before  the  distribution)  of  $40,000.  The  amount  of  the 
distribution  of  such  property  as  determined  under  section  301(b)(1)(C) 
is  $64,000,  computed  as  follows: 

(1)  Amount  computed  under  section  301(b) (1) (C) (i):  That  proportion 
of  the  adjusted  basis  of  such  property  (since  it  is  less  than  the  fair 
market  value)  which  is  properly  attributable  to  gross  income  from 
sources  within  the  United  States,  that  is,  adjusted  basis  multiplied 
by  the  ratio  which  gross  income  from  sources  within  the  United 
States  bears  to  gross  income  from  all  sources.  $40,000X60  per¬ 


cent - $24,  000 

(2)  Amount  computed  under  section  301  (b)  (1)  (C)  (ii) :  That  proportion 

of  the  fair  market  value  of  such  property  which  is  properly  attrib¬ 
utable  to  gross  income  from  sources  without  the  United  States,  that 
is,  fair  market  value  multiplied  by  the  ratio  which  gross  income 
t  from  sources  without  the  United  States  bears  to  gross  income  from 

all  sources.  $100,000X40  percent _  40,000 

(3)  Amount  of  distribution  of  property  for  purposes  of  section  301„  64,  000 


( b )  Basis. — Subsection  (b)  of  section  5  of  the  bill  amends  section 
301  (d)  of  the  code  (relating  to  basis  of  property)  by  adding  a  new  para¬ 
graph  (3).  The  new  paragraph  (3)  provides  that  where  the  amount  of 
a  distribution  of  property  other  than  money  is  determined  in  accord¬ 
ance  with  the  provisions  of  subparagraph  (C)  of  section  301(b)(1),  the 
basis  of  such  property  shall  be  the  amount  of  the  property  distribution. 
Thus,  in  the  above  example  the  property  distributed  would  have  a 
basis  in  the  hands  of  corporation  X,  the  distributee,  of  $64,000,  the 
amount  of  the  distribution. 

(c)  Dividends  received  from,  certain  foreign  corporations. — -Para¬ 
graph  (1)  of  subsection  (c)  of  section  5  of  the  bill  amends  section  245 
of  the  1954  Code  (relating  to  dividends  received  from  certain  foreign 
corporations)  by  adding  a  new  subsection  (b).  The  new  subsec¬ 
tion  (b)  provides  that  for  purposes  of  computing  the  dividends  re¬ 
ceived  deduction  under  section  245(a)  the  amount  of  any  distribution 
of  property  other  than  money  shall  be  determined  under  section  301 
(b)(1)(B).  Under  section  301(b)(1)(B)  the  amount  of  a  distribution 
of  property  to  a  corporate  shareholder  is  the  lesser  of  (1)  the  fair 
market  value  of  such  property,  or  (2)  the  adjusted  basis  of  such 
property  (in  the  hands  of  the  distributing  corporation  immediately 
before  the  distribution).  Thus,  for  purposes  of  section  245,  the 
amount  of  the  dividend  in  the  above  example  would  be  $40,000,  rather 
than  $64,000,  and  the  amount  allowed  as  a  deduction  under  section  245 
would  be  $20,400  ($40,000 X 60% X 85%). 

Paragraph  (2)  of  subsection  (c)  of  section  5  of  the  bill  amends  sec¬ 
tion  245  of  the  1954  Code  so  as  to  designate  the  existing  text  as  sub¬ 
section  (a)  of  section  245. 

{d)  Credit  for  foreign  taxes. — Subsection  (d)  of  section  5  of  the  bill 
amends  section  902(a)  of  the  1954  Code  (relating  to  credit  for  foreign 
taxes)  to  provide  that  for  purposes  of  section  902  (a)  and  (b)  the 
amount  of  any  distribution  in  property  other  than  money  shall  be 
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determined  under  section  301(b)(1)(B).  Under  section  301(b)(1)(B) 
the  amount  of  a  distribution  of  property  to  a  corporate  shareholder  is 
the  lesser  of  (1)  the  fair  market  value  of  such  property,  or  (2)  the 
adjusted  basis  of  such  property  (in  the  hands  of  the  distributing 
corporation  immediately  before  the  distribution).  Thus,  for  purposes 
of  section  902(a)  the  amount  of  the  dividend  in  the  above  example 
would  be  $40,000,  rather  than  $64,000. 

(e)  Effective  date. — Subsection  (e)  of  section  5  of  the  bill  provides 
that  the  amendments  made  by  section  5  of  the  bill  shall  apply  to 
distributions  made  after  December  31,  1962. 

SECTION  6.  AMENDMENT  OF  SECTION  482 

(a)  In  general. — -Subsection  (a)  of  section  6  of  the  bill  amends  sec¬ 
tion  482  of  the  1954  Code  (relating  to  allocation  of  income  and  deduc¬ 
tions  among  taxpayers)  by  adding  a  new  subsection  (b)  relating  to 
sales  and  purchases  within  a  related  group  which  includes  a  foreign 
organization. 

Sales  and  purchases  within  a  related  group  which  includes  a  foreign 
corporation — in  general 

Paragraph  (1)  of  the  new  section  482(b)  provides  authority  for  the 
Secretary  of  the  Treasury  or  his  delegate  to  allocate  taxable  income, 
arising  from  sales  or  purchases  of  tangible  property  within  a  group, 
which  is  owned  or  controlled  directly  or  indirectly,  by  the  same  inter¬ 
ests  and  which  includes  one  or  more  foreign  organizations,  as  well  as 
one  or  more  domestic  organizations.  New  section  482(b)  does  not 
apply  where  an  arm’s  length  price  can  be  established  for  the  sales  of 
tangible  property.  However,  it  is  incumbent  upon  the  taxpayer  to 
establish  that  the  sales  price  was  an  arm’s  length  price. 

An  example  of  the  type  of  sale  which  could  be  dealt  with  under 
section  482(b)  is  as  follows:  A  domestic  parent  sells  articles  to  a 
foreign  subsidiary  where  there  are  not  sufficient  sales  of  similar  goods 
to  establish  an  arm’s  length  price.  The  foreign  subsidiary  sells  the 
articles  to  another  subsidiary  which,  in  turn  sells  them  to  an  unrelated 
organization.  In  such  a  situation  the  Secretary  of  the  Treasury  or 
his  delegate  could,  under  section  482(b),  allocate,  among  the  members 
of  the  group,  the  total  taxable  income  of  the  entire  group  arising  out 
of  these  sales  transactions  down  to  and  including  the  ultimate  sale 
to  an  unrelated  buyer. 

Methods  of  allocation 

Paragraph  (2) (A)  of  section  482(b)  indicates  the  factors  which  the 
Secretary  of  the  Treasury  or  his  delegate  is  to  take  into  consideration 
in  making  any  allocation  under  such  paragraph  (2) (A).  These  factors 
are  specifically  enumerated  in  clauses  (i) — (iii). 

Clause  (i)  refers  to  assets  of  the  group  (which  are  further  specified 
in.  par.  (3))  to  the  extent  used  in  the  production,  distribution,  and  sale 
of  the  articles.  Clause  (ii)  refers  to  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the  production,  distribution,  and 
sale  of  the  articles.  Compensation  includes  salaries  and  wages  and 
such,  other  elements  of  compensation  as  may  be  definitely  associated 
with'  tffie  salary  and  wages  so  attributable.  Clause  (iii)  refers  to  adver- 
tising*  selling,  and  sales  promotion  expenses  (including  technical  and 
servicing  expenses),  to  the  extent  attributable  to  the  articles. 
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Paragraph  (2)  (A)  contemplates  first  determining  that  portion  of  any 
asset  or  item  of  expense  which  is  attributable  to  the  articles  sold.  In 
applying  the  enumerated  factors  to  this  portion,  the  following  rules 
will  generally  apply — 

(1)  assets  will  be  taken  into  account  on  the  basis  of  situs  (within 
or  without  the  United  States)  and  without  regard  to  which  or¬ 
ganization  owns  or  leases  such  assets ; 

(2)  salaries  and  other  compensation  will  be  taken  into  account 
on  the  basis  of  the  area  (.within  or  without  the  United  States)  in 
which  the  services  attributable  to  these  articles  are  performed ;  and 

(3)  advertising,  selling,  and  sales  promotion  expenses  will  be 
taken  into  account  on  the  basis  of  the  location  (within  or  without 
the  United  States)  of  the  purchasers  and  potential  purchasers  with 
respect  to  which  such  expenses  are  paid  or  incurred. 

The  Secretary  of  the  Treasury  or  his  delegate  may  take  into  account 
other  factors,  including  an  allowance  for  special  risks  of  the  market 
in  which  the  articles  are  sold. 

Section  482(b)(2)(B)  provides  for  the  use  of  an  alternative  method 
of  allocation  if  the  Secretary  of  the  Treasury  or  his  delegate  is  satisfied 
that  the  taxpayer  has  established  that  such  other  method  clearly 
reflects  the  income  of  each  member. 

Special  rules 

Paragraph  (3)  of  subsection  (b)  provides  that  in  considering  the 
factor  of  assets,  the  values  to  be  assigned  to  those  assets  are  their 
adjusted  basis  in  the  hands  of  the  taxpayer.  If  the  adjusted  basis  of 
an  asset  is  not  determinable  in  the  case  of  a  foreign  organization,  then 
Book  value,  adjusted  to  approximate  adjusted  basis,  will  be  used. 

The  assets  which  are  to  be  considered  are  real  property  and  tangible 
personal  property  (whether  owned  or  leased  by  a  member  of  the 
group).  Inventory  and  stock  in  trade  are  to  be  excluded  from  such 
consideration. 

Arm's  length  price  defined 

Section  482(b)(4)  provides  two  methods  by  which  the  group  may 
establish  the  existence  of  an  arm’s  length  price.  If  an  arm’s  length 
price  is  established,  the  new  subsection  482(b)  does  not  apply.  How¬ 
ever,  if  the  arm’s  length  price  so  established  is  not  the  price  at  which 
the  sales  took  place,  there  may  be  an  allocation  of  income,  deductions, 
etc.,  under  section  482(a).  Under  subparagraph  (A)  of  section 
482(b)(4),  the  taxpayer  may  establish  an  arm’s  length  price  as  the 
identifiable  price  at  which  tangible  personal  property,  which  is  similar 
or  comparable  to  the  property  sold  by  such  taxpayer,  can  be  sold, 
or  is  actually  sold,  in  the  same  market  areas  in  transactions  involving 
unrelated  persons  and  under  similar  conditions  of  sale.  For  this  pur¬ 
pose,  the  same  market  area  refers  to  a  geographic  area,  without  regard 
to  political  boundaries,  in  which  the  same  market  conditions  prevail 
and  where  it  could  be  expected  that  prices  would  be  the  same.  The 
requirement  as  to  similar  conditions  of  sales  means  that  there  should 
not  be  excluded  from  the  one  sale,  and  included  in  the  other  any  cir¬ 
cumstance,  such  as  a  longer  warranty,  which  would  normally  have  an 
appreciable  influence  on  the  price  if  included  or  excluded. 

Subparagraph  (B)  of  section  482(b)(4)  provides  that  if  it  is  not 
possible  to  establish  a  price  in  this  manner,  then  an  arm’s  length  price 
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may  still  be  established  if  it  is  possible  to  adjust  the  prices  at  which 
tangible  property  similar  or  comparable  to  the  property  referred  to 
above  is  sold  in  the  same  or  other  areas  under  similar  circumstances 
and  in  transactions  involving  unrelated  persons.  The  adjustments 
should  include  those  for  material  differences  in  quantity,  marketing 
conditions  (including  customs  duty  and  transportation  costs)  and 
other  relevant  factors.  The  utilization  of  this  method  is  limited  to 
situations  in  which  the  required  adjustments  can  be  properly 
determined. 

An  example  of  the  establishment  of  an  arm’s  length  price  under 
subparagraph  (B)  is  the  following:  Taxpayer  A  sells  product  M  in 
country  X  to  a  controlled  subsidiary,  and  in  country  Y  A  sells  a  com¬ 
parable  product  N  to  unrelated  parties.  It  is  established  that  the 
differences  between  products  N  and  M  are  of  a  type  which  would  not 
ordinarily  involve  a  price  differential;  the  quantity  of  product  M 
sold  to  the  subsidiary  would  ordinarily  involve  a  2%  discount  over 
the  quantity  of  product  N  sold  to  unrelated  parties  in  country  Y; 
such  sales  in  Y  include  a  warranty  not  afforded  in  X,  but  worth  5% 
of  the  sales  price;  and  countries  X  and  Y  are  areas  involving  similar 
market  conditions.  If  all  the  preceding  assumptions  are  properly 
determinable  by  external  facts  (such  as  arm’s  length  transactions), 
the  appropriate  arm’s  length  price  for  these  sales  to  the  subsidiary  in 
X  can  be  established  by  reference  to  these  sales  in  Y. 

Sales  commissions 

Paragraph  (5)  of  the  new  section  482(b)  gives  the  Secretary  of  the 
Treasury  or  his  delegate  the  authority  to  allocate  commissions  arising 
from  sales  or  purchases  of  tangible  property  within  the  group  in  the 
same  manner  as  sales  income.  The  application  of  section  482(b) 
to  such  commission  income  is  to  be  accomplished  under  rules  con¬ 
tained  in  regulations  prescribed  by  the  Secretary  of  the  Treasury  or 
his  delegate,  which  rules  shall  be  consistent  with  principles  applying 
under  such  section  to  income  from  sales  of  tangible  property. 

Grossly  inadequate  assets,  etc.,  outside  the  United  States 

Paragraph  (6)  of  the  new  section  482(b)  provides  that  no  taxable 
income  is  to  be  allocated  to  a  foreign  organization  whose  assets, 
personnel,  office  and  other  facilities  located  outside  the  United  States 
are  grossly  inadequate  for  its  activities  outside  the  United  States. 
Under  such  circumstances  the  total  taxable  income  of  the  group  would 
be  allocated  to  members  other  than  such  organization. 

Information  necessary  for  consideration  of  factors 

Paragraph  (7)  of  the  new  section  482(b)  provides  that  where  the 
allocation  referred  to  in  paragraph  (2)  (A)  is  involved  and  where  the 
information  submitted  with  respect  to  the  group  is  insufficient  for 
such  allocation,  then  if,  after  a  request  is  made  to  the  group  for  addi¬ 
tional  information  which  may  reasonably  be  supplied,  the  group  fails 
to  supply  such  additional  information,  the  Secretary  of  the  Treasury 
or  his  delegate  may  estimate  the  taxable  income  arising  from  the  par¬ 
ticular  transaction  and  allocate  such  estimated  income  within  the 
group  or  to  any  single  member  thereof. 
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Treatment  of  foreign  taxes 

Paragraph  (8)  (A)  provides  that  in  making  the  allocation  under 
section  482(b),  taxable  income  is  to  be  computed  without  any  deduc¬ 
tion  for  any  income,  war  profits,  or  excess  profits  taxes  paid  to  any 
foreign  country  or  United  States  possession. 

Subparagraph  (B)  of  paragraph  (8)  provides  that  if  the  application 
of  section  482(b)  results  in  reducing  the  taxable  income  of  any  foreign 
organization  within  the  group  and  in  increasing  the  taxable  income  of 
a  domestic  member  of  such  group,  then  that  portion  of  the  taxes 
referred  to  in  subparagraph  (A)  paid  by  the  foreign  organization, 
which  is  attributable  to  the  income  transferred  pursuant  to  such  allo¬ 
cation  to  the  domestic  member,  will  be  considered  as  paid  by  the  do¬ 
mestic  organization  (and  as  not  paid  by  the  foreign  organization). 
Whether  such  taxes  are  deducted  or  credited  by  the  domestic  organi¬ 
zation  would  depend  on  the  overall  circumstances  of  that  organization. 

(b)  Clerical  amendment. — Subsection  (b)  of  section  6  of  the  bill  is 
a  clerical  amendment  the  effect  of  which  is  to  designate  the  text  of 
existing  section  482  as  subsection  (a)  of  section  482. 

(c)  Effective  date. — Subsection  (c)  of  section  6  of  the  bill  provides 
that  the  amendments  made  by  section  6  of  the  bill  are  to  apply  with 
respect  to  taxable  years  beginning  after  December  31,  1962. 

SECTION  7.  DISTRIBUTION  OF  FOREIGN  PERSONAL 
HOLDING  COMPANY  INCOME 

(a)  Definition  of  foreign  personal  holding  company. — Section  552(a) 
of  the  1954  Code  now  defines  the  term  “foreign  personal  holding  com¬ 
pany”  to  mean  any  foreign  corporation  if — 

(1)  at  any  time  during  the  taxable  year  more  than  50  percent 
in  value  of  its  outstanding  stock  is  owned,  directly  or  indirectly, 
by  or  for  not  more  than  5  individuals  who  are  citizens  or  residents 
of  the  United  States  (referred  to  as  a  “United  States  group”) ;  and 

(2)  at  least  60  percent  of  its  gross  income  for  the  taxable  year 
is  foreign  personal  holding  company  income. 

However,  if  the  corporation  is  a  foreign  personal  holding  company 
with  respect  to  any  taxable  year,  then,  for  each  subsequent  taxable 
year,  the  minimum  percentage  is  50  percent  in  lieu  of  60  percent  until 
a  taxable  year  during  the  whole  of  which  the  stock  ownership  referred 
to  in  paragraph  (1)  does  not  exist  or  until  the  expiration  of  3  consecu¬ 
tive  taxable  years  in  each  of  which  less  than  50  percent  of  the  gross 
income  is  foreign  personal  holding  company  income. 

Subsection  (a)  of  section  7  of  the  bill  amends  section  552(a)  of  the 
1954  Code  so  as  to  substitute  for  the  gross  income  requirements 
referred  to  above  a  new  rule  that  a  foreign  corporation  satisfies  the 
gross  income  requirement  if  at  least  20  percent  of  its  gross  income 
for  the  taxable  year  is  foreign  personal  holding  company  income. 

( b )  Amount  of  undistributed  income. — Section  556(a)  of  the  1954 
Code  now  defines  the  term  “undistributed  foreign  personal  holding 
company  income”  to  mean  the  taxable  income  of  the  foreign  personal 
holding  company  with  certain  modifications  (including  a  deduction 
for  Federal  income  taxes  and  for  dividends  paid). 

Subsection  (b)  of  section  7  of  the  bill  amends  section  556(a)  so  as 
to  retain,  in  effect,  the  existing  definition  where  the  foreign  personal 
holding  income  of  the  foreign  personal  holding  company  exceeds  80 


REVENUE  ACT  OF  1962 


a43 


percent  of  its  gross  income,  and  to  provide  that  where  the  foreign 
personal  holding  company  income  does  not  exceed  80  percent  of  its 
gross  income,  the  “undistributed  foreign  personal  holding  company 
income”  is  to  be  an  amount  which  bears  the  same  ratio  to — 

(1)  the  amount  of  taxable  income  (computed  and  adjusted  as 
under  existing  law),  as 

(2)  its  foreign  personal  holding  company  income  bears  to  its 
gross  income. 

The  amendments  made  by  section  7  of  the  bill  may  be  illustrated  by 
the  following  example: 

Assume  that  C,  a  United  States  citizen,  wholly  owns  F,  a  foreign 
corporation.  F  has  not  been  a  foreign  personal  holding  company 
for  any  prior  taxable  year.  For  the  taxable  year  F  has  gross  income 
of  $100  (which  includes  $50  of  foreign  personal  holding  company 
income),  has  deductions  under  section  556(b)  of  $10  (and  no  other 
adjustments  under  section  556(b)),  and  pays  a  dividend  of  $5.  F’s 
taxable  income  (adjusted  as  provided  in  section  556(b))  is  $90. 
Under  existing  law,  F  is  not  a  foreign  personal  holding  company. 
Under  the  bill,  F  is  a  foreign  personal  holding  company  and  has 
undistributed  foreign  personal  holding  company  income  of 

$42.50  (j^X($90-$5)  =  42.50). 

(c)  Effective  date. — Subsection  (c)  of  section  7  of  the  bill  provides 
that  the  amendments  made  by  section  7  are  to  apply  only  in  respect 
of  taxable  years  of  foreign  corporations  beginning  after  December  31, 
1962. 

SECTION  8.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  In  general. — Subsection  (a)  of  section  8  of  the  bill  amends  sec¬ 
tion  593  of  the  1954  Code  to  provide  a  new  method  for  calculating 
the  deduction  for  additions  to  bad  debt  reserves  allowable  to  the 
mutual  savings  banks,  domestic  building  and  loan  associations,  and 
cooperative  banks,  referred  to  in  section  593(a)  (all  of  which  are 
hereinafter  referred  to  as  mutual  savings  institutions). 

SECTION  593.  RESERVES  FOR  LOSSES  ON  LOANS 

(a)  Organizations  to  which  section  applies.— Subsection  (a)  of  section 
593,  as  amended  by  the  bill,  provides  that  section  593  is  to  apply  to 
any  mutual  savings  bank  not  having  capital  stock  represented  by 
shares,  domestic  building  and  loan  association,  or  cooperative  bank 
without  capital  stock  organized  and  operated  for  mutual  purposes 
and  without  profit.  This  description  of  the  organizations  to  which 
section  593  of  existing  law,  and  no  substantive  change  is  made  by 
this  change  in  description.  (As  is  noted  below,  however,  subsec.  (c) 
of  sec.  8  of  the  bill  redefines  the  term  “domestic  building  and  loan 
association”.) 

(i b )  Additions  to  reserves  for  bad  debts. — Subsection  (b)(1)  prescribes 
the  method  for  determining  the  reasonable  addition  for  the  taxable 
year  to  the  reserve  for  bad  debts  under  section  166(c),  and  also  specifies 
the  reserves  to  which  such  additions  shall  be  made.  Such  reasonable 
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addition  is  the  sum  of  two  amounts — '(1)  the  amount  added  to  the 
reserve  for  losses  on  nonqualifying  loans,  and  (2)  the  amount  added 
to  the  reserve  for  losses  on  qualifying  real  property  loans. 

The  first  amount  is  that  determined  under  section  166(c)  to  be  a 
reasonable  addition  to  the  reserve  for  losses  on  nonqualifying  loans. 
Nonqualifying  loans  are  defined  in  subsection  (e)(2),  and  (with  cer¬ 
tain  exceptions)  are  loans  other  than  loans  secured  by  an  interest  in 
improved  real  property. 

The  second  amount  is  the  amount  determined  by  the  taxpayer  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on  qualifying  real 
property  loans.  However,  this  amount  cannot  exceed  the  amount 
determined  under  one  of  three  different  methods  described  in  para¬ 
graphs  (2),  (3)  and  (4)  of  subsection  (b),  whichever  method  produces 
the  largest  amount.  Qualifying  real  property  loans  are  defined  in 
subsection  (e)(1)  and  (with  certain  exceptions)  are  loans  secured  by  an 
interest  in  improved  real  property. 

60  percent  oj  taxable  income  method 

Under  this  method,  which  is  described  in  subsection  (b)(2),  the 
amount  of  the  reasonable  addition  to  the  reserve  for  losses  on  qualify¬ 
ing  real  property  loans  for  a  taxable  year  is  limited  to  the  excess  of 
an  amount  equal  to  60  percent  of  the  taxable  income  for  such  year  over 
the  amount  determined  under  section  166(c)  to  be  a  reasonable  addi¬ 
tion  to  the  reserve  for  losses  on  nonqualifying  loans.  For  purposes  of 
this  method,  taxable  income  is  determined  without  regard  to  any 
deduction  under  section  166(c)  for  any  additions  to  the  reserves  for 
bad  debts,  and  also  by  excluding  from  gross  income  any  amount 
included  therein  by  reason  of  subsection  (f)  (relating  to  the  treatment 
of  certain  distributions  of  property  to  stockholders  by  a  domestic 
building  and  loan  association). 

3  percent  of  real  property  loans  method 

Under  this  method,  described  in  subsection  (b)(3),  the  amount  of 
the  reasonable  addition  to  the  reserve  for  losses  on  qualifying  real 
property  loans  is  limited  to  the  amount  necessary  to  increase  the 
balance  of  such  reserve  (as  of  the  close  of  the  taxable  year)  to  3  percent 
of  such  loans  outstanding  at  that  time. 

Experience  method 

Under  this  method,  described  in  subsection  (b)(4),  the  amount  of 
the  reasonable  addition  to  the  reserve  for  qualifying  real  property 
loans  is  limited  to  the  amount  determined  under  section  166(c) 
without  regard  to  sec.  593(b))  to  be  a  reasonable  addition  to  such 
reserve. 

(c)  Treatment  of  reserves  for  bad  debts. — Subsection  (c)(1)  of  section 
593  as  amended  provides  that  each  mutual  savings  institution  which 
uses  the  reserve  method  of  accounting  for  bad  debts  is  to  establish 
and  maintain  a  reserve  for  losses  on  qualifying  real  property  loans, 
a  reserve  for  losses  on  nonqualifying  loans,  and  a  supplemental  reserve 
for  losses  on  loans.  Such  reserves  are  to  be  treated  for  all  purposes  as 
reserves  for  bad  debts.  Thus,  although  these  reserves  are  termed  re¬ 
serves  for  “losses”,  they  are  to  be  treated  as  reserves  for  bad  debts; 
and  any  charge  to  any  such  reserve  for  an  item  other  than  a  bad  debt 
will  result  in  the  inclusion  in  gross  income  of  an  amount  equal  to 
such  charge. 
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Allocation  of  pre- 1963  reserves 

Paragraphs  (2)  and  (3)  of  subsection  (c)  prescribe  rules  governing 
the  method  of  allocating  pre-1963  reserves  among  the  three  reserves 
described  above.  The  term  “pre-1963  reserves”  is  defined  by  para¬ 
graph  (4)  to  mean  the  net  amount,  determined  as  of  the  close  of 
December  31,  1962  (after  applying  the  provisions  of  subsec.  (d)(1) 
relating  to  taxable  years  beginning  in  1962  and  ending  in  1963), 
accumulated  in  the  reserve  for  bad  debts  pursuant  to  section  166(c) 
(or  the  corresponding  provisions  of  prior  revenue  laws)  for  taxable 
years  beginning  after  December  31,  1951.  Thus,  reserves  accumu¬ 
lated  by  a  mutual  savings  institution  in  taxable  years  beginning  prior 
to  December  31,  1951,  when  the  institution  was  a  tax-exempt  organiza¬ 
tion,  are  not  included  in  pre-1963  reserves  and  are  not  to  be  taken  into 
account  for  purposes  of  computing  the  deduction  allowable  for  addi¬ 
tions  to  reserves  for  bad  debts  pursuant  to  section  593  for  periods 
after  December  31,  1962. 

Paragraph  (2)  of  subsection  (c)  provides  that  such  pre-1963  reserves 
shall,  as  of  the  close  of  December  31,  1962,  be  allocated  to,  and  con¬ 
stitute  the  opening  balances  of,  the  reserve  for  losses  on  nonqualifying 
loans,  the  reserve  for  losses  on  qualifying  real  property  loans,  and  the 
supplemental  reserve  for  losses  on  loans. 

Paragraph  (3)  of  subsection  (c)  provides  that  the  pre-1963  reserves 
shall  be  allocated  first  to  the  reserve  for  losses  on  nonqualifying  loans 
to  the  extent  that  such  reserve  is  not  increased  above  the  amount 
which  would  constitute  a  reasonable  addition  under  section  166(c) 
for  a  period  in  which  such  nonqualifying  loans  increased  from  zero  to 
the  amount  thereof  outstanding  at  the  close  of  December  31,  1962. 
Thus,  the  pre-1963  reserves  will  be  allocated  to  the  reserve  for  losses 
on  nonqualifying  loans  in  an  amount  not  in  excess  of  the  maximum 
amount  (determined  without  regard  to  any  annual  limitation  which 
might  be  imposed  under  sec.  166(c)  on  building  such  reserve  to  its 
full  amount)  which  could  have  been  added,  as  of  the  close  of  1962, 
to  such  reserve  under  subsection  (b)(1)(A)  if  the  balance  of  such  re¬ 
serve  immediately  prior  to  such  addition  had  been  zero.  The  remain¬ 
ing  portion  of  the  pre-1963  reserves  is  then  allocated  to  the  reserve  for 
losses  on  qualifying  real  property  loans  to  the  extent  such  reserve  is 
not  increased  above  the  larger  of  two  amounts.  The  first  amount  is 
the  amount  which  would  be  determined  under  paragraph  (3)  of  sub¬ 
section  (b)  as  being  necessary  to  increase  the  balance  of  the  reserve 
from  zero  to  3  percent  of  qualifying  real  property  loans  outstanding 
at  the  close  of  December  31,  1962.  The  second  amount  is  the  amount 
which  would  be  determined  under  section  166(c)  (without  regard  to 
sec.  593)  to  be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans  for  a  period  in  which  such  loans  in¬ 
creased  from  zero  to  the  amount  thereof  outstanding  at  the  close  of 
December  31,  1962.  Any  remaining  balance  of  the  pre-1963  reserves 
is  allocated  to  the  supplemental  reserve  for  losses  on  loans. 

Subsection  (c)(5)  provides  that  any  debt  becoming  worthless  or 
partially  worthless  in  respect  of  a  qualifying  real  property  loan  shall 
be  charged  to  the  reserve  for  losses  on  such  loans,  and  any  debt  be¬ 
coming  worthless  or  partially  worthless  in  respect  of  a  nonqualifying 
loan  shall  be  charged  to  the  reserve  for  losses  on  nonqualifying  loans; 
except  that  any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
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charged  in  whole  or  in  part  to  the  supplemental  reserve  for  losses  on 
loans. 

(d)  Taxable  years  beginning  in  1962  and  ending  in  1963. — Subsection 
(d)  of  the  amended  section  593  contains  provisions  for  the  computa¬ 
tion  of  taxable  income  in  the  case  of  a  taxable  year  which  is  a  fiscal 
year  beginning  in  1962  and  ending  in  1963.  With  certain  exceptions, 
the  general  effective  date  provision  in  section  8(f)(1)  of  the  bill  makes 
the  amended  section  593  applicable  with  respect  to  taxable  years  end¬ 
ing  after  December  31,  1962.  However,  subsection  (d)  makes  section 
593  take  effect  with  respect  to  fiscal  year  taxpayers  as  of  January  1, 
1963.  Subsection  (d)  apportions  taxable  income  for  the  entire  tax¬ 
able  year  (determined  without  regard  to  any  deduction  under  sec. 
166(c))  between  the  part  of  the  taxable  year  which  falls  in  1962  and 
the  part  which  falls  in  1963.  Such  taxable  income  is  allocated  to 
each  part  year  on  the  basis  of  the  ratio  which  the  number  of  days  in 
each  such  part  year  bears  to  the  number  of  days  in  the  entire  taxable 
year.  The  portion  of  such  taxable  income  allocable  to  the  part  of 
the  year  occurring  before  January  1,  1963,  is  then  reduced  under 
subsection  (d)(1)  by  an  amount  equal  to  the  deduction  which  would 
have  been  allowable  under  section  166(c)  for  an  addition  to  the  reserve 
for  bad  debts  as  if  such  part  year  constituted  a  taxable  year  and  as  if 
section  593,  as  in  effect  before  the  amendments  made  by  section  8  of 
the  bill,  applied.  The  portion  of  such  taxable  income  allocable  to 
the  part  of  the  taxable  year  occurring  after  December  31,  1962,  is 
reduced,  under  subsection  (d)(2),  by  an  amount  equal  to  the  deduc¬ 
tion  for  an  addition  to  a  reserve  for  bad  debts  which  would  be  allowed 
under  section  166(c)  (taking  into  account  the  amendments  made  by 
sec.  8  of  the  bill)  if  such  part  year  constituted  a  taxable  year.  The 
amounts  of  taxable  income  thus  obtained  for  each  part  year  are  then 
added  to  obtain  the  taxable  income  for  the  entire  taxable  year. 

The  amount  of  the  deduction  allowable  for  the  pre-1963  part  year 
to  a  mutual  savings  institution  under  subsection  (d)(1)  is  limited,  by 
reason  of  section  593(2)  of  existing  law,  to  the  amount  by  which 
12  percent  of  the  total  deposits  or  withdrawable  accounts  of  its 
depositors  at  the  close  of  such  part  year  (Dec.  31,  1962)  exceeds  the 
sum  of  its  surplus,  undivided  profits,  and  reserves  at  the  beginning 
of  the  taxable  year.  In  addition,  by  reason  of  section  593(1)  of 
existing  law,  the  deduction  allowable  under  subsection  (d)(1)  for  the 
pre-1963  part  year  to  a  mutual  savings  institution  cannot  exceed  the 
amount  of  its  taxable  income  (determined  without  regard  to  any 
deduction  under  sec.  166)  allocable  to  the  pre-1963  part  year.  Al¬ 
though  the  amount  of  the  deduction  allowable  for  the  pre-1963 
part  year  under  subsection  (d)(1)  cannot  be  determined  until  the 
close  of  the  entire  taxable  year  (by  reason  of  the  taxable  income 
limitation  and  because  the  amount  must  be  reflected  on  the  institu¬ 
tion’s  regular  books  of  account),  this  amount  is  added  to  the  insti¬ 
tution’s  pre-1963  reserves.  The  pre-1963  reserves  are  then  allocated 
under  the  rules  of  subsection  (c),  as  of  the  close  of  December  31,  1962, 
by  reference  to  the  amount  of  nonqualifying  loans  and  qualifying  real 
property  loans  outstanding  at  that  time. 

The  deduction  referred  to  in  subsection  (d)(2)  for  the  post-1962 
part  year  is  determined  under  subsection  (b)  and  is  equal  to  the  sum 
of  the  amount  of  an  addition  to  the  reserve  for  losses  on  nonqualifying 
loans  plus  the  amount  of  an  addition  to  the  reserve  for  qualifying 
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real  property  loans.  The  amount  of  the  addition  to  the  reserve  for 
nonqualifying  loans  is  computed  by  reference  to  the  amount  of  such 
loans  outstanding  at  the  close  of  the  taxable  year  in  relation  to  the 
balance  in  the  reserve  for  such  loans  at  that  time.  The  amount  of 
the  addition  to  the  reserve  for  qualifying  real  property  loans,  if 
determined  under  the  60  percent  of  taxable  income  method,  would  be 
equal  to  the  excess  of  an  amount  equal  to  60  percent  of  the  taxable 
income  (determined  under  subsec.  (b)(2))  which  is  allocable  to 
the  post-1962  part  year  over  the  amount  of  the  reasonable  addition 
to  the  reserve  for  nonqualifying  loans.  If  the  addition  to  the  reserve 
for  qualifying  real  property  loans  is  determined  under  the  3  percent 
of  real  property  loans  method  or  the  experience  method,  it  would  be 
computed  by  reference  to  the  amount  of  such  loans  outstanding  at 
the  close  of  the  taxable  year  in  relation  to  the  balance  in  the  reserve 
for  such  loans  at  that  time. 

(e)  Loans  defined. — Subsection  (e)  of  section  593  defines,  for  pur¬ 
poses  of  section  593,  the  terms  “qualifying  real  property  loans”, 
“nonqualifying  loans”,  and  “loans”. 

The  term  “loan”  is  defined  to  mean  debt,  as  the  term  “debt” 
is  used  in  section  166.  Since  subsection  (e)  of  section  166  is  made 
inapplicable  by  section  582(a)  in  the  case  of  a  mutual  savings  insti¬ 
tution,  the  term  “loan”  includes  a  debt  evidenced  by  a  security  as 
defined  in  section  165(g)(2)(C).  For  purposes  of  subsection  (e),  a 
taxpayer  will  be  considered  to  have  made  a  loan  to  the  extent  of  his 
participation  in  the  loan,  whether  the  loan  was  made  by  him  or  by 
another  person. 

Under  paragraph  (1)  of  subsection  (e),  a  “qualifying  real  property 
loan”  is  defined  to  mean  any  loan  of  the  taxpayer  which  is  secured  by 
an  interest  in  improved  real  property  unless  such  loan  is  described  in 
subparagraph  (A),  (B),  (C),  or  (D)  of  such  paragraph.  The  loans 
described  in  these  subparagraphs  are:  (A)  any  loan  evidenced  by  a 
security  (as  defined  in  sec.  165(g)(2)(C));  (B)  any  loan,  whether 
or  not  evidenced  by  a  security  as  defined  in  section  165(g)(2)(C), 
the  primary  obligor  on  which  is  a  government  or  political  subdivision 
or  instrumentality  thereof,  a  bank  as  defined  in  section  581,  or  another 
member  of  the  same  affiliated  group ;  (C)  any  loan  to  the  extent  secured 
by  a  deposit  in  or  share  of  the  taxpayer;  and  (D)  any  loan  which, 
within  a  60-day  period  beginning  in  one  taxable  year  of  the  creditor 
and  ending  in  its  next  taxable  year,  is  made  or  acquired  and  then 
repaid  or  disposed  of,  unless  the  transactions  by  which  such  loan  was 
made  or  acquired  and  then  repaid  or  disposed  of,  are  established  by 
the  taxpayer  to  be  for  bona  fide  business  purposes. 

The  term  “affiliated  group”  is  defined  as  having  the  meaning 
assigned  to  such  term  by  section  1504(a)  of  existing  law;  except  that 
(1)  the  phrase  “more  than  50%”  shall  be  substituted  for  the  phrase 
“at  least  80%”  each  place  it  appears  in  section  1504(a),  and  (2)  all 
corporations  shall  be  treated  as  includible  corporations  (without  any 
exclusion  under  sec.  1504(b)). 

Paragraph  (2)  of  subsection  (e)  defines  the  term  “nonqualifying 
loan”  as  any  loan  of  the  taxpayer  which  is  not  a  qualifying  real  prop¬ 
erty  loan  as  defined  by  the  bill.  Thus,  a  loan  which  is,  for  example, 
evidenced  by  a  security  as  defined  in  section  165(g)(2)(C),  is  treated 
as  a  nonqualifying  loan  irrespective  of  the  fact  that  it  may  be  secured 
by  improved  real  property. 
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(/)  Distributions  to  shareholders. — Subsection  (f)  of  section  593,  as 
amended  by  the  bill,  prescribes  rules  governing  certain  distributions 
of  property  (as  defined  in  sec.  317(a))  by  a  domestic  building  and 
loan  association  to  a  shareholder  with  respect  to  its  stock,  if  such  dis¬ 
tribution  is  not  allowable  as  a  deduction  under  section  591.  The 
term  “distribution”  is  defined  in  paragraph  (3)(C)  to  include  any 
distribution  in  redemption  of  stock  or  in  partial  or  complete  liquidation 
of  the  association. 

Paragraph  (1)  of  subsection  (f)  provides  that  a  distribution  shall  be 
treated  as  made,  first  out  of  the  reserve  for  losses  on  qualifying  real 
property  loans  to  the  extent  that  the  additions  made  to  such  reserve 
pursuant  to  section  593,  as  amended  by  the  bill,  exceed  the  additions 
thereto  which  would  have  been  allowed  under  section  166(c)  of  the 
code  (without  regard  to  sec.  593).  The  additions  made  to  such 
reserve  include  amounts  initially  added  to  the  reserve  pursuant  to  the 
allocation  rules  of  subsection  (c).  The  distribution  is  then  treated 
as  made  out  of  the  supplemental  reserve  for  losses  on  loans,  to  the 
extent  thereof;  then  out  of  the  association’s  earnings  and  profits 
accumulated  in  taxable  years  beginning  after  December  31,  1951,  to 
the  extent  thereof;  and  finally,  out  of  such  other  accounts  as  may 
be  proper. 

Paragraph  (2)  of  subsection  (f)  provides  that,  if  a  distribution 
described  in  paragraph  (1)  is  treated  as  having  been  made  out  of  the 
reserve  for  losses  on  qualifying  real  property  loans  or  out  of  the  sup¬ 
plemental  reserve  for  losses  on  loans,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced  by  the  amount 
of  Federal  income  tax  attributable  to  the  inclusion  of  such  amount 
in  gross  income,  is  equal  to  the  amount  of  such  distribution.  Any 
amount  so  charged  against  such  reserve  shall  be  included  in  the  gross 
income  of  the  distributor  association.  Since  the  amount  so  included 
in  gross  income  is  also  included  in  earnings  and  profits,  the  effect  of 
subsection  (f)  is  to  treat  such  amount  as  having  been  first  transferred 
from  the  reserves  to  earnings  and  profits  and  then  charged  to  earnings 
and  profits.  Thus  this  rule  will  normally  insure  that  there  will  be 
earnings  and  profits  sufficient  to  make  distributions  which  are  in 
reality  dividends  taxable  as  such,  even  though  the  association  has 
previously  deducted,  in  computing  its  earnings  and  profits,  the 
amount  of  additions  to  its  bad  debt  reserves.  However,  apart  from 
the  consequences  which  flow  from  the  fact  that  earnings  and  profits 
will  be  created  by  such  charges  to  the  reserves,  income  tax  conse¬ 
quences  to  stockholders  are  not  otherwise  affected  by  subsection  (f). 

Paragraph  (3)  of  subsection  (f)  provides  special  rules.  Subpara¬ 
graph  (A)  provides  that,  for  purposes  of  treating  a  distribution  as 
having  been  made  out  of  the  reserve  for  losses  on  qualifying  real 
property  loans,  additions  to  such  reserve  for  the  taxable  year  in  which 
the  distribution  occurs  shall  be  taken  into  account.  Thus,  the 
amount  of  such  reserve  will  be  augmented  by  the  addition  to  such 
reserve  computed  under  subsection  (b)  before  the  reserve  is  reduced  by 
reason  of  treating  a  distribution  as  having  been  made  out  of  the 
reserve.  Subparagraph  (B)  provides  that,  for  purposes  of  computing 
(under  sec.  593,  as  amended  by  the  bill)  the  amount  of  a  reasonable 
addition  to  the  reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during  any  year  to  such 
reserve  pursuant  to  the  provisions  of  paragraph  (2)  of  subsection  (f) 
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shall  not  be  taken  into  account.  Thus,  the  amount  by  which  such 
reserve  is  reduced  by  reason  of  distributions  to  stockholders  cannot 
serve  as  the  basis  for  subsequent  deductible  additions  to  such  reserve. 

SECTION  8.  MUTUAL  SAVINGS  BANKS,  ETC.  (Continued) 

(6)  Foreclosure  on  property  securing  loans. — Subsection  (b)  of 
section  8  of  the  bill  adds  a  new  section  595  to  the  code.  The  section 
applies  only  to  a  creditor  which  is  a  mutual  savings  institution 
described  in  the  amended  section  593(a). 

Nonrecognition  oj  gain  or  loss  as  a  result  oj  foreclosure 

Subsection  (a)  of  the  new  section  595  provides  that  in  the  case  of  a 
creditor  which  is  an  organization  described  in  section  593(a),  no  gain 
or  loss  shall  be  recognized,  and  no  debt  shall  be  considered  as  becom- 
ing -worthless  or  partially  worthless,  as  the  result  of  such  organization 
having  bid  in  at  foreclosure,  or  having  otherwise  reduced  to  ownership 
or  possession  by  agreement  or  process  of  law,  any  property  which  was 
security  for  the  payment  of  any  indebtedness. 

Character  of  property 

Subsection  (b)  of  the  new  section  595  provides  that,  for  purposes  of 
sections  166  (relating  to  the  deduction  for  bad  debts)  and  1221  (re¬ 
lating  to  the  definition  of  a  capital  asset),  any  property  acquired  in  a 
transaction  with  respect  to  which  gain  or  loss  was  not  recognized  to  the 
creditor  by  reason  of  subsection  (a)  shall  be  considered  as  property 
having  the  same  characteristics  as  the  indebtedness  for  which  such 
property  was  security.  The  subsection  further  provides  that  any 
amount  realized  by  such  creditor  with  respect  to  such  property  shall 
be  treated  (for  purposes  of  ch.  1  of  the  code)  as  a  payment  on 
account  of  such  indebtedness,  and  that  any  loss  with  respect  to  such 
property  shall  be  treated  as  a  bad  debt  to  which  the  provisions  of 
section  166  apply. 

Basis 

Subsection  (c)  of  the  new  section  595  provides  that  the  basis  of  any 
property  acquired  in  a  transaction  to  which  subsection  (a)  applies 
shall  be  the  basis  of  the  indebtedness  for  which  such  property  was 
security,  determined  as  of  the  date  of  the  acquisition  of  such  prop¬ 
erty,  properly  increased  for  any  costs  of  acquisition. 

Regulatory  authority 

Subsection  (d)  of  the  new  section  595  provides  that  the  Secretary 
of  the  Treasury  or  his  delegate  shall  prescribe  such  regulations  as  he 
may  deem  necessary  to  carry  out  the  purposes  of  this  section. 

(c)  Definition  of  domestic  building  and  loan  association. — Subsection 
(c)  of  section  8  of  the  bill  amends  paragraph  (19)  of  section  7701(a)  of 
the  code  to  provide  a  new  definition  of  the  term  “domestic  building 
and  loan  association”.  As  amended,  paragraph  (19)  of  section  7701(a) 
defines  such  term  to  mean  any  domestic  building  and  loan  association, 
domestic  savings  and  loan  association,  or  Federal  savings  and  loan 
association,  which  is  either  (i)  an  insured  institution  within  the  mean¬ 
ing  of  section  401(a)  of  the  National  Housing  Act  (12  U.S.C., 
§  1724(a)),  or  (ii)  is  subject  by  law  to  supervision  and  examination  by 
State  or  Federal  authority  having  supervision  over  such  associations, 
but  only  if  substantially  all  of  its  business  meets  specified  requirements. 
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The  “insured  institutions”  referred  to  are  those  the  accounts  of  which 
are  insured  by  the  Federal  Savings  and  Loan  Insurance  Corporation. 
The  new  definition  requires  that  substantially  all  the  business  of  an 
association  consist  of  accepting  savings  and  investing  the  proceeds  (i) 
in  loans  secured  by  real  property  which  is  (or,  from  the  proceeds  of  the 
loan,  will  become)  residential  real  property,  and  (ii)  in  other  loans,  to 
the  extent  such  other  loans  would  be  authorized  to  be  made  by  a 
Federal  savings  and  loan  association  under  the  second  paragraph  of 
section  5(c)  of  the  Home  Owners’  Loan  Act,  as  amended  (12  U.S.C., 
§  1464(c)).  These  provisions  authorize  a  Federal  savirgs  and  loan 
association  to  invest  a  sum  not  in  excess  of  15  percent  of  its  assets  in 
specified  loans,  including  unsecured  loans,  for  property  alteration, 
repair,  or  improvement. 

( d )  Clerical  amendments. — Subsection  (d)  of  section  8  of  the  bill 
contains  clerical  amendments. 

(e)  Repeal  of  exemption  from  communications  and  transportation  of 
persons  taxes. — Under  section  5(h)  of  the  Home  Owners’  Loan  Act 
of  1933  (48  Stat.  132;  12  U.S.C.,  §  1464(h)),  Federal  savings  and  loan 
associations  are  exempted  from  the  excise  tax  on  communications  and 
the  excise  tax  on  the  transportation  of  persons  now  imposed  by  sec¬ 
tions  4251  and  4261  of  the  code.  Subsection  (e)  of  section  8  of  the 
bill  provides  that,  notwithstanding  any  other  provision  of  law,  a 
Federal  savings  and  loan  association  shall  not  be  exempt  as  such 
from  the  excise  taxes  imposed  by  sections  4251  and  4261  of  the  code. 

( j )  Effective  dates. — Subsection  (f)  of  section  8  of  the  bill  provides 
effective  dates  for  subsections  (a),  (b)  and  (e)  of  section  8  of  the  bill. 

Paragraph  (1)  of  section  8(f)  of  the  bill  provides  that  the  amend¬ 
ments  made  by  section  8(a)  of  the  bill  (which  amends  sec.  593  of 
existing  law)  shall  apply  to  taxable  years  ending  after  December  31, 
1962,  except  that  section  593(f)  of  the  code  shall  apply  to  distribu¬ 
tions  after  December  31,  1962,  in  taxable  years  ending  after  such 
date. 

Paragraph  (2)  of  section  8(f)  of  the  bill  provides  that  the  amend¬ 
ments  made  by  section  8(b)  of  the  bill  (which  adds  a  new  sec.  595) 
shall  apply  to  transactions  described  in  section  595(a)  of  the  code 
occurring  after  December  31,  1962,  irv  taxable  years  ending  after  such 
date. 

Paragraph  (3)  of  section  8(f)  of  the  bill  provides  that  subsection 
(e)  shall  apply,  in  the  case  of  the  tax  imposed  by  section  4251  of  the 
code,  with  respect  to  amounts  paid  pursuant  to  bills  rendered  after 
June  30,  1962;  and,  in  the  case  of  the  tax  imposed  by  section  4261  of 
the  code,  with  respect  to  transportation  beginning  after  June  30,  1962. 

SECTION  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

(a)  Definitions.— Section  9(a)  of  the  bill  amends  section  643  of  the 
1954  Code  (definitions  relating  to  the  income  of  estates  and  trusts) 
in  the  following  respects. 

Modification  of  distributable  net  income 

Section  9(a)(1)  of  the  bill  amends  section  643(a)(6)  (relating  to 
modifications  taken  into  account  in  computing  distributable  net 
income)  in  two  respects.  First,  a  new  subparagraph  (B)  is  added 
to  section  643(a)(6)  to  provide  that  the  gross  income  of  a  foreign 
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trust  from  sources  within  the  United  States  is  to  be  determined 
without  regard  to  section  894  (relating  to  income  exempt  under 
treaty).  A  further  amendment  is  made  to  section  643(a)(6)  by  the 
addition  of  a  new  subparagraph  (C).  The  new  section  643(a)(6)(C) 
provides  that  section  643(a)(3)  (relating  to  capital  gains  and  losses) 
is  not  to  apply  to  a  “foreign  trust  created  by  a  United  States  person”, 
as  defined  in  section  643(d).  In  lieu  of  the  rules  provided  by  section 
643(a)(3),  the  new  subparagraph  (C)  provides  that  there  is  to  be 
included  in  distributable  net  income  gains  from  the  sale  or  exchange 
of  capital  assets,  reduced  by  losses  from  such  sales  or  exchanges  to 
the  extent  such  losses  do  not  exceed  gains  from  such  sales  or  exchanges. 
The  new  subparagraph  (C)  also  provides  that  the  deduction  under 
section  1202  (relating  to  deduction  for  excess  of  capital  gains  over 
capital  losses)  is  not  to  be  taken  into  account.  Existing  section 
643(a)(3)  will  continue  to  apply  to  trusts  other  than  foreign  trusts 
created  by  United  States  persons. 

Foreign  trusts  created  by  United  States  persons 

Section  9(a)(2)  of  the  bill  adds  a  new  subsection  (d)  to  section  643 
of  the  1954  Code.  The  new  section  643(d)  provides  that,  for  purposes 
of  part  I  of  subchapter  J  (relating  to  estates,  trusts,  and  beneficiaries), 
the  term  “foreign  trust  created  by  a  United  States  person”  means  a 
foreign  trust  (as  defined  in  sec.  7701  (a)  (31))  to  which  money  or 
property  has  been  transferred  directly  or  indirectly  by  a  United 
\States  person  (as  defined  in  sec.  7701  (a)  (30)),  or  under  the  will  of  a 
(decedent  who  at  the  date  of  his  death  was  a  United  States  citizen  or 
resident.  A  foreign  trust,  created  by  a  person  who  is  not  a  United 
States  person,  to  which  a.  United  States  person  transfers  money  or 
property  would  under  this  definition  be  a  foreign  trust  created  by  a 
United  States  person. 

(b)  Modification  of  throwback. — Subsections  (b)  through  (d)  of 
section  9  of  the  bill  make  various  amendments  designed  to  modify  the 
so-called  throwback  provisions  of  the  code  in  their  application  to  cer¬ 
tain  foreign  trusts. 

Existing  law 

Under  existing  law  the  so-called  throwback  provisions  of  sub¬ 
chapter  J  operate  substantially  as  follows.  When  a  beneficiary 
receives  as  a  distribution  an  amount  in  excess  of  current  distributable 
net  income,  and  the  distribution  exceeds  $2,000,  it  is  called  an  accumu¬ 
lation  distribution.  The  beneficiary  is  taxed  on  this  amount  to  the 
extent  there  was  undistributed  net  income  of  the  trust  in  any  of  the 
preceding  5  years,  the  undistributed  net  income  of  such  prior  years 
being  taken  into  account  in  inverse  order.  Undistributed  net  income 
consists  of  undistributed  distributable  net  income  for  a  taxable  year, 
minus  the  taxes  on  the  trust  attributable  to  such  undistributed 
amount.  The  beneficiary  is  also  required  to  include  in  gross  income 
an  appropriate  portion  of  the  United  States  income  taxes,  if  any, 
imposed  on  the  trust  with  respect  to  the  undistributed  net  income, 
but  he  receives  a  tax  credit  based  on  the  taxes  the  trust  would  not 
have  had  to  pay  if  the  undistributed  distributable  net  income  had 
actually  been  paid  to  the  beneficiary. 

Although  under  section  668(a)  the  beneficiary  is  taxable  currently 
on  the  entire  distribution,  as  well  as  on  the  taxes  on  the  trust  allocable 
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to  that  amount,  the  tax  attributable  to  the  distribution  cannot 
exceed  the  tax  he  would  have  paid  had  the  distribution  been  paid  to 
him  on  the  last  day  of  each  of  the  preceding  taxable  years  to  the 
extent  the  undistributed  net  income  of  each  of  those  years  is  con¬ 
sidered  absorbed  by  the  distribution.  The  taxes  deemed  distributed 
to  him  are  similarly  spread  back. 

Under  existing  law,  however,  as  noted,  the  throwback  rule  does  not 
operate  with  respect  to  distributions  made  out  of  accumulations  for 
taxable  years  before  the  fifth  year  preceding  the  taxable  year.  In 
addition,  there  are  certain  exceptions  to  what  may  be  taken  into  ac¬ 
count  in  determining  whether  there  has  been  an  accumulation  distri¬ 
bution,  e.g.,  a  distribution  out  of  accumulations  for  a  minor,  or  a  final 
distribution  of  the  trust  made  to  a  beneficiary  more  than  9  years  after 
the  date  of  the  last  transfer  to  the  trust. 

Modification  oj  accumulation  distribution 

Section  9(b)(1)  of  the  bill  amends  section  665(b)  (relating  to  the 
definition  of  accumulation  distribution)  to  limit  the  application  of 
such  definition  to  trusts  other  than  foreign  trusts  created  by  United 
States  persons.  A  new  section  665(c),  added  by  section  9(b)(2)  of 
the  bill,  provides  a  definition  of  accumulation  distribution  for  foreign 
trusts  created  by  United  States  persons.  Under  this  new  definition, 
a  distribution  in  excess  of  current  distributable  net  income  consti¬ 
tutes  an  accumulation  distribution  whether  or  not  the  distribution  ex¬ 
ceeds  $2,000.  In  addition,  there  are  no  exceptions  to  what  may  be 
taken  into  account  in  determining  whether  there  has  been  an  accumu¬ 
lation  distribution.  Thus,  any  distribution  in  excess  of  current  dis¬ 
tributable  net  income  will,  under  the  new  section  665(c),  be  an  ac¬ 
cumulation  distribution. 

The  last  sentence  of  section  665(c)  provides  that  any  amount  paid 
to  a  United  States  person  which  is  from  a  payor  who  is  not  a  United 
States  person,  and  which  is  derived  directly  or  indirectly  from  a  foreign 
trust  created  by  a  United  States  person,  is  to  be  deemed  in  the  year  of 
payment  to  have  been  directly  paid  by  the  foreign  trust.  Thus,  if  a 
nonresident  alien  receives  a  distribution  from  a  foreign  trust  created 
by  a  United  States  person  and  he  then  pays  the  amount  of  the  distribu¬ 
tion  over  to  a  United  States  person,  the  payment  of  such  amount  to 
the  United  States  person  represents  an  accumulation  distribution  to 
the  United  States  person  from  such  trust,  to  the  extent  that  the 
amount  received  would  have  been  an  accumulation  distribution  had 
the  trust  paid  the  amount  directly  to  the  United  States  person.  An 
example  of  a  payment  indirectly  derived  by  a  nonresident  alien  from 
such  a  foreign  trust  would  be  where  the  trust  distributes  to  a  foreign 
trust  which  was  not  created  by  a  United  States  person,  and  which 
latter  foreign  trust  makes  a  distribution  to  the  nonresident  alien.  In 
this  case,  the  payment  over  to  a  United  States  person  is  considered  to 
have  been  made  from  the  initial  and  not  from  the  intervening  trust. 
The  same  result  would  obtain  if  the  intervening  trust  were  a  foreign 
trust  created  by  a  United  States  person.  However,  even  if  a  pay¬ 
ment  is  made  to  a  United  States  person  by  a  person  who  is  not  a 
United  States  person  and  who  directly  or  indirectly  derived  the 
amount  paid  from  a  foreign  trust  created  by  a  United  States  person, 
the  receipt  of  the  amount  by  the  United  States  person  is  not  consid¬ 
ered  the  receipt  of  an  accumulation  distribution  from  a  trust  if  the 
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amount  is  received  under  circumstances  indicating  lack  of  intent  on 
the  part  of  the  parties  to  circumvent  the  amendments  made  bv  section 
9  of  the  bill. 

Other  modifications  to  the  throwback  rule 

The  restriction  of  the  throwback  rule  to  the  5  preceding  taxable 
years  of  the  trust  is  removed  by  section  9(c)(2)  of  the  bill  for  foreign 
trusts  created  by  a  United  States  person.  However,  this  unlimited 
throwback  will  operate  only  for  years  governed  by  the  1954  Code. 

Section  9(d)  of  the  bill  adds  a  new  sentence  to  section  668(a)  (relat¬ 
ing  to  amounts  treated  as  received  in  prior  taxable  years).  In  the 
case  of  a  United  States  person  who  is  a  beneficiary  of  a  foreign  trust 
created  by  a  United  States  person,  this  sentence  conditions  the  avail- 
ability  of  the  limitation  on  tax  provided  by  section  668(a)  on  a 
beneficiary’s  meeting  the  information  requirements  of  new  section 
669(b),  added  by  section  9(e)  of  the  bill. 

The  provisions  of  subchapter  J  which  remain  unchanged  by  the  bill 
will  continue  to  apply  as  under  existing  law.  Thus,  the  credit  allowed 
to  a  beneficiary  by  section  668(b)  for  United  States  income  taxes  paid 
by  the  trust,  and  the  credit  against  tax  for  taxes  imposed  by  foreign 
countries  will  continue  to  be  available. 

SECTION  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

(Continued) 

(e)  Limitation  on  tax. — Section  9  (e)  of  the  bill  adds  a  new  section  669 
to  subpart  D  of  part  1  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts). 

SECTION  669.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN  FOREIGN 

TRUSTS 

Section  669  provides  that  a  beneficiary  who  is  a  United  States  per¬ 
son  and  who  satisfies  certain  additional  requirements  may  elect  be¬ 
tween  two  methods  of  computing  the  limitation  on  tax  attributable 
to  an  accumulation  distribution  received  from  a  foreign  trust  created 
by  a  United  States  person.  These  two  methods  are  in  addition  to 
the  method  available  to  the  beneficiary  of  computing  his  tax  in  the 
ordinary  way  by  including  in  income  the  entire  amount  of  an  accumu¬ 
lation  distribution  when  it  is  jiaid,  credited,  or  required  to  be  dis¬ 
tributed.  The  additional  requirements  referred  to  which  must  be 
satisfied  by  the  beneficiary  are  those  provided  in  section  669(b),  re¬ 
lating  to  the  furnishing  of  certain  information  by  the  beneficiary  with 
respect  to  the  operation  and  'accounts  of  the  trust.  Information  may 
be  required  to  be  furnished  for  each  taxable  year  of  the  trust  on  the 
last  day  of  which  an  amount  is  deemed  distributed  by  the  trust  under 
section  666(a).  The  nature  and  extent  of  the  information  required  is 
to  be  determined  by  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate. 

First  method  oj  limiting  tax 

As  noted  above,  section  669(a)  provides  for  an  election  by  the 
beneficiary  as  between  two  methods  of  computing  the  limitation  on 
tax  attributable  to  the  receipt  of  an  accumulation  distribution.  The 
first  method  is  the  one  provided  by  existing  law,  and  which  is  now 
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contained  in  the  next  to  the  last  sentence  of  section  668(a).  How¬ 
ever,  section  669(a)(2)(B)  provides  that  this  method  may  not  be 
elected  if  the  beneficiary  was  not  alive  on  the  last  day  of  each  pre¬ 
ceding  taxable  year  of  the  trust  with  respect  to  which  a  distribution 
is  deemed  made  under  section  666(a).  Thus,  if  a  portion  of  an 
amount  received  as  an  accumulation  distribution  was  accumulated  by 
the  trust  during  years  when  the  beneficiary  was  unborn,  the  benefi¬ 
ciary  is  not  permitted  to  elect  the  limitation  on  tax  provided  by 
section  669(a)(1)(A). 

Second  method  oj  limiting  tax 

The  second  method  of  limiting  tax  is  provided  by  section  669(a) 
(1)(B).  Under  this  method  the  beneficiary’s  gross  income  for  the 
taxable  year  in  which  the  accumulation  distribution  is  paid,  credited, 
or  required  to  be  distributed  to  him  (determined  without  regard  to  the 
inclusion  in  income  required  by  sec.  668(a)  of  any  amount  other 
than  pursuant  to  sec.  669(a)(1)(B))  and  for  each  of  his  2  taxable 
years  immediately  preceding  such  year  is  recomputed  solely  for  pur¬ 
poses  of  determining  the  limitation  on  the  beneficiary’s  tax  for  the 
current  year.  The  income  for  each  of  such  3  years  is  recomputed  by 
adding  thereto  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section  668(a)  by  the  number 
of  preceding  taxable  years  of  the  trust  on  the  last  day  of  each  of  which 
an  amount  is  deemed  under  section  666(a)  to  have  been  distributed. 
There  is  then  computed  the  increase  in  tax  for  each  of  such  3  years 
attributable  to  the  increased  amount  of  gross  income.  The  aggregate 
of  the  increases  in  tax  for  such  3  years  is  divided  by  3  to  arrive  at  an 
average  increase  in  tax  for  such  3  years.  This  average  increase  in  tax, 
multiplied  by  the  number  of  preceding  taxable  years  of  the  trust 
from  the  income  of  which  the  distribution  is  made,  is  the  limitation  on 
the  beneficiary’s  tax  liability  (before  the  application  of  any  credit  for 
taxes  paid  by  the  trust  allowed  by  sec.  668(b))  with  respect  to  the 
accumulation  distribution. 

The  computation  made  under  the  alternate  election  provided  by 
section  669(a)(1)(B)  is  modified  in  two  cases.  When  an  accumula¬ 
tion  distribution  is  deemed  under  section  666(a)  to  have  been  dis¬ 
tributed  on  the  last  day  of  less  than  3  taxable  years  of  the  trust,  the 
taxable  years  of  the  beneficiary  for  which  a  recomputation  is  made 
under  section  669(a)(1)(B)  is  limited  to  the  number  of  years  to 
which  section  666(a)  applies,  commencing  with  the  most  recent 
taxable  year  of  the  beneficiary.  Also,  no  recomputation  of  gross 
income  is  to  be  made  for  a  beneficiary  for  a  taxable  year  for  which 
he  was  not  alive  on  the  last  day  thereof;  and  if  the  beneficiary  has  no 
preceding  taxable  year,  the  recomputation  of  gross  income  is  made 
on  the  basis  of  his  taxable  year  without  regard  to  the  inclusion  in 
income  required  by  section  668(a)  of  any  amount  other  than  pur¬ 
suant  to  section  669(a)(1)(B). 

The  application  of  the  preceding  paragraph  may  be  illustrated  by 
the  following  examples:  Assume  that  a  foreign  trust  created  by  a 
United  States  person  accumulates  $3,000  of  income  for  one  year  and 
$7,000  for  a  second  year  and  then  distributes  the  accumulated  income 
on  January  1,  1965,  to  a  beneficiary  who  is  a  United  States  person. 
The  limitation  on  tax  computed  under  section  669(a)(1)(B)  would 
be  determined  by  recomputing  the  beneficiary’s  gross  income  for 
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1964  and  1965  by  adding  $5,000  to  each  year.  If  the  same  distribu¬ 
tion  were  made  to  an  infant  who  was  born  in  1965,  the  limitation  on 
tax  would  be  computed  by  adding  $5,000  to  his  gross  income  for  such 
year.  The  resulting  increase  in  tax  would  be  multiplied  by  two  to 
arrive  at  the  limitation  on  the  increase  in  his  tax  for  1965  attributable 
to  such  distribution. 

Effect  of  prior  election 

Section  669(a)(3)  provides  special  rules  which  have  application 
when  a  beneficiary  who  is  a  United  States  person  receives  a  second  or 
succeeding  accumulation  distribution  from  a  foreign  trust  created  by  a 
United  States  person. 

If  a  beneficiary  has  elected  the  limitation  on  tax  provided  by  section 
669(a)(1)(B)  (the  second  method  described  herein)  with  respect  to  an 
accumulation  distribution,  and  with  respect  to  a  subsequent  accumu¬ 
lation  distribution  he  desires  to  elect  the  limitation  on  tax  provided 
by  section  669(a)(1)(A)  (the  method  provided  by  existing  law),  for 
purposes  of  computing  the  limitation  on  tax  with  respect  to  the 
subsequent  accumulation  distribution  the  income  of  any  year  with 
respect  to  which  an  amount  is  deemed  distributed  to  a  beneficiary 
under  section  666(a)  is  to  include  amounts  previously  deemed  distrib¬ 
uted  to  such  beneficiary  for  such  year  as  a  result  of  an  accumulation 
distribution  with  respect  to  which  an  election  under  section 
669(a)(1)(B)  was  made.  The  result  of  this  rule  is  to  require  that  for 
the  purposes  of  computing  the  limitation  on  tax  under  section 
669(a)(1)(A)  with  respect  to  an  accumulation  distribution,  all  previous 
elections  are  considered  to  have  been  made  under  section  669(a)  (1)  (A). 
However,  this  rule  does  not  deny  to  the  beneficiary  the  benefit  previ¬ 
ously  derived  by  him  as  a  result  of  an  election  under  section  669(a)(1) 
(B)  with  respect  to  an  earlier  accumulation  distribution. 

A  special  rule  is  also  provided  by  section  669(a)(3)  regardless  of  the 
limitation  on  tax  elected  with  respect  to  a  prior  accumulation  distri¬ 
bution  when,  with  respect  to  a  subsequent  accumulation  distribution, 
the  limitation  on  tax  provided  by  section  669(a)(1)(B)  is  elected  by 
the  beneficiary.  When  this  occurs  the  number  of  preceding  taxable 
years  of  the  trust  with  respect  to  which  an  amount  is  deemed  distrib¬ 
uted  to  a  beneficiary  under  section  666(a)  is  to  be  determined  without 
regard  to  any  such  year  with  respect  to  which  an  amount  was  pre¬ 
viously  deemed  distributed  to  such  beneficiary. 

SECTION  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS 

(Continued) 

(/)  Requirement  of  information  return. — Section  9(f)  of  the  bill 
amends  subpart  B  of  part  III  of  subchapter  A  of  chapter  61  (relating 
to  information  concerning  transactions  with  other  persons)  by  adding 
a  new  section  6047. 

SECTION  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS  TO  CERTAIN 

FOREIGN  TRUSTS 

Section  6047  provides  for  the  filing  of  an  information  return  on  or 
before  the  90th  day  after  the  creation  of  any  foreign  trust  by  a  United 
States  person  or  after  the  transfer  of  any  money  or  property  to  a 
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foreign  trust  by  a  United  States  person.  The  return  is  to  be  in  such 
form  and  is  to  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  of  the  Treasury  or  his  delegate  prescribes  by 
regulation  as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws.  The  return  is  required  to  be  filed  by  the  grantor  in  the  case 
of  an  inter  vivos  trust,  the  fiduciary  of  an  estate  in  the  case  of  a  testa¬ 
mentary  trust,  or  by  the  transferor  to  a  foreign  trust,  as  the  case  may 
be. 

( g )  Penalty  for  failure  to  file  return. — Section  9(g)  of  the  bill  amends 
subchapter  B  of  chapter  68  (relating  to  assessable  penalties)  by  adding 
a  new  section  6677. 

SECTION  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS  WITH  RESPECT 
TO  CERTAIN  FOREIGN  TRUSTS 

Section  6677(a)  provides  that,  in  addition  to  any  criminal  penalty 
provided  by  law  (such  as  the  penalty  provided  by  sec.  7203  for 
willful  failure  to  file  a  return),  any  person  required  to  file  a  return 
under  section  6047  who  fails  to  file  such  return  at  the  time  provided 
in  such  section,  or  who  files  a  return  which  does  not  show  the  infor¬ 
mation  required  pursuant  to  such  section,  is  to  pay  a  penalty  equal 
to  5  percent  of  the  amount  transferred  to  a  trust,  but  not  more  than 
$1,000,  unless  it  is  shown  that  such  failure  is  due  to  reasonable  cause. 

Section  6677(b)  provides  that  the  assessment  or  collection  of  any 
penalty  imposed  by  section  6677(a)  is  not  to  be  subject  to  the  defi¬ 
ciency  procedures  provided  by  subchapter  B  of  chapter  63  of  the  code. 

(h)  Definitions. — Section  9(h)  of  the  bill  amends  section  7701(a) 
(relating  to  definitions)  by  adding  paragraphs  (30)  and  (31).  Para¬ 
graph  (30)  defines  the  term  “United  States  person”  to  mean  a  citizen 
or  resident  of  the  United  States;  a  domestic  partnership;  a  domestic 
corporation;  and  any  estate  or  trust  (other  than  a  foreign  estate  or 
foreign  trust,  within  the  meaning  of  sec.  7701  (a) (31)).  Para¬ 
graph  (31)  defines  the  terms  “foreign  estate”  and  “foreign  trust”  to 
mean  an  estate  or  trust,  as  the  case  may  be,  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in  gross  income 
under  subtitle  A  of  the  code  (relating  to  income  taxes). 

(i)  Technical  amendments. — Section  9(i)  of  the  bill  amends  the 
tables  of  sections  where  necessary  to  reflect  the  addition  of  the  new 
sections  added  by  the  bill. 

(j)  Effective  date. — The  amendments  made  by  section  9  of  the  bill 
(other  than  by  subsecs,  (f),  (g),  and  (h))  are  to  apply  with  respect  to- 
distributions  made  in  taxable  years  of  trusts  beginning  after  the  date 
of  the  enactment  of  the  bill.  The  amendments  made  by  subsections 
(f),  (g),  and  (h)  will  take  effect  on  such  date  of  enactment. 

SECTION  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 
COMPANIES),  ETC. 

(a)  Imposition  of  tax. — Subsection  (a)  of  section  10  of  the  bill 
amends  the  heading  and  table  of  sections  for  part  II  of  subchapter  L 
of  chapter  1  of  the  1954  Code  to  conform  them  to  the  substantive 
changes  made  by  the  bill.  In  addition,  subsection  (a)  in  effect  strikes 
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out  existing  section  821  of  the  code  and  substitutes  a  new  section  821, 
relating  to  the  tax  on  mutual  insurance  companies  to  which  part  II 
applies. 

SECTION  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO  WHICH  PART  II 
\  APPLIES 

(a)  Imposition  o/  tax. — Subsection  (a)  of  the  new  section  821  pro¬ 
vides  the  general  rule  for  taxing  mutual  insurance  companies  (including 
ipterinsurers  and  reciprocal  underwriters).  The  tax  will  not  apply 
to  a  mutual  life  insurance  company  or  to  a  mutual  marine  or  mutual 
fire  insurance  company  subject  to  the  tax  imposed  by  section  831  of 
the  1954  Code.  In  addition,  the  tax  will  not  apply  if  the  alternative 
tax  imposed  by  the  new  section  821(c)  (relating  to  alternative  tax  for 
certain  small  companies)  applies.  Also,  mutual  insurance  companies 
(other  than  life  or  marine)  whose  gross  receipts  (not  including  capital 
gains)  for  the  taxable  year  do  not  exceed  $75,000  will  continue  to  be 
exempt  from  tax  under  section  501(c)  (15)  of  the  1954  Code. 

The  tax  imposed  by  the  new  section  821(a)  applies  to  each  taxable 
year  beginning  after  December  31,  1962.  The  tax  is  to  consist  of — 

(1)  a  normal  tax  of  25  percent  of  the  mutual  insurance  company 
taxable  income,  or  50  percent  of  the  amount  by  which  such  taxable 
income  exceeds  $6,000,  whichever  is  the  lesser;  and 

(2)  a  surtax  of  22  percent  of  the  mutual  insurance  company 
taxable  income  (computed  without  regard  to  the  deduction 
provided  in  section  242  for  partially  tax-exempt  interest)  in 
excess  of  $25,000. 

Under  existing  law  a  mutual  insurance  company  which  is  subject  to 
the  tax  on  investment  income  only  is  exempt  from  tax  if  its  mutual 
insurance  company  taxable  income  does  not  exceed  $3,000.  Similarly, 
existing  law  provides  special  notch  relief  if  such  a  company  has  mutual 
insurance  company  taxable  income  between  $3,000  and  $6,000.  Under 
the  bill,  companies  having  mutual  insurance  copipany  taxable  income 
(as  defined  in  the  new  sec.  821(b))  which  does  not  exceed  $6,000  will 
be  exempt  from  tax,  and  the  special  notch  provision  will  apply  if  the 
company  has  mutual  insurance  company  taxable  income  between 
$6,000  and  $12,000. 

( b )  Mutual  insurance  company  taxable  income  defined. — Subsection 
(b)  of  the  new  section  821  defines  the  term  “mutual  insurance  com¬ 
pany  taxable  income”  for  purposes  of  part  II  of  subchapter  L.  Under 
this  definition,  mutual  insurance  company  taxable  income  means  the 
amount  by  which — 

(1)  the  sum  of — 

(A)  the  taxable  investment  income  (as  defined  in  sec. 
822(a)(1)), 

(B)  the  statutory  underwriting  income  (as  defined  in  sec. 
823(a)(1)),  and 

(C)  the  amounts  required  by  section  824(d)  to  be  sub¬ 
tracted  from  the  protection  against  loss  account,  exceeds 

(2)  the  sum  of — 

(A)  the  investment  loss  (as  defined  in  sec.  822(a)(2)),  if 
any, 

(B)  the  statutory  underwriting  loss  (as  defined  in  sec. 
823(a)(2)),  if  any,  and 

(C)  the  unused  loss  deduction  provided  by  section  825(a). 
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If  for  any  taxable  year  the  amount  determined  under  paragraph  (2) 
of  the  new  section  821(b)  exceeds  the  amount  determined  under  para¬ 
graph  (1)  of  the  new  section  821(b),  the  mutual  insurance  company 
taxable  income  shall  be  zero. 

(c)  Alternative  tax  for  certain  small  companies. — -Paragraph  (1)  of 
the  new  section  821(c)  provides  an  alternative  tax  which  is  in  lieu  of 
the  tax  imposed  by  section  821(a)  for  taxable  years  beginning  after 
December  31,  1962.  Except  as  provided  in  section  S2 1(c)(3)(B), 
this  tax  applies  in  the  case  of  every  mutual  insurance  company 
described  in  section  82 1  (e)  (3)  (A)  and  consists  of — 

(1)  a  normal  tax  of  25  percent  of  the  taxable  investment 
income  (as  defined  in  sec.  822(a)(1)),  or  50  percent  of  the  amount 
by  which  such  taxable  income  exceeds  $3,000,  whichever  is  the 
lesser;  and 

(2)  a  surtax  of  22  percent  of  the  taxable  investment  income 
(computed  without  regard  to  the  deduction  provided  in  sec.  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 

Thus,  paragraph  (1)  of  the  new  section  821(c)  provides,  in  effect  that 
certain  small  mutual  insurance  companies  shall  be  taxed  at  regular 
corporate  rates  on  taxable  investment  income  only.  Under  the  bill, 
such  companies  will  continue  to  be  taxed  the  same  as  under  present 
law,  except  that  the  alternative  1-percent  tax  will  not  apply.  Ac¬ 
cordingly,  if  such  a  company  has  taxable  investment  income  of  less 
than  $3,000,  it  is  not  subject  to  tax,  and  if  the  taxable  investment  in¬ 
come  is  between  $3,000  and  $6,000,  it  is  entitled  to  special  notch 
relief.  Unless  such  a  company  makes  an  election  to  be  taxed  under 
section  821(a),  its  underwriting  gains  or  losses  will  not  be  taken  into 
account  for  purposes  of  determining  its  tax  liability. 

Paragraph  (2)  of  the  new  section  821(c)  is  identical  to  section  821(c) 
of  existing  law  which  provides  a  special  tax  reduction  for  companies 
subject  to  tax  under  section  821.  Under  present  law,  if  the  gross 
amount  received  during  the  taxable  year  from  the  items  described  in 
section  822(b)  (other  than  par.  (1)(D)  thereof)  and  premiums  (includ¬ 
ing  deposits  and  assessments)  is  over  $75,000  but  less  than  $125,000, 
the  tax  otherwise  computed  under  existing  section  821(a)  (1)  or  (2) 
or  section  821(b)  is  reduced  to  an  amount  which  bears  the  same 
proportion  to  such  tax  as  the  excess  over  $75,000  bears  to  $50,000. 
However,  under  the  bill,  this  special  relief  provision  is  to  apply  only  to 
companies  which  are  subject  to  the  tax  imposed  by  the  new  section 
821(c)  and  is  not  to  apply  in  the  case  of  companies  which  are  subject 
to  the  tax  imposed  by  the  new  section  821(a). 

Subparagraph  (A)  of  the  new  section  821(c)(3)  provides  that, 
except  as  provided  by  section  821(c)(3)(B),  every  mutual  insurance 
company  (other  than  a  life  insurance  company  and  other  than  a  fire 
or  marine  insurance  company  subject  to  the  tax  imposed  by  sec.  831) 
is  to  be  subject  to  the  tax  imposed  by  section  821  (c)  if  the  gross  amount 
received  during  the  taxable  year  from  the  items  described  in  section 
822(b)  (other  than  par.  (1)(D)  thereof)  and  premiums  (including 
deposits  and  assessments)  exceeds  $75,000  but  does  not  exceed 
$300,000. 

Subparagraph  (B)  of  the  new  section  821(c)(3)  provides  that  a 
mutual  insurance  company  described  in  section  821(c)(3)(A)  shall  not 
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be  subject  to  the  alternative  tax  imposed  by  section  821(c)(1)  for 
the  taxable  year  if  there  is  in  effect  for  the  taxable  year  an  election 
made  by  such  company  under  section  821(d)  to  be  taxable  under 
section  821(a),  or  if  there  is  any  amount  in  the  protection  against 
loss  account  of  such  company  at  the  beginning  of  the  taxable  year. 
Where  the  alternative  tax  treatment  for  certain  small  companies  does 
not  apply  by  reason  of  there  being  an  amount  in  the  protection  against 
loss  account  at  the  beginning  of  the  taxable  year,  the  bill  provides 
that  an  election  may  be  made  to  subtract  such  amount  from  the 
protection  against  loss  account  as  of  the  close  of  the  preceding  taxable 
year.  See  section  824(d)(5). 

(' d )  Election  to  include  statutory  underwriting  income  or  loss. — Para¬ 
graph  (1)  of  the  new  section  821(d)  provides  that  any  mutual  insur¬ 
ance  company  which  is  subject  to  the  tax  imposed  by  section  821(c) 
may  elect  to  be  subject  to  the  tax  imposed  by  section  821(a).  Para¬ 
graph  (2)  provides  that  if  the  company  makes  such  an  election  it 
shall  be  subject  to  the  tax  imposed  by  section  821(a)  for  the  first 
taxable  year  for  which  the  election  is  made  and  for  all  taxable  years 
thereafter  unless  the  Secretary  or  his  delegate  consents  to  a  revocation 
of  such  election.  Under  the  bill,  it  is  not  intended  to  permit  such 
companies  an  annual  election  to  be  taxed  either  under  subsection 
(a)  or  (c)  of  the  new  section  821.  However,  there  may  be  some 
situations  where  because  of  a  substantial  change  in  the  character  of 
the  taxpayer’s  operations  there  would  be  an  undue  burden  or  material 
hardship  if  sucn  taxpayer  were  not  permitted  to  revoke  its  prior 
election.  Under  such  circumstances,  the  bill  provides  that  the  elec¬ 
tion  may  be  revoked  with  the  consent  of  the  Secretary  or  his  delegate. 
If,  however,  for  any  taxable  year  for  which  the  election  would  other¬ 
wise  apply,  the  gross  amount  received  by  the  company  during  the 
taxable  year  from  the  items  described  in  section  822(b)  (other  than 
par.  (1)(D)  thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  exceed  $75,000,  such  election  will  terminate  auto¬ 
matically.  Thus,  if  for  any  taxable  year  thereafter  such  a  company 
has  gross  receipts  from  such  sources  of  over  $75,000  but  not  more 
than  $300,000,  it  shall  be  subject  to  tax  under  section  821(c)  unless  it 
makes  a  new  election  to  be  taxed  under  section  821(a). 

(e)  No  United  States  insurance  business. — Subsection  (e)  of  the  new 
section  821  is  identical  with  section  821(d)  of  existing  law  and  provides 
that  foreign  mutual  insurance  companies  (other  than  a  life  insurance 
company  and  other  than  a  fire  or  marine  insurance  company  subject 
to  the  tax  imposed  by  sec.  831)  not  carrying  on  an  insurance  business 
within  the  United  States  are  not  to  be  subject  to  tax  under  part  II  of 
subchapter  L  but  shall  be  taxable  as  other  foreign  corporations. 
See  section  881  of  the  code. 

if)  Cross  references. — Subsection  (f )  of  the  new  section  82 1  contains 
cross  references  to  section  501(c)  (15)  of  the  code  (relating  to  exemption 
from  tax  of  certain  mutual  insurance  companies)  and  section  1201(a) 
(relating  to  alternative  tax  in  case  of  capital  gains). 
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SECTION  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 
COMPANIES),  ETC.  (Continued) 

(b)  Taxable  investment  income. — Subsection  (b)  of  section  10  of  the 
bill  contains  technical  amendments  to  sections  822  and  823  of  the 
code.  These  amendments,  in  effect,  retain  the  existing  substantive 
provisions  of  section  822  but  change  the  designation  of  the  excess  of 
gross  investment  income  (as  defined  in  sec.  822(b))  over  gross  invest¬ 
ment  deductions  (as  provided  in  sec.  822(c))  from  “mutual  insurance 
company  taxable  income”  to  “taxable  investment  income.” 

Subsection  (b)(1)  of  section  10  of  the  bill  changes  the  heading  of 
section  822  to  refer  to  taxable  investment  income  and  amends  sec¬ 
tion  822(a)  to  define  the  terms  “taxable  investment  income”  and 
“investment  loss”  for  purposes  of  part  II  of  subchapter  L.  The  in¬ 
vestment  loss  is  the  excess  of  gross  investment  deductions  over  gross 
investment  income. 

Subsection  (b)(2)  of  section  10  of  the  bill  amends  section  822(c) 
of  the  code  (relating  to  deductions)  and  section  822(e)  of  the  code 
(relating  to  foreign  mutual  insurance  companies)  by  striking  out  the 
term  “mutual  insurance  company  taxable  income”  each  place  it 
appears  and  inserting  in  lieu  thereof  the  term  “taxable  investment 
income”.  This  amendment  conforms  to  the  amendment  to  section 
822(a). 

Subsection  (b)(3)  of  section  10  of  the  bill  amends  section  822(c)(7) 
of  the  code  (relating  to  special  deductions)  and  provides  that  for 
purposes  of  paragraph  (7)  of  section  822(c),  in  applying  section  246(b) 
(relating  to  limitation  on  aggregate  amount  of  deductions  for  dividends 
received),  the  reference  in  section  246(b)  to  “taxable  income”  is  to  be 
treated  as  a  reference  to  “taxable  investment  income.” 

Subsection  (b)(4)  of  section  10  of  the  bill  redesignates  section  823 
of  the  code  (relating  to  other  definitions)  as  subsection  (f)  of  the  new 
section  822. 

(c)  Statutory  underwriting  income  or  loss. — Subsection  (c)  of  section 
10  of  the  bill  adds  (after  sec.  822(f),  as  redesignated  by  subsec.  (b)(4) 
of  sec.  10  of  the  bill)  a  new  section  823,  relating  to  determination  of 
statutory  underwriting  income  or  loss,  and  a  new  section  824,  relating 
to  adjustments  to  provide  protection  against  losses. 

SECTION  823.  DETERMINATION  OF  STATUTORY  UNDERWRITING  INCOME 

OR  LOSS 

(a)  In  general.— Paragraph  (1)  of  the  new  section  823(a)  defines 
the  term  “statutory  underwriting  income”  for  purposes  of  part  II  of 
subchapter  L.  Under  this  definition,  statutory  underwriting  income 
is  the  amount  by  which — 

(1)  the  gross  income  which  would  be  taken  into  account  in 
computing  taxable  income  under  section  832  if  the  taxpayer 
were  subject  to  the  tax  imposed  by  section  831,  reduced  by  the 
gross  investment  income  (as  determined  under  sec.  822(b)), 
exceeds 

(2)  the  sum  of — 

(A)  the  deductions  which  would  be  taken  into  account  in 
computing  taxable  income  if  the  taxpayer  were  subject  to 
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the  tax  imposed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822(c)  (relating  to  deductions  in  com¬ 
puting  taxable  investment  income),  plus 

(B)  the  deductions  provided  in  subsection  (c)  of  the  new 
section  823  (relating  to  special  deduction  for  small  company 
having  gross  amount  of  less  than  $900,000)  and  in  section 
824(a)  (relating  to  deduction  to  provide  protection  against 
losses). 

Paragraph  (2)  of  the  new  section  823(a)  provides  that,  for  purposes 
of  part  II  of  subchapter  L,  the  term  “statutory  underwriting  loss” 
means  the  amount  by  which  the  amount  referred  to  in  paragraph 
(1)(B)  of  the  new  section  823(a)  exceeds  the  amount  referred  to  in 
paragraph  (1)(A)  of  the  new  section  823(a). 

Paragraphs  (1)  and  (2)  of  the  new  section  823(a)  provide,  in  effect, 
that  for  purposes  of  determining  statutory  underwriting  income  or 
loss  for  the  taxable  year  a  mutual  insurance  company  subject  to  the 
tax  imposed  by  section  821(a)  must  first  take  into  account  the  same 
gross  income  and  deduction  items  (except  as  modified  by  sec.  823(b)) 
as  a  taxpayer  subject  to  tax  under  section  831  would  take  into  account 
for  purposes  of  determining  its  taxable  income  under  section  832. 
These  items  are  then  reduced  to  the  extent  that  they  include  amounts 
which  are  included  in  determining  taxable  investment  income  under 
section  822(a).  In  addition,  the  taxpayer  is  allowed  a  deduction  for 
the  amount  determined  under  section  824(a)  (relating  to  deduction  to 
provide  protection  against  losses)  and,  in  the  case  of  a  company  having 
gross  receipts  of  less  than  $900,000,  an  additional  deduction  equal  to 
the  amount  determined  under  section  823(c)(1),  after  the  application 
of  the  limitation  provided  in  section  823(c)(2). 

(b)  Modifications. — Subsection  (b)  of  the  new  section  823  provides 
certain  modifications  to  the  general  rule  for  determining  statutory 
underwriting  income  or  loss  contained  in  section  823(a).  Paragraph 
(1)  of  section  823(b)  provides  that  for  purposes  of  applying  section 
823(a),  the  deduction  for  net  operating  losses  provided  by  section  172 
is  not  to  be  allowed.  (However,  such  a  company  is  allowed  an  unused 
loss  deduction  under  the  provisions  of  sec.  825.)  Paragraph  (2)  of 
the  new  section  823(b)  provides  a  special  rule  which  applies  in  the 
case  of  an  interinsurer  or  reciprocal  underwriter  which  is  subject  to 
the  tax  imposed  by  section  821(a).  This  rule  provides  that  if  such 
a  company,  before  the  16th  day  of  the  3d  month  following  the  close 
of  the  taxable  year,  credits  the  individual  account  of  each  of  its 
subscribers  with  an  amount,  representing  savings  to  subscribers  for 
the  taxable  year,  which  it  would  be  obligated  to  pay  promptly  to  such 
subscriber  if  he  terminated  his  contract  at  the  close  of  the  company’s 
taxable  year,  then — 

(1)  there  is  to  be  allowed  as  a  deduction  the  increase  for  the 
taxable  year  in  savings  credited  to  subscriber  accounts,  or 

(2)  there  is  to  be  included  as  an  item  of  gross  income  the 
decrease  for  the  taxable  year  in  savings  credited  to  subscriber 
accounts. 

Any  amount  representing  savings  credited  to  his  account  for  the 
taxable  year  is  to  be  treated  by  the  subscriber  as  a  dividend  paid  or 
^declared  for  purposes  of  his  taxable  income.  Thus,  the  amount  of  any 
savings  credited  to  a  subscriber  within  the  meaning  of  this  section 
shall  be  taken  into  account  by  him  in  computing  his  income  to  the 
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extent  that  the  cost  of  the  insurance  with  respect  to  which  the  savings 
are  credited  constitutes  a  business  expense. 

( c )  Special  deduction  for  small  company  having  gross  amount  of  less 
than  $900,000. — Subsection  (c)  of  the  new  section  823  relates  to  the 
special  deduction  for  certain  small  companies  having  gross  receipts  of 
less  than  $900,000.  Paragraph  (1)  of  the  new  section  823(c)  provides 
that  if  the  gross  amount  received  during  the  taxable  year  from  the 
items  described  in  section  822(b)  (other  than  par.  (1)(D)  thereof)  and 
net  premiums  (including  deposits  and  assessments)  is  less  than 
$900,000,  then,  subject  to  the  limitation  provided  in  paragraph  (2) 
of  the  new  section  823(c)  there  shall  be  allowed  an  additional  deduction 
for  purposes  of  determining  statutory  underwriting  income  or  loss 
(under  subsec.  (a)  of  the  new  sec.  823)  for  the  taxable  year.  This 
additional  deduction  is  $6,000;  except  that  if  the  gross  amount  exceeds 
$300,000,  the  additional  deduction  is  limited  to  an  amount  equal  to  1 
percent  of  the  amount  by  which  $900,000  exceeds  such  gross  amount. 
The  special  deduction  provided  by  paragraph  (1)  does  not  apply  if  the 
taxpayer  is  either  subject  to  the  tax  imposed  by  section  821(c)  (re¬ 
lating  to  alternative  tax  for  certain  small  companies)  or  has  gross 
amounts  of  $900,000  or  more. 

Paragraph  (2)  of  the  new  section  823(c)  provides  that  the  amount 
of  the  deduction  allowed  under  paragraph  (1)  of  the  new  section 
823(c)  is  not  to  exceed  the  statutory  underwriting  income  (as  defined 
in  sec.  823(a)(1))  for  the  taxable  year,  computed  without  regard  to 
the  deduction  under  paragraph  (1)  or  the  deduction  allowed  under 
section  824(a)  (relating  to  deduction  for  protection  against  losses). 

Example:  The  application  of  section  823(c)  may  be  illustrated  by 
the  following  example: 

Company  M,  a  mutual  insurance  company  subject  to  the  tax 
imposed  by  section  821(a),  has  the  following  items  for  the  taxable 
year  1963: 


Gross  amount  for  purposes  of  sec.  823(c)(1) -  $400,  000 

Gross  investment  income  (including  capital  gains) -  75,  000 

Capital  gains -  50,  000 

Gross  income  under  sec.  832 -  450,  000 

Deductions  under  sec.  822(c) -  71,  000 

Deductions  under  sec.  832  (as  modified  by  sec.  823(b)) -  433,  000 

Under  the  provisions  of  section  823(c),  company  M’s  special  small 
company  deduction  for  the  taxable  year  1963  would  be  $5,000, 
computed  as  follows: 

(1)  Gross  amount  for  purposes  of  sec.  823(c)(1) - $400,000 

(2)  Amount  bv  which  $900,000  exceeds  item  (1)  ($900,000  minus 

$400,000)... _ _ _ _  500,000 

(3)  1  percent  of  item  (2),  not  to  exceed  $6,  000 -  5,  000 

(4)  Gross  income  under  sec.  832,  reduced  by  gross  invest¬ 

ment  income  ($450,000  minus  $75,000) _ $375,000 

(5)  Deductions  under  sec.  832  (as  modified  by  sec.  823(b), 

reduced  by  deductions  under  sec.  822(c)  ($433,000 

minus  $71,000) _  362,000 


(6)  Limitation  on  deduction  under  sec.  823(c)(1)  (excess,  if  any,  of 

item  (4)  over  item  (5)) - - - -  13,  000 

(7)  Deduction  under  sec.  823(c)(1)  (item  (3)  or  item  (6),  whichever  is 

the  lesser) _ _  5,  000 
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SECTION  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION  AGAINST  LOSSES 

(a)  Allowance  of  deduction. — Paragraph  (1)  of  the  new  section 
824(a)  provides  that  for  purposes  of  determining  the  statutory  under¬ 
writing  income  or  loss  (as  defined  in  sec.  823(a))  for  any  taxable  year 
there  is  to  be  allowed  as  a  deduction  to  provide  protection  against 
losses  the  sum  of — 

(1)  1  percent  of  the  losses  incurred  during  the  taxable  year  (as 
determined  under  sec.  832(b)(5));  plus 

(2)  25  percent  of  the  underwriting  gain  for  the  taxable  year; 
plus 

(3)  if  the  concentrated  windstorm,  etc.,  premium  percentage 
for  the  taxable  year  (as  defined  in  par.  (2)  of  the  new  sec.  824(a)) 
exceeds  50  percent,  the  amount  determined  by  applying  so  much 
of  the  concentrated  windstorm,  etc.,  premium  percentage  as  ex¬ 
ceeds  50  percent  to  the  underwriting  gain  for  the  taxable  year. 

For  purposes  of  paragraph  (1)  of  the  new  section  824(a),  the  term 
“underwriting  gain”  means  the  statutory  underwriting  income  com¬ 
puted  under  section  823(a)  without  regard  to  the  deduction  provided 
by  paragraph  (1)  of  the  new  section  824(a). 

Subparagraph  (C)  of  the  new  section  824(a)(1)  permits  an  addi¬ 
tional  deduction  for  protection  against  losses  in  the  case  of  certain 
companies  having  concentrated  windstorm,  etc.,  risks.  For  example, 
assume  that  for  the  taxable  year  1963,  W,  a  mutual  insurance  company 
subject  to  the  tax  imposed  by  section  821(a),  has  an  underwriting  gain 
(for  purposes  of  sec.  824(a))  of  $100.  Assume  further  that  W’s 
concentrated  windstorm,  etc.,  premium  percentage  (as  determined 
under  sec.  824(a)(2))  for  the  taxable  year  is  70  percent,  and  losses 
incurred  during  the  taxable  year  are  $1,000.  Under  the  provisions  of 
section  824(a),  W’s  deduction  for  protection  against  losses  for  1963 
would  be  $55.  Of  this  amount,  $10  (1  percent  of  losses  incurred,  or  1 
percent  of  $1,000)  is  due  to  the  application  of  section  824(a)(1)(A),  $25 
(25  percent  of  underwriting  gain,  or  25  percent  of  $100)  is  due  to  the 
application  of  section  824(a)(1)(B),  and  $20 — the  amount  determined 
by  multiplying  the  underwriting  gain  by  so  much  of  the  concentrated 
windstorm,  etc.,  premium  percentage  as  exceeds  50  percent,  or  20 
percent  (70  percent  minus  50  percent)  times  $100 — is  due  to  the 
application  of  section  824(a)(1)(C). 

Paragraph  (2)  of  the  new  section  824(a)  defines  the  term  “concen¬ 
trated  windstorm,  etc.,  premium  percentage”  for  any  taxable  year  as 
the  percentage  obtained  by  dividing — 

(1)  the  amount  of  the  premiums  earned  on  insurance  contracts 
during  the  taxable  year  (as  defined  in  sec.  832(b)(4)),  to  the 
extent  attributable  to  insurance  against  losses  arising  in  any  one 
State  from  windstorm,  hail,  flood,  earthquake,  or  similar  hazards, 
by 

(2)  the  total  amount  of  the  premiums  earned  on  insurance  con¬ 
tracts  during  the  taxable  year  (as  defined  in  sec.  832(b)(4)). 

For  purposes  of  the  preceding  sentence  the  term  “similar  hazards” 
includes  tornadoes,  cyclones,  and  similar  risks  against  natural  phe¬ 
nomena  but  does  not  include  insurance  against  fires,  explosions,  or 
riots.  In  the  case  of  a  company  which  issues  contracts  insuring 
against  a  combination  of  risks,  some  of  which  are  included  under  this 
paragraph  and  some  of  which  are  not  included  under  this  paragraph, 
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a  reasonable  allocation  of  the  premiums  earned  for  the  taxable  year 
with  respect  to  such  contracts  will  be  made  for  purposes  of  deter¬ 
mining  such  company’s  concentrated  windstorm,  etc.,  premium  per¬ 
centage  for  the  taxable  year. 

( b )  Protection  against  loss  account. — Subsection  (b)  of  the  new  sec¬ 
tion  824  requires  every  insurance  company  subject  to  the  tax  imposed 
by  section  821(a)  for  any  taxable  year  to  establish  and  maintain  a 
protection  against  loss  account.  This  account  is  to  be  established 
for  taxable  years  beginning  after  December  31,  1962,  and  the  begin¬ 
ning  or  opening  balance  of  such  account  is  to  be  zero. 

(c)  Additions  to  account. — Subsection  (c)  of  the  new  section  824 
relates  to  the  amount  which  is  to  be  added  to  the  protection  against 
loss  account  for  each  taxable  year  for  which  the  taxpayer  is  subject 
to  the  tax  under  section  821(a).  Subsection  (c)  of  the  new  section  824 
provides  that  the  amount  to  be  added  to  the  protection  against  loss 
account  is  to  be  an  amount  equal  to  the  deduction  for  protection 
against  losses  provided  by  section  824(a)(1). 

(d)  Subtractions. — Paragraphs  (1),  (4),  and  (5)  of  the  new  section 
824(d)  set  forth  the  amounts  which  are  to  be  subtracted  from  the 
protection  against  loss  account.  The  amount  which  is  required  to  be 
subtracted  under  section  824(d)  is  taken  into  account  under  section 
:82 1(b)(1)(C)  for  purposes  of  determining  mutual  insurance  company 
taxable  income. 

Paragraph  (1)  of  the  new  section  824(d)  provides  that,  after  making 
the  additions  required  by  section  824(c)  for  the  taxable  year,  there 
shall  be  subtracted  from  the  protection  against  loss  account — 

(A)  first,  an  amount  equal  to  the  excess  of  the  statutory 
underwriting  loss  for  the  taxable  year  over  the  underwriting 
loss  (as  defined  in  par.  (6))  for  the  taxable  year, 

(B)  then,  the  amount  (if  any)  by  which — 

(i)  the  sum  of  the  investment  loss  and  the  underwriting 
loss  for  such  taxable  year  exceeds 

(ii)  the  sum  of  the  statutory  underwriting  income  and  the 
taxable  investment  income  for  such  taxable  year, 

(C)  next  (in  the  order  in  which  the  losses  occurred),  amounts 
equal  to  the  unused  loss  carryovers  to  such  taxable  year, 

(D)  next,  any  amount  remaining  which  was  added  to  the  ac¬ 
count  for  the  fifth  preceding  taxable  year,  minus  one-half  of  the 
underwriting  gain  remaining  in  the  account  for  such  taxable  year 
which  was  added  under  subsection  (a)(1)(B),  and 

(E)  finally,  the  amount  by  which  the  total  amount  in  the  ac¬ 
count  exceeds  whichever  of  the  following  is  the  greater: 

(i)  10  percent  of  premiums  earned  on  insurance  contracts 
during  the  taxable  year  (as  defined  in  sec.  832(b)(4))  less 
dividends  to  policyholders  (as  defined  in  sec.  832(c)(ll)),  or 

(ii)  the  total  amount  in  the  account  at  the  close  of  the 
preceding  taxable  year. 

Under  subparagraph  (A)  of  the  new  section  824(d)(1),  the  first  sub¬ 
traction  from  the  protection  against  loss  account  is  made  for  so  much 
of  the  statutory  underwriting  loss  as  is  generated  either  by  the  deduc¬ 
tion  for  dividends  to  policyholders  (as  defined  in  sec.  832(c) (11))  or 
by  the  deduction  provided  in  section  824(a)  for  protection  against 
losses.  For  purposes  of  subparagraph  (A)  of  the  new  section 
824(d)(1),  an  underwriting  loss  is  not  taken  into  account.  The  term 
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“underwriting  loss”  means  a  loss  which  is  attributable  to  the  pay¬ 
ment  of  insurance  claims  and  expenses  and  does  not  include  losses 
which  are  attributable  to  the  payment  of  dividends  to  polic3Tholders 
or  to  the  deduction  to  provide  protection  against  losses. 

Under  subparagraph  (B)  of  the  new  section  824(d)(1),  the  under¬ 
writing  loss  is  subtracted  from  the  protection  against  loss  account 
but  only  to  the  extent  that  such  loss  exceeds  the  taxable  investment 
income  (as  defined  in  sec.  822(a)(1))  for  the  taxable  year.  Sub- 
paragraph  (B)  of  the  new  section  824(d)(1)  further  provides  for  a 
subtraction  from  the  protection  against  loss  account  if  the  investment 
loss  (as  defined  in  sec.  822(a)(2))  for  the  taxable  year,  exceeds  the 
statutory  underwriting  income  (as  defined  in  sec.  823(a)(1))  for  the 
taxable  year.  The  effect  of  this  provision  is  to  provide  that  no 
portion  of  an  investment  loss  for  any  taxable  year  may  be  applied 
against  mutual  insurance  company  taxable  income  for  any  prior  or 
subsequent  taxable  year  unless  the  investment  loss  exceeds  the 
balance  in  the  protection  against  loss  account  at  the  close  of  the 
taxable  year. 

Subparagraph  (D)  of  the  new  section  824(d)(1)  provides  for  the 
subtraction  of  certain  amounts  added  to  the  protection  against  loss 
account  for  any  taxable  year  under  section  824(c)  if  such  amounts 
remain  in  the  account  for  the  next  5  taxable  years.  Under  sub- 
paragraph  (D)  of  the  new  section  824(d),  the  entire  amount  remaining 
in  the  account  from  the  fifth  preceding  taxable  year  which  was  added 
by  reason  of  section  824(a)(1)(A)  (relating  to  deduction  for  1  percent 
of  losses  incurred  during  the  taxable  year)  or  section  824(a)(1)(C) 
(relating  to  additional  deduction  for  certain  companies  having  con¬ 
centrated  windstorm,  etc.,  risks)  is  to  be  subtracted  from  the  protec¬ 
tion  against  loss  account.  There  is  also  to  be  subtracted  under  sub- 
paragraph  (D)  of  the  new  section  824(d)(1)  an  amount  representing 
one-half  of  the  amount  remaining  in  the  account  with  respect  to  such 
fifth  preceding  taxable  year  which  was  added  by  reason  of  section 
824(a)(1)(B)  (relating  to  deduction  for  25  percent  of  underwriting 
gain  for  the  taxable  year). 

Subparagraph  (E)  of  the  new  section  824(d)(1)  provides  (taking  into 
account  the  priority  rule  in  sec.  824(d)(3)(B)),  in  effect,  a  ceiling  on  the 
amount  which  can  be  added  to  and  remain  in  the  protection  against 
loss  account  for  the  taxable  year  for  which  the  amount  is  added.  Sub- 
paragraph  (E)  provides  that  if  the  total  amount  in  the  account  (as 
determined  under  sec.  824(d)(2))  exceeds  the  greater  of  (1)  10  per¬ 
cent  of  premiums  earned  on  insurance  contracts  during  the  taxable 
year  (as  defined  in  sec.  832(b)(4))  less  dividends  to  policyholders  (as 
defined  in  sec.  832(c)  (11)),  or  (2)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year,  then  the  amount  of  such  excess 
shall  be  subtracted  from  the  protection  against  loss  account. 

Paragraph  (2)  of  the  new  section  824(d)  contains  rules  for  determin¬ 
ing  the  ceiling  on  the  protection  against  loss  account.  Paragraph  (2) 
of  the  new  section  824(d)  provides  that  for  purposes  of  paragraph 
(1)(E)  of  the  new  section  824(d),  the  total  amount  in  the  account  is  to 
he  determined — - 

(1)  after  the  application  of  section  824(d)  without  regard  to 
paragraph  (1)(E)  thereof,  and 

(2)  without  regard  to  amounts  remaining  in  the  account  which 
were  added,  with  respect  to  all  taxable  years,  under  section 
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824(a)(1)(C)  (relating  to  additional  deduction  to  provide  pro¬ 
tection  against  losses  for  certain  companies  having  concentrated 
windstorm,  etc.,  risks). 

Under  paragraph  (2)  of  the  new  section  824(d),  for  purposes  of  deter¬ 
mining  the  ceiling  on  the  protection  against  loss  account  in  the  case  of 
a  company  having  concentrated  windstorm,  etc.,  risks,  any  amount 
added  to  the  account  by  reason  of  the  application  of  section  824(a)(1) 
(C)  is  not  to  be  taken  into  account. 

Paragraph  (3)  of  the  new  section  824(d)  provides  rules  relating  to 
the  priority  in  which  the  subtractions  from  the  protection  against  loss 
account  are  to  be  made.  Under  paragraph  (3)  (A)  of  the  new  section 
824(d)  the  amounts  required  to  be  subtracted  from  the  protection 
against  loss  account  under  section  824(d)(1)  (A),  (B),  and  (C),  are  to 
be  made — 

(1)  first  (on  a  first-in,  first-out  basis)  from  amounts  in  the 
account  with  respect  to  the  5  preceding  taxable  years  and  the 
taxable  year,  and 

(2)  then  from  amounts  in  the  account  with  respect  to  earlier 
years. 

Under  paragraph  (3)(B)  of  the  new  section  824(d),  the  amounts  re¬ 
quired  to  be  subtracted  from  the  protection  against  loss  account 
under  section  824(c)(1)(E)  are  to  be  subtracted  only  from  amounts 
in  the  account  with  respect  to  the  taxable  year. 

Under  paragraph  (3)(C)  of  the  new  section  824(d),  if  the  amount 
to  be  subtracted  from  the  total  amounts  in  the  account  with  respect 
to  any  taxable  year  is  less  than  such  total,  the  amount  required  to 
be  subtracted  from  the  protection  against  loss  account  under  section 
824(d)(1)  (A),  (B),  (C),  and  (E)  is  to  be  subtracted  from  each  of  the 
amounts  referred  to  in  section  824(a)(1)  in  the  account  with  respect 
to  such  year  in  the  proportion  which  each  bears  to  the  total  amount 
in  the  account  with  respect  to  such  year.  For  example,  assume  that 
for  the  taxable  year  1966,  N,  a  mutual  insurance  company  subject  to 
the  tax  imposed  by  section  821(a),  is  required  to  subtract  $60  from 
its  protection  against  loss  account  under  section  824(d)(1)  (other  than 
under  subpar.  (E)).  Assume  that  the  total  amount  in  the  account 
for  1963  (the  first  preceding  taxable  year  for  which  additions  to  the 
account  were  made)  is  $100.  Assume  further  that  of  this  $100  bal¬ 
ance,  $30  is  due  to  the  application  of  section  824(a)(1)(A),  $50  is  due 
to  the  application  of  section  824(a)(1)(B),  and  $20  is  due  to  the 
application  of  section  824(a)(1)(C).  Under  paragraph  (3)(C)  of  the 
new  section  824(d),  since  the  amount  to  be  subtracted  from  the  bal¬ 
ance  in  the  account  with  respect  to  1963  is  less  than  such  balance, 
the  amount  to  be  subtracted  from  each  of  the  amounts  in  the  account 
with  respect  to  such  taxable  year  shall  be  in  the  proportion  which 
each  bears  to  such  total.  Accordingly,  the  amount  in  the  account 
by  reason  of  the  application  of  section  824(a)(1)(A)  shall  be  reduced 
by  $18  (30/1 00 X $60).  The  amount  in  the  account  with  respect  to 
the  application  of  section  824(a)(1)(B)  shall  be  reduced  by  $30 
(50/100X$60).  The  amount  in  the  account  with  respect  to  the  appli¬ 
cation  of  section  824(a)(1)(C)  shall  be  reduced  by  $12  (20/100X$60). 

Paragraph  (4)  of  the  new  section  824(d)  provides  that  if  the  taxpayer 
is  not  subject  to  tax  under  part  II  of  subchapter  L  for  any  taxable 
year,  the  entire  amount  in  the  protection  against  loss  account  at  the 
close  of  the  preceding  taxable  year  is  to  be  subtracted  from  the  account 
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in  such  preceding  taxable  year  and  included  in  mutual  insurance 
company  taxable  income  (as  defined  in  sec.  821(b))  for  such  preceding 
taxable  year. 

Paragraph  (5)  of  the  new  section  824(d)  provides  that  for  any  tax¬ 
able  year  for  which  the  company  is  subject  to  the  tax  imposed  by 
section  821(a),  it  may  elect  to  subtract  from  its  protection  against 
loss  account  any  amount  which,  except  for  the  application  of  this 
election,  would  be  in  such  account  as  of  the  close  of  such  taxable  year. 
The  amount  elected  to  be  subtracted  from  the  protection  against 
loss  account  is  to  be  included  in  mutual  insurance  company  taxable 
income  (as  defined  in  sec.  824(b))  for  the  taxable  year.  The  election 
must  be  made  after  the  close  of  the  taxable  year  for  which  it  is  to 
apply  and  not  later  than  the  time  prescribed  by  law  for  filing  the 
return  (including  extensions  thereof)  for  the  taxable  year  following 
such  taxable  year,  and  in  such  manner  and  form  as  the  Secretary  or 
his  delegate  may  by  regulations  prescribe.  The  election  is  to  apply 
only  with  respect  to  the  taxable  year  for  which  it  is  made  and  once 
such  an  election  has  been  made  it  may  not  subsequently  be  revoked. 

Paragraph  (6)  of  the  new  section  824(d)  defines  the  term  “under¬ 
writing  loss”  for  purposes  of  determining  the  amount  of  the  sub¬ 
tractions  required  to  be  made  under  section  824(d)(1)  (A)  and  (B). 
The  term  means  the  amount  by  which — 

(1)  the  deductions  which  would  be  taken  into  account  in 
computing  taxable  income  under  section  832  if  the  taxpayer 
were  subject  to  the  tax  imposed  by  section  831,  reduced  by  the 
sum  of — 

(A)  the  deductions  provided  in  section  822(c)  (relating  to 
deductions  in  computing  taxable  investment  income),  and 

(B)  the  deduction  for  dividends  to  policyholders  provided 
by  section  832,  exceeds 

(2)  the  amount  referred  to  in  section  823(a)(1)(A). 

Examples.— The  application  of  the  new  section  824(d)  may  be  illus¬ 
trated  by  the  following  examples: 

Example  (1):  For  the  taxable  year  1969,  X,  a  mutual  insurance 
company  subject  to  the  tax  imposed  by  section  821  (a),  has  a  statutory 
underwriting  loss  of  22,  including  dividends  to  policyholders  of  20 
and  a  protection  against  loss  deduction  of  7  (which  is  entirely  attrib¬ 
utable  to  the  application  of  section  824(a)(1)(A)).  The  following 
table  shows  the  protection  against  loss  account  of  X  before  and  after 
the  application  of  section  824(d)  for  the  taxable  year  1969: 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Protection  against  loss  account: 

Balance  remaining  in  account  with 
respect  to  each  taxable  year  (before 
application  of  sec.  824(d) _  -  . 

3 

2 

4 

5 

4 

3 

7 

Balance  remaining  in  account  with 
respect  to  each  taxable  year  (after 
application  of  sec.  824(d))_.  . . . 

3 

0 

0 

0 

0 

0 

3 

Under  the  provisions  of  section  824(d)(1)(A),  X  would  subtract  22 
(the  amount  by  which  the  statutory  underwriting  loss  exceeds  the 
underwriting  loss,  or  22  minus  0)  from  its  protection  against  loss 
account  for  the  taxable  year  1969.  Under  the  provisions  of  section 


a68 


REVENUE  ACT  OF  1962 


824(d)(3)(A),  since  the  subtractions  are  to  be  made  with  respect  to 
amounts  in  the  account  for  the  5  preceding  taxable  years  and  the 
taxable  year  on  a  first-in,  first-out,  basis,  X  would  first  apply  the 
amount  to  be  subtracted  to  the  amounts  in  the  account  with  respect 
to  1964,  1965,  1966,  1967,  and  1968,  in  that  order.  This  would  reduce 
the  total  amount  in  the  account  with  respect  to  such  taxable  years 
by  18,  and  the  balance  in  the  account  with  respect  to  each  of  the 
taxable  years  1964  through  1968  would  be  reduced  to  zero.  The  re¬ 
maining  amount  required  to  be  subtracted  under  section  824(d)(1)(A), 
4  (22  minus  18),  would  then  be  subtracted  from  the  amount  added 
to  the  account  for  the  taxable  year,  7  (an  amount  equal  to  the  pro¬ 
tection  against  loss  deduction  for  the  taxable  year  1969),  leaving  a 
balance  of  3  (7  minus  4)  in  the  account  with  respect  to  1969.  No 
proration  of  the  subtraction  from  the  amount  in  the  account  for  1969 
is  required  under  section  824(d)(3)(C)  since  the  entire  amount  added 
to  the  account  in  1969  was  added  by  reason  of  section  824(a)(1)(A). 

Example  (2):  Assume  the  facts  are  the  same  as  in  example  (1), 
except  that  X  has  a  statutory  underwriting  loss  of  27  for  the  taxable 
year  1969.  After  the  application  of  section  824(d)  for  the  taxable 
year  1969,  the  results  would  be  as  follows: 


Protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Balance  remaining  in  account  with  respect 
to  each  taxable  year  (after  application  of 
sec.  824(d)) . . . 

1 

0 

0 

0 

0 

0 

0 

Under  the  provisions  of  section  824(d)(1)(A),  X  would  subtract  27 
(the  amount  by  which  the  statutory  underwriting  loss  exceeds  the 
underwriting  loss,  or  27  minus  0)  from  its  protection  against  loss 
account  for  the  taxable  year  1969.  This  subtraction  would  be  made 
(on  a  first-in,  first-out,  basis)  under  section  824(d)  (3)  (A)  (i)  from 
amounts  in  the  account  with  respect  to  1964,  1965,  1966,  1967,  1968, 
and  1969,  in  that  order.  This  would  reduce  the  total  amount  in  the 
account  with  respect  to  such  taxable  years  by  25,  and  the  balance 
in  the  account  with  respect  to  each  of  the  taxable  years  1964  through 
1969  would  be  reduced  to  zero.  Under  the  provisions  of  section 
824 (d)(3)  (A)  (ii),  the  remaining  amount  required  to  be  subtracted 
under  section  824(d)(1)(A),  2  (27  minus  25),  would  then  be  sub¬ 
tracted  from  the  amount  in  the  account  with  respect  to  1963  (i.e., 
the  amount  representing  one-half  of  the  amount  added  by  reason  of 
section  824(a)(1)(B)  which  was  not  required  to  be  subtraced  from  the 
protection  against  loss  account  under  section  824(d)(1)(D)  in  1968). 
Thus,  the  amount  in  the  account  with  respect  to  1963  would  be 
reduced  to  1  (3  minus  2). 

Example  (3):  Assume  that  Y,  a  mutual  insurance  company  subject 
to  tax  under  section  821  (a),  has  a  protection  against  loss  account  which 
reflects  the  following  additions  for  the  taxable  years  1963  through 
1968: 
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Additions  to  protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

Additions: 

1  percent  of  losses  incurred . . . . . 

15 

20 

60 

60 

60 

60' 

25  percent  of  underwriting  gain . . __ 

60 

20 

40 

50 

45 

45 

Additional  deduction  for  concentrated  risks . .. 

0 

0 

5 

5 

0 

0" 

Total... . . .  . .  __  _ 

75 

40 

105 

115 

105 

105 

Y,  in  computing  mutual  insurance  company  taxable  income  for  1968, 
is  required  to  subtract  from  the  account  with  respect  to  1963  the 
entire  amount  of  the  1  percent  of  losses  incurred  added  for  1963  (15) 
and  one-half  of  the  underwriting  gain  (30)  added  for  such  year.  Upon 
taking  into  account  these  subtractions,  the  balance  in  the  protection 
against  loss  account  with  respect  to  1963  is  30  (the  one-half  remaining 
in  the  account  after  the  application  of  paragraph  (1)(D)  of  section 
824(d)). 

Assume  further,  that  for  the  taxable  year  1969,  Y  has  taxable  in¬ 
vestment  income  of  50,  underwriting  gain  of  80,  incurred  losses  of 
5,000,  and  premiums  earned  less  dividends  to  policyholders  of  5,080. 
Under  section  824(a),  the  protection  against  loss  deduction  for  1969 
is  60.  After  applying  section  824(c),  but  before  applying  section 
824(d)  for  1969,  the  protection  against  loss  account  as  of  the  close  of 
1969  (after  subtracting  in  1968  the  45  amount  with  respect  to  1963) 
would  be  as  follows: 


Protection  against  loss  account 


1963 

1964 

1965 

1966 

1967 

1968 

1969 

Additions' 

1  percent  of  loss  incurred . . 

0 

20 

60 

60 

60 

60 

40 

25  percent  of  underwriting  gain _ _ 

30 

20 

40 

50 

45 

45 

20 

Additional  deduction  for  concentrated 

risks.. . . . 

0 

0 

5 

5 

0 

0 

0 

Total  with  respect  to  taxable  year _ 

30 

40 

105 

115 

105 

105 

60 

Total  (as  of  end  of  each  year  before  1969  sub- 

tractions). - - - - - 

30 

70 

175 

290 

395 

500 

560 

After  making  the  addition  to  the  protection  against  loss  account  for 
1969  and  obtaining  the  results  shown  in  the  table  above,  Y  is  required 
to  make  the  subtractions  for  1969  from  the  account.  These  subtrac¬ 
tions  may  be  summarized  as  follows : 


Subtractions  under  sec.  824(d)  for  1969 


Taxable  year  with  respect  to  which  amount 
is  subtracted 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

Par.  (1)(A)  subtraction _ 

0 

0 

0 

0 

0 

0 

0 

Par.  (1)(B)  subtraction _ _ _ 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Par.  (1)(P)  subtraction _ _ _ 

0 

i  30 

0 

0 

0 

0 

0 

Par.  (1)(E)  subtraction _ 

0 

0 

0 

0 

0 

0 

12 

Pars.  (4)  and  (5)  subtraction _  _ 

0 

0 

0 

0 

0 

0 

0 

1  $20  represents  the  amount  added  for  1964  with  reference  to  incurred  losses;  $10  represents  one-half  of  the 
amount  added  for  1964  with  reference  to  underwriting  gain. 


a70 


KE VENUE  ACT  OF  1962 


After  determining  the  subtractions  with  respect  to  years  before 
1969,  the  next  step  is  to  determine  whether  any  subtraction  is  required 
for  the  taxable  year  1969  under  section  824(d)  (1)  (E).  Since  the  total 
balance  in  the  account  after  the  application  of  section  824(d)  (other 
than  paragraph  (1)(E)  thereof),  520  (560  minus  30,  and  excluding 
10  added  to  the  account  by  reason  of  the  additional  deduction  for 
protection  against  losses  for  concentrated  windstorm,  etc.,  companies 
provided  by  section  824(a)(1)(C)),  exceeds  10  percent  of  premiums 
earned  on  insurance  contracts  during  the  taxable  year  less  dividends 
to  policyholders,  508  (10  percent  of  5,080),  Y  would  be  subject  to  the 
ceiling  on  the  protection  against  loss  account  for  the  taxable  year 
1969  and  would  be  required  to  subtract  12  (the  excess  of  520  over  508) 
from  the  account  under  section  824(d)(1)(E).  Under  the  provi¬ 
sions  of  section  824(d)(3)(B)  this  subtraction  would  be  made  only 
from  amounts  in  the  account  with  respect  to  the  taxable  year. 
1969.  Under  the  provisions  of  section  824(d)(3)(C),  however, 
since  the  amount  to  be  subtracted,  12,  is  less  than  the  total  amount 
added  to  the  account  for  the  taxable  year,  60  (40  plus  20),  the  sub¬ 
tractions  under  section  824(d)(1)(E)  would  be  applied  ratably  against 
each  of  the  amounts  added  to  the  account  for  the  taxable  year. 
Thus,  the  amount  remaining  in  the  account  with  respect  to  section 
824(a)(1)(A)  for  the  taxable  year  1969,  would  be  32  (40  minus  40/60  X 
12,  or  40  minus  8),  and  the  amount  remaining  in  the  account  with 
respect  to  section  824(a)(1)(B)  for  the  taxable  year  1969,  would  be  16 
(20  minus  20/60  X  12,  or  20  minus  4). 

Based  on  these  facts,  Y’s  mutual  insurance  company  taxable  income 
for  1969  would  be  112  (the  sum  of  taxable  investment  income  of  50, 
plus  statutory  underwriting  income  of  20  (underwriting  gain  minus 
protection  against  loss  deduction,  or  80  minus  60),  plus  subtractions 
from  the  protection  against  loss  account  under  section  824(d)  of  42). 

SECTION  825.  UNUSED  LOSS  DEDUCTION 

(a)  Amount  of  deduction. — Subsection  (a)  of  the  new  section  825 
provides  that,  for  purposes  of  part  II  of  subchapter  L,  the  unused 
loss  deduction  (used  in  the  determination  of  mutual  insurance  company 
taxable  income  under  section  821(b))  shall  be  an  amount  equal  to  the 
unused  loss  carryovers  and  carrybacks  to  the  taxable  year. 

(b)  Unused  loss  defined. — Subsection  (b)  of  the  new  section  825 
defines  the  term  “unused  loss,”  for  purposes  of  part  II  of  subchapter  L, 
as  the  amount  by  which — 

(1)  the  sum  of  the  statutory  underwriting  loss  (as  defined  in 
sec.  823(a)(2))  and  the  investment  loss  (as  defined  in  sec. 
822(a)(2)),  exceeds — 

(2)  the  sum  of — 

(A)  the  taxable  investment  income  (as  defined  in  sec. 
822(a)(1)), 

(B)  the  statutory  underwriting  income  (as  defined  in  sec. 
823(a)(1)),  and 

(C)  the  amounts  required  to  be  subtracted  from  the  pro¬ 
tection  against  loss  account  under  section  824(d). 

If  the  sum  of  the  items  under  (1)  does  not  exceed  the  sum  of  items 
under  (2),  the  unused  loss  is  zero. 
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(c)  Loss  year  defined. — Subsection  (c)  of  the  new  section  825  defines 
as  the  loss  year,  for  purposes  of  part  II  of  subchapter  L,  any  taxable 
year  in  which  a  company  subject  to  the  tax  imposed  by  section  821(a) 
has  an  unused  loss  which  is  more  than  zero. 

(d)  Years  to  which  carried. — Subsection  (d)  provides  that  the  unused 
loss  for  any  loss  year  is  to  be  an  unused  loss  carryback  to  each  of  the 
3  taxable  years  preceding  the  loss  year  and  an  unused  loss  carryover 
to  each  of  the  5  taxable  years  following  the  loss  year.  For  certain 
taxable  years  to  or  from  which  an  unused  loss  may  not  be  carried,  see 
section  825(g). 

(e)  Amount  of  carrybacks  and  carryovers. — Subsection  (e)  of  the  new 
section  825  provides  that  for  any  loss  year,  the  entire  amount  of  the 
unused  loss,  determined  under  the  provisions  of  section  825(b),  shall 
be  carried  to  the  earliest  of  taxable  years  to  which  such  loss  may  be 
carried  under  section  825(d)  (subject  to  the  limitations  of  section 
825(g)).  The  amount  of  the  unused  loss  permitted  under  section 
825(d),  carried  under  section  825(d)  to  each  of  the  other  taxable  years, 
following  the  earliest  taxable  year  shall  be  the  excess  of  such  loss  over 
the  sum  of  the  offsets  for  each  taxable  year  preceding  the  taxable  year 
to  which  the  loss  is  carried. 

(/)  Offset  defined. — Subsection  (f)  of  the  new  section  825  defines 
the  term  “offset,”  for  purposes  of  section  824(e)  and  provides  that 
the  taxable  year  to  which  an  unused  loss  is  carried  is  to  be  referred  to 
as  the  “offset  year.”  “Offset”  is  defined  as  the  mutual  insurance 
company  taxable  income  for  the  offset  year  in  the  case  of  an  unused 
loss  carryback  from  the  loss  year  to  the  offset  year.  In  the  case  of 
an  unused  loss  carryover  from  the  loss  year  to  the  offset  year,  the 
offset  is  the  sum  of  the  amount  required  to  be  subtracted  from  the 
protection  against  loss  account  under  section  824(d)(1)(C)  for  the 
offset  year  and  the  mutual  insurance  company  taxable  income  for  the 
offset  year.  For  purposes  of  computing  the  offset,  the  mutual 
insurance  company  taxable  income  for  the  offset  year  (as  defined  in 
section  821(b))  shall  be  determined  without  regard  to  any  loss  carry¬ 
back  or  carryover  to  the  offset  year  from  the  loss  year,  or  any  year 
thereafter. 

Example:  The  application  of  section  825  may  be  illustrated  by 
the  following  example: 

For  the  taxable  year  1967,  F,  a  mutual  insurance  company  subject 
to  the  tax  imposed  by  section  821(a),  has  the  following  items: 


Taxable  investment  income _  1 

Underwriting  loss _ 59 

Addition  to  protection  against  loss  account _  8 

Dividends  to  policyholders _ 1' _  0 

Statutory  underwriting  loss _  67 

As  explained  below,  the  subtractions  from  protection  against  loss 
account  are  as  follows: 

Amount  subtracted  from  amounts  in  account'with  respect  to  taxable  years 

1963  through  1966 _ 18 

Amount  subtracted  from  amounts  in  account  with  respect  to  taxable  year 

1967 _  8 


Total  subtractions  from  protection  against  loss  account  under  sec. 

824(d) _ _ _ _ _ _ _ _  26 
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The  application  of  section  825  in  this  case  may  be  illustrated  by  the 
facts  and  results  shown  in  the  following  table  and  explained  below: 


Taxable  year — 

1963 

1964 

1966 

1966 

1967 

1968 

.Protection  against  loss  account: 

Addition  to  account  during  taxable  year 

6 

2 

3 

7 

8 

7 

Subtraction  from  account  during  taxable  year 

0 

0 

0 

0 

8 

7 

Protection  against  loss  account  (at  end  of  year) 

6 

2 

3 

7 

0 

o 

Protection  against  loss  account  (at  end  of  tax- 

able  year  1968) . 

0 

0 

0 

0 

0 

o 

Unused  loss . . . . 

0 

0 

0 

0 

40 

0 

Unused  loss  carryback _ _ _ _ _ 

0 

40 

35 

25 

0 

0 

Unused  loss  carryover _ _ _ _ _ 

0 

0 

0 

0 

0 

18 

Unused  loss  deduction _ _ _ _ _ _ 

0 

40 

35 

25 

o 

18 

Mutual  insurance  company  taxable  income  (com- 

puted  without  regard  to  unused  loss) . . 

13 

6 

10 

7 

0 

2 

Mutual  insurance  company  taxable  income  (com- 

puted  with  regard  to  unused  loss) .  . . 

13 

0 

0 

0 

0 

0 

Offset  for  year _ _ _ _ _ 

0 

5 

10 

7 

0 

9 

OSsec  total . . . . _ . . 

0 

6 

15 

22 

0 

31 

1967:  Under  the  provisions  of  section  825(b),  F’s  unused  loss  for 
1967  is  40,  the  amount  by  which  the  sum  of  the  statutory  under¬ 
writing  loss  and  the  investment  loss,  67  (67  plus  0),  exceeds  the  sum 
of  the  taxable  investment  income,  the  statutory  underwriting  income, 
and  the  amounts  required  to  be  subtracted  from  the  protection  against 
loss  account  under  section  824(d)  for  the  taxable  year,  27  (the  sum  of 
1,  0,  and  26,  respectively). 

1967  carryback  to  1964:  Under  the  provisions  of  section  825(e), 
the  entire  unused  loss  for  1967  of  40  is  carried  back  to  1964,  the  earliest 
year  to  which  the  loss  may  be  carried  under  section  825(d).  Since 
there  are  no  other  amounts  carried  to  1964,  the  unused  loss  deduc¬ 
tion  for  1964  is  40.  Thus,  after  taking  the  unused  loss  deduction 
into  account,  the  mutual  insurance  company  taxable  income  for  1964 
is  zero,  and  the  offset  for  1964  is  5  (the  mutual  insurance  company 
taxable  income  for  1964  determined  without  regard  to  the  unused 
loss  carryback  from  1967  or  any  year  thereafter). 

1967  carryback  to  1965:  The  portion  of  the  unused  loss  for  1967 
which  is  carried  back  to  1965  is  35  (40  minus  5,  the  offset  for  1964). 
After  taking  the  underwriting  loss  deduction  into  account,  the  mutual 
insurance  company  taxable  income  for  1965  is  zero.  The  offset  for 
1965  is  10,  the  mutual  insurance  company  taxable  income  for  1965 
determined  without  regard  to  any  unused  loss  carryback  or  carryover 
from  1967  or  any  year  thereafter. 

1967  carryback  to  1966:  The  portion  of  the  unused  loss  for  1967 
which  is  carried  back  to  1966  is  25.  This  amount  is  the  excess  of  the 
underwriting  loss  for  1967  of  40  over  the  sum  of  the  offset  for  1965  (5) 
and  the  offset  for  1966  (10).  Thus,  as  a  result  of  the  unused  loss  for 
1967,  the  mutual  insurance  company  taxable  income  for  1966  is 
reduced  to  zero.  The  offset  for  1966  is  7. 

1967  carryover  to  1968:  Under  the  provisions  of  section  825(d),  the 
portion  of  the  unused  loss  for  1967  which  is  carried  forward  to  1968  is 
18  (40  minus  the  sum  of  10,  5,  and  7,  the  offsets  for  1964,  1965,  and 
1966,  respectively).  Under  section  825(f)(2),  this  amount  is  first 
applied  against  any  amounts  in  the  protection  against  loss  account  at 
the  end  of  1968,  and  is  then  applied  against  the  mutual  insurance 
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company  taxable  income  for  1968.  Thus,  assuming  that  there  are 
no  other  subtractions  from  its  protection  against  loss  account  under 
section  824(d)  for  1968,  F’s  protection  against  loss  account  of  7  is 
reduced  to  zero  by  reason  of  the  subtraction  under  section  824(d)(1)  (C). 
The  remaining  portion  of  the  unused  loss  for  1967  which  is  carried  to 

1968,  11  (18  minus  7,  the  amount  of  the  unused  loss  carryover  to 
1968  which  is  subtracted  from  the  protection  against  loss  account 
under  sec.  824(d)(1)(C)),  is  then  applied  against  the  mutual  insurance 
company  taxable  income  for  1968.  Thus,  after  the  application  of  the 
unused  loss  deduction  for  1968,  the  mutual  insurance  company  taxable 
income  for  1968  is  zero.  The  offset  for  1968  is  9,  the  sum  of  the 
amount  required  to  be  subtracted  from  the  protection  against  loss 
account  under  section  824(d)(1)(C)  for  1968  (7),  plus  the  mutual 
insurance  company  taxable  income  for  1968,  determined  without  re¬ 
gard  to  the  unused  loss  carryover  from  1967  or  any  unused  loss  carry¬ 
back  from  1967  or  any  year  thereafter  (2).  The  remaining  9  of  the 
unused  loss  for  1967  (40  minus  the  sum  of  10,  5,  7,  and  9,  the  offsets 
for  1964,  1965,  1966,  and  1968,  respectively)  is  carried  forward  to 

1969,  and  to  the  extent  not  used  in  that  year  or  any  year  thereafter, 
may  be  carried  forward  to  1970,  1971,  and  1972,  in  that  order. 

(g)  Limitations. — Subsection  (g)  of  the  new  section  825  provides 
that,  for  purposes  of  part  II  of  subchapter  L,  an  unused  loss  (as 
defined  in  sec.  825(b))  may  not  be  carried — 

(1)  to  or  from  anv  taxable  year  beginning  before  January  1, 
1963; 

(2)  to  or  from  any  taxable  year  for  which  the  insurance  com¬ 
pany  is  not  subject  to  tax  imposed  by  section  821(a);  nor 

(3)  to  any  taxable  year  if,  between  the  loss  year  and  such 
taxable  year,  there  is  an  intervening  taxable  year  for  which  the 
insurance  company  was  not  subject  to  the  tax  imposed  by  section 
821(a). 

Examples.—' The  application  of  section  825(g)  maybe  illustrated  by 
the  following: 

Example  ( 1 .) — For  the  taxable  year  1963,  M,  a  mutual  insurance 
company  subject  to  tax  imposed  by  section  821(a),  has  an  unused 
loss  (as  defined  in  sec.  825(b))  of  $65,000.  The  loss  may  not  be 
carried  back  to  any  taxable  year  beginning  before  1963.  However, 
the  loss  may  be  carried  forward  to  each  of  the  5  taxable  years  following 
1963  provided  that  for  each  of  such  succeeding  taxable  years  M  is 
subject  to  the  tax  imposed  by  section  821(a). 

Example  {2.)—  Assume  the  facts  are  the  same  as  in  example  (1), 
except  that  for  the  taxable  year  1964,  the  gross  amount  received  by 
M  from  the  items  described  in  section  822(b)  (other  than  paragraph 
(1)(D)  thereof)  and  premiums  (including  deposits  and  assessments) 
exceeds  $75,000  but  does  not  exceed  $300,000.  If  M  does  not  make 
the  election  under  section  821(d)  (relating  to  election  to  be  taxed 
under  sec.  821(a)  for  1964),  the  loss  will  not  be  allowed  as  an 
unused  loss  carryover  since,  by  reason  of  section  825(g)(3),  the  unused 
loss  may  not  be  carried  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable  year  for  wliich 
the  insurance  company  was  not  subject  to  the  tax  imposed  by  section 
821(a),  and  by  reason  of  section  825(g)(1),  the  unused  loss  may  not 
be  carried  to  any  taxable  year  beginning  before  1663. 
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SECTION  826.  ELECTION  BY  RECIPROCAL 

(a)  In  general. — Subsection  (a)  of  the  new  section  826  provides  that, 
except  as  provided  in  section  826(c),  any  insurance  company  which  is 
an  interinsurer  or  reciprocal  underwriter  (referred  to  in  sec.  826  as  a 
“reciprocal”)  subject  to  the  tax  imposed  by  section  821(a),  may  elect 
to  be  subject  to  the  limitation  provided  in  subsection  (b)  of  the  new 
section  826.  Such  election  shall  be  made,  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  not  later  than  the  time  pre¬ 
scribed  by  law  (including  extensions  thereof)  for  filing  the  return  for 
the  year  for  which  such  election  is  first  to  apply.  The  election  is  to 
apply  for  the  taxable  year  for  which  made  and  for  all  succeeding 
taxable  years  and  may  not  be  revoked  without  the  consent  of  the 
Secretary  or  his  delegate.  The  effect  of  such  election  is  to  increase 
the  income  of  the  reciprocal  by  the  income  of  its  attorney-in-fact 
attributable  to  the  reciprocal  for  purposes  of  computing  the  taxes 
imposed  by  section  821(a)  and  to  allow  such  reciprocal  a  credit  for 
the  taxes  paid  by  the  attorney-in-fact  with  respect  to  the  income 
attributed  to  the  reciprocal. 

(b)  Limitation—  Subsection  (b)  of  the  new  section  826  provides  that 
a  reciprocal  making  the  election  provided  under  section  826(a)  shall 
limit  the  deduction  for  amounts  paid  or  incurred  in  the  taxable  year 
to  the  attorney-in-fact  toi  such  amounts  as  are  deductible  by  the 
attorney-in-fact  in  respect  of  the  income  received  by  the  attorney- 
in-fact  from  the  reciprocal.  In  no  case  may  such  deduction  of  the 
reciprocal  be  increased  by  the  deductions  of  the  attorney-in-fact 
allocable  to  the  income  received  from  the  reciprocal. 

(c)  Exception. — Section  826(c)  provides  that  no  election  under 
section  826(a)  may  be  made  by  a  reciprocal  unless  its  attorney-in- 
faet — 

(1)  is  a  corporation  subject  to  the  taxes  imposed  by  section 
11  (b)  and  (c)  of  subtitle  A; 

(2)  consents  to  make  available  such  information  as  may  be 
required  during  the  period  in  which  an  election  made  under  sub¬ 
section  (a)  is  in  effect; 

(3)  reports  income  received  from  the  reciprocal  and  deductions 
allocable  thereto  under  the  same  method  of  accounting  used  by 
the  reciprocal  in  reporting  deductions  for  amounts  paid  or  in¬ 
curred  to  the  attorney-in-fact;  and 

(4)  files  its  return  on  a  calendar  year  basis. 

(d)  Special  rule. — Subsection  (d)  of  the  new  section  826  provides 
that  the  limitation  under  section  826(b)  shall  not  be  taken  into 
account  by  any  reciprocal  electing  under  section  826(a)  for  purposes 
of  computing  the  protection  against  loss  deduction  provided  in  sec¬ 
tion  824(a)  and  for  purposes  of  computing  the  addition  to  the  protec¬ 
tion  against  loss  account  provided  in  section  824(c).  Thus,  in  effect, 
a  reciprocal  making  the  election  shall  not  take  into  account  any  of  the 
income  of  the  attorney-in-fact  for  purposes  of  computing  its  protection 
against  loss  deduction. 
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(e)  Credit. — Subsection  (e)  of  the  new  section  826  provides  that  any 
reciprocal  electing  to  be  subject  to  the  limitation  provided  in  sub¬ 
section  (b)  shall  be  credited  with  the  tax  paid  by  its  attorney-in-fact 
with  respect  to  the  income  of  the  reciprocal  in  such  taxable  year. 

(/)  Surtax  exemption  denied. — Subsection  (f)  of  the  new  section  826 
provides  that  any  tax  imposed  upon  the  increase  in  the  income  of  the 
reciprocal  attributable  to  the  limitation  under  subsection  (b)  shall  be 
computed  without  regard  to  the  $25,000  surtax  exemption  provided  in 
section  821(a)(2). 

C g )  Adjustment  for  refund. — -Subsection  (g)  of  the  new  section  826 
provides  that  if  for  any  taxable  year  an  attorney-in-fact  is  allowed  a 
credit  or  refund  for  taxes  paid  with  respect  to  which  a  reciprocal  was 
allowed  a  credit  or  refund  under  subsection  (e)  of  the  new  section  826, 
the  taxes  of  the  reciprocal  for  the  year  in  which  such  credit  or  refund 
is  allowed  shall  be  properly  adjusted  under  regulations  prescribed  by 
the  Secretary  or  his  delegate.  This  adjustment  prevents  the  recipro¬ 
cal  and  the  attorney-in-fact  from  obtaining  a  credit  or  refund  with 
respect  to  the  same  tax. 

For  example,  assume  that  a  reciprocal  has  elected  in  1963  to  be 
subject  to  the  limitation  provided  in  section  826(b)  and  such  election 
is  still  in  effect  in  taxable  year  1966.  Assume  further  that  in  taxable 
year  1969  its  attorney-in-fact  receives  a  refund  or  credit  with  respect 
to  taxable  year  1966.  In  such  case,  the  taxes  of  the  reciprocal  in 
taxable  year  1969  shall  be  properly  adjusted  under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

(h)  Taxes  of  attorney-in-fact  unaffected. — Subsection  (h)  of  the  new 
section  826  provides  that  nothing  in  section  826  shall  either  increase 
or  decrease  the  taxes  imposed  by  chapter  1  on  the  income  of  the 
attorney-in-fact. 

Example. — The  application  of  section  826  may  be  illustrated  by  the 
following  example: 

For  the  taxable  year  1963,  R,  a  reciprocal  underwriter  subject  to 
the  taxes  imposed  by  section  821(a),  has  the  following  items  (deter¬ 
mined  before  applying  any  election  under  sec.  826) : 


Gross  income  under  sec.  832 _ _ _  578 

Gross  investment  income _  50 


Deductions  under  sec.  832  (as  modified  by  sec.  823(b)): 

Deduction  for  amounts  paid  by  R  to  attorney-in-fact  A _  100 

All  other  deductions _ _ _  500 


Total  deductions  under  sec.  832 _  600 

Deductions  under  sec.  822(c) _  40 

Incurred  losses _  400 

Protection  against  loss  deduction _  4 

Underwriting  gain _  0 

Mutural  insurance  company  taxable  income _  0 

Unused  loss _  22 

Credit  or  refund  for  taxes  paid _  0 


Assume  that  the  deductions  of  attorney-in-fact  A  allocable  to  the 
income  received  by  A  from  R  are  60  and  the  tax  paid  by  A  allocable 
to  the  income  received  from  R  is  16.  If  R  elects  to  be  subject  to  the 
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limitation  provided  in  section  826(b),  the  results  for  1963  would  be 
as  follows: 


Gross  income  under  sec.  832 -  578 

Gross  investment  income _ _  50 


Deductions  under  sec.  832  (as  modified  by  sec.  823  (b)) : 

Deduction  for  amounts  paid  by  R  to  attorney-in-fact  A _  60 

All  other  deductious _  500 


Total  deductions  under  sec.  832 _ l _  560 

Deductions  under  sec.  822(c) _  40 

Incurred  losses _  400 

Protection  against  loss  deduction _ _ _ _ _____  4 

Underwriting  gain _  8 

Mutual  insurance  company  taxable  income _  14 

Unused  loss _ 0 

Credit  or  refund  for  taxes  paid _  16 


Under  the  provisions  of  section  826(b),  R’s  deduction  for  amounts 
paid  or  incurred  to  the  attorney-in-fact  in  the  taxable  year  1963  would 
be  limited  to  the  deductions  of  A  allocable  to  the  income  received  by 
A  from  R.  Thus,  R’s  deductions  under  section  832  (as  modified  by 
sec.  823(b))  for  1963  would  be  60  (the  deductions  of  A  which  are  allo¬ 
cable  to  the  income  received  by  A  from  R).  As  a  result  of  making  the 
election  under  section  826(a)  for  the  taxable  year  1963,  R’s  under¬ 
writing  gain  would  be  8,  and  its  statutory  underwriting  income  would 
be  4  (the  underwriting  gain  of  8  minus  the  protection  against  loss 
deduction  under  section  824(a)(1)(A)  representing  1  percent  of  losses 
incurred  of  4,  or  8  minus  4).  Accordingly,  R’s  mutual  insurance 
company  taxable  income  for  1963  would  be  14.  This  amount  consists 
of  the  taxable  investment  income  of  10  (gross  investment  income 
minus  deductions  under  sec.  822(c),  or  50  minus  40)  plus  the  statutory 
underwriting  income  of  4.  Since  all  of  R’s  mutual  insurance  company 
taxable  income  of  14  is  attributable  to  the  limitation  under  section 
826(b),  the  entire  amount  is  subject  to  the  surtax  under  section 
821(a)(2)  without  regard  to  the  $25,000  surtax  exemption.  The 
credit  of  16,  representing  that  part  of  the  taxes  paid  by  A  which  is 
allocable  to  the  income  received  by  A  from  R,  may  be  applied  by  R 
against  its  taxes  with  respect  to  its  mutual  insurance  company  taxable 
income  of  14  for  1963,  and  R  would  be  entitled  to  a  refund  of  any  excess 
of  the  amount  of  such  credit  over  its  tax  liability  for  1963. 

SECTION  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER 
THAN  LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 

COMPANIES),  ETC.  (Continued) 

(d)  Mutual  fire  insurance  companies  operating  on  basis  oj  premium 
deposits .: — Subsection  (d)  of  section  10  of  the  bill  amends  section 
831(a)  of  the  1954  Code  to  include  mutual  fire  insurance  companies 
operating  on  the  basis  of  premium  deposits  among  the  companies 
which  are  subject  to  the  tax  imposed  by  part  III  of  subchapter  L  of 
chapter  1  of  the  code. 

(1)  Application  of  section  831(a). — Subsection  (d)(1)  of  section  10 
of  the  bill  amends  section  831(a)  of  the  code  (which  imposes  a  tax  on 
certain  mutual  marine  and  mutual  fire  insurance  companies  and  on 
stock  insurance  companies  which  are  not  life  insurance  companies) 
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to  provide  that,  for  taxable  years  beginning  after  December  31,  1962, 
mutual  fire  insurance  companies  operating  on  the  basis  of  premium 
deposits  are  to  be  subject  to  tax  under  part  III  of  subchapter  L. 
Under  existing  law,  mutual  fire  insurance  companies  operating  on  the 
basis  of  premium  deposits  (the  so-called  factory  mutual  insurance 
companies)  are  taxed  in  the  same  manner  as  any  other  mutual  insur¬ 
ance  company  (other  than  a  life  or  marine  or  fire  insurance  company 
issuing  perpetual  policies).  Thus,  these  companies  are  subject  to 
the  tax  imposed  by  section  821.  (See  Philadelphia  Manufactures 
Mutual  Insurance  Company  v.  Commissioner  (1959),  33  T.C.  490 
aff’d  (C.A.  3d  1960)  284  F.  2d  296.)  Under  the  bill,  every  mutual 
fire  insurance  company  whose  principal  business  is  the  issuance  of 
policies  for  which  the  premium  deposits  are  the  same,  regardless  of 
the  length  of  the  term  for  which  the  policies  are  written,  will  be  subject 
to  the  tax  imposed  by  section  831(a)  if  the  unabsorbed  portion  of  such 
premium  deposits  not  required  for  losses,  expenses,  or  establishment 
of  reserves  is  returned  or  credited  to  the  policyholder  on  cancellation 
or  expiration  of  the  policy. 

(2)  Treatment  of  unabsorbed  premium  deposits. — Subsection  (d)(2) 
of  section  10  of  the  bill  amends  section  832(b)(4)  of  the  code  (relating 
to  definition  of  premiums  earned)  to  provide  that  for  purposes  of 
determining  the  premiums  earned  on  insurance  contracts  during  the 
taxable  year  in  the  case  of  a  mutual  fire  insurance  company  operating 
on  the  basis  of  premium  deposits,  the  term  “unearned  premiums” 
means  (with  respect  to  the  policies  described  in  section  831(a)(3)(B)) 
the  amount  of  unabsorbed  premium  deposits  which  the  company 
would  be  obligated  to  return  to  its  policyholders  at  the  close  of  the 
company’s  taxable  year  if  all  of  such  policies  were  terminated  at  such 
time.  This  paragraph  further  provides  that  for  purposes  of  deter¬ 
mining  the  amount  which  such  company  would  be  obligated  to  return 
to  its  policyholders  at  the  close  of  any  taxable  year,  the  company 
must  use  its  own  schedule  of  unabsorbed  premium  deposit  returns 
then  in  effect. 

(3)  Conforming  amendments. — Subparagraph  (d)(3).  of  section  10  of 
the  bill  amends  section  832(b)(1)(C)  of  the  code  (relating  to  definition 
of  gross  income)  to  conform  to  the  amendment  to  section  831(a). 

U)  Adjustment  of  premium  deposit.— Subparagraph  (d)(4)  of  section 
10  of  the  bill  amends  section  832(c)  (11)  of  the  code  (relating  to  de¬ 
duction  for  dividends  to  policyholders)  to  provide  that  the  term  “divi¬ 
dends  and  similar  distributions”  includes  amounts  returned  or  credited 
to  policyholders  on  cancellation  or  expiration  of  factory  mutual 
policies  described  in  the  new  section  831  (a)(3)(B). 

(5)  Additional  item  of  income. — Subparagraph  (d)(4)  of  section  10 
of  the  bill  amends  section  832(b)(1)  of  the  code  (relating  to  the 
definition  of  gross  income)  to  provide  that,  in  the  case  of  a  mutual 
fire  insurance  company  operating  on  the  basis  of  premium  deposits, 
gross  income  includes  an  amount  which  is  equal  to  2  percent  of 
premium  earned  on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831(a)(3)(B)  after  deduction  of 
premium  deposits  returned  or  credited  during  the  same  taxable  year. 
The  term  premiums  earned  on  insurance  contracts  during  the  taxable 
year  for  purposes  of  this  section  means  the  absorbed  premiums  for 
the  taxable  year  determined  in  accordance  with  the  schedule  of  un¬ 
absorbed  premium  deposits  in  effect  at  the  end  of  the  taxable  year. 
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( e )  Election  of  certain  mutual  companies  to  be  taxed  on  total  income. — 
Subsection  (e)  of  section  10  of  the  bill  amends  section  831  of  the  code 
(relating  to  tax  on  insurance  companies  (other  than  life  or  mutual), 
mutual  marine  insurance  companies,  and  mutual  fire  insurance  com¬ 
panies  issuing  perpetual  policies)  by  redesignating  subsection  (c)  as 
subsection  (d)  and  adding  a  new  subsection  (c).  The  new  seetion 
831(c)  provides  that  any  mutual  insurance  company  engaged  in 
writing  marine,  fire,  and  casualty  insurance  which  for  any  5-year 
period  beginning  after  December  31,  1941,  and  ending  before  January 
1,  1962,  was  subject  to  the  tax  imposed  by  section  831  (or  the  tax 
imposed  by  corresponding  provisions  of  prior  law)  may  elect  to  be 
subject  to  the  tax  imposed  by  section  831,  whether  or  not  marine 
insurance  is  its  predominant  source  of  premium  income.  If  such 
election  is  made,  the  electing  company  shall  be  subject  to  the  tax 
imposed  by  section  831,  for  years  beginning  after  December  31,  1961, 
rather  than  subject  to  the  tax  imposed  by  section  821.  Such  election 
shall  not  be  revoked  except  with  the  consent  of  the  Secretary  or  his 
delegate. 

(/)  Technical  amendments,  etc. — This  subsection  makes  certain  tech¬ 
nical  changes  to  provisions  of  the  1954  Code  outside  of  parts  II  or 
III  of  subchapter  L  to  conform  those  provisions  to  the  changes  in 
subchapter  L  made  by  section  10  of  the  bill. 

(1)  Credit  for  foreign  taxes. — Subsection  (f)(1)  amends  section  841 
of  the  code  (providing  for  the  allowance  to  an  insurance  company  of 
the  foreign  tax  credit  provided  in  section  901)  so  as  to  define  the  term 
“taxable  income,”  as  used  in  section  904,  to  mean  the  mutual  insurance 
company  taxable  income  (as  defined  in  sec.  821(b))  in  the  case  of  the 
tax  imposed  by  section  821(a),  and  the  taxable  investment  income  (as 
defined  in  sec.  822(a)(1))  in  the  case  of  the  tax  imposed  by  section 
821(c). 

(2)  Adjustments  to  basis  for  depreciation  sustained. — Subsection 
(f)(3)  amends  section  1016(a)(3)  of  the  code  (relating  to  adjustments 
to  basis  for  depreciation,  etc.,  sustained)  to  provide,  in  effect,  that  any 
exhaustion,  wear  and  tear,  obsolescence,  amortization,  and  deprecia¬ 
tion,  to  the  extent  sustained  (and  to  the  extent  sec.  1016(a)(2)  does 
not  apply),  on  property  held  in  respect  of  any  period  since  February 
28,  1913,  by  a  person  subject  to  tax  under  part  II  of  subchapter  L 
(or  the  corresponding  provisions  of  prior  income  tax  laws),  must  be 
taken  into  account  in  determining  the  adjusted  basis  of  such  property. 

(3)  Alternative  tax  on  capital  gains. — Subsection  (f)(2)  amends 
section  1201(a)  of  the  code  (relating  to  alternative  tax  on  capital 
gains)  to  conform  to  the  amendment  to  section  821. 

(J)  Clerical  amendments. — Subsection  (f)(4)  makes  conforming 
changes  to  the  table  of  parts  for  subchapter  L. 

(, g )  Effective  date. — Subsection  (g)  of  section  10  of  the  bill  provides 
that  the  amendments  made  by  section  10  of  the  bill  (other  than  by 
subsec.  (e))  shall  apply  only  with  respect  to  taxable  years  beginning 
after  December  31,  1962.  Section  831(c)  of  the  code,  as  added  by 
subsection  (e)  of  section  10,  is  applicable  for  taxable  years  beginning 
after  December  31,  1961. 
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SECTION  11.  DOMESTIC  CORPORATIONS  RECEIVING 
DIVIDENDS  FROM  FOREIGN  CORPORATIONS 

Section  11  of  the  bill  deals  with  the  method  to  be  used  for  determin¬ 
ing  the  amount  of  foreign  income  tax  deemed  to  have  been  paid  by 
domestic  corporations  with  respect  to  dividends  received  from  foreign 
corporations  for  purposes  of  allowance  of  a  foreign  tax  credit  under 
section  902  of  the  code.  The  bill  amends  the  formulas  of  subsections 
902  (a)  and  (b),  redefines  the  term  “accumulated  profits”  in  section 
902(c),  and  requires  (under  a  new  sec.  78)  the  inclusion  of  taxes 
deemed  paid  in  income  as  a  dividend.  It  also  repeals  section  902(d) 
which  provides  a  special  rule  for  allowance  of  a  foreign  tax  credit  with 
respect  to  royalty  or  compensation  payments  made  by  certain  wholly- 
owned  foreign  subsidiaries  to  domestic  parents  in  lieu  of  dividends, 
and  changes  the  source  of  income  rule  of  section  861(a)(2)(B)  with 
respect  to  dividend  income  received  from  a  foreign  corporation  which 
derived  income  from  sources  within  the  United  States  and  for  which  a 
dividends  received  deduction  was  allowed  under  section  245. 

(a)  Entire  amount  of  foreign  tax  to  be  taken  into  account. — Subsection 
(a)(1)  of  section  11  of  the  bill  amends  the  definition  of  accumulated 
profits  contained  in  section  902(c)  of  the  1954  Code.  Existing  law 
defines  accumulated  profits  as  gains,  profits,  or  income  reduced  by  the 
amount  of  taxes  with  respect  thereto.  Under  the  amendment,  how¬ 
ever,  accumulated  profits  are  defined  as  gains,  profits,  or  income 
computed  without  reduction  by  the  amount  of  the  income,  war  profits, 
and  excess  profits  taxes  imposed  by  a  foreign  country  or  possession 
of  the  United  States  on  or  with  respect  to  such  profits  or  income. 
Taxes  imposed  by  the  United  States  will,  however,  continue  to  reduce 
such  accumulated  profits. 

By  redefining  accumulated  profits,  the  effect  of  the  amendment  is 
to  increase  the  amount  of  taxes  to  be  taken  into  account  in  applying 
the  proportions  provided  in  sections  902  (a)  and  (b)  of  the  code. 
Under  existing  law,  a  credit  is  allowed  to  a  domestic  corporation  for 
all  or  a  part  of  the  foreign  taxes  paid  on  or  with  respect  to  the  accumu¬ 
lated  profits  of  the  foreign  corporation  making  a  distribution.  How¬ 
ever,  by  the  existing  definition,  accumulated  profits  are  total  profits 
less  taxes  thereon.  The  Supreme  Court,  in  American  Chicle  Co.  v. 
United  States,  316  U.S.  450  (1942),  has  held  that  the  amount  of  tax 
paid  on  or  with  respect  to  a  foreign  corporation’s  accumulated  profits 
is  the  same  proportion  of  total  taxes  on  profits  as  accumulated  profits 
is  of  total  profits.  Thus,  if  a  corporation  had  total  profits  of  $100, 
foreign  taxes  of  $40,  and  therefore  accumulated  profits  of  $60,  the 
amount  of  taxes  paid  on  or  with  respect  to  accumulated  profits  would 
be  $24  ($40  X  $60/1 00).  If  the  accumulated  profits  of  $60  were  paid 
as  a  dividend,  no  more  than  $24  could  be  allowed  as  a  credit  as 
deemed  paid  under  section  902  (a)  or  (b). 

As  amended,  the  section  902(c)  definition  will  permit  the  taking 
into  account  of  a  stated  proportion  of  total  taxes.  It  is  no  longer 
necessary  to  apply  the  American  Chicle  rule.  Since  accumulated 
profits  would  be  total  profits  without  reduction  for  taxes  paid  thereon, 
the  amount  of  taxes  paid  on  or  with  respect  to  accumulated  profits 
would,  in  the  above  example,  be  $40  rather  than  $24. 
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Subsection  (a)(2)  of  section  11  of  the  bill  makes  conforming  amend¬ 
ments  to  the  existing  subsections  (a)  and  (b)  of  section  902  to  provide 
for  the  use  of  the  proportion  which  distributed  dividends  bear  to  the 
accumulated  profits  in  excess  of  foreign  taxes.  The  result  is  to  con¬ 
tinue  under  such  subsections  the  use  of  the  ratios  under  existing  law, 
but  because  of  the  amendment  to  section  902(c)  the  amount  against 
which  the  ratios  operate  is  increased. 

The  application  of  these  changes  in  a  section  902(a)  computation 
may  be  illustrated  by  the  following  example  involving  Corporation  P, 
a  domestic  corporation  which  owns  100  percent  of  the  voting  stock 
of  Corporation  FC,  a  foreign  corporation.  It  is  assumed  that  all 
transactions  have  taken  place  within,  and  are  related  to,  the  same 
taxable  year. 


Example  ( 1 ) 

(i)  Gains,  profits,  and  income  of  Corporation  FC _  $100 

(ii)  Foreign  tax  paid  by  Corporation  FC  with  respect  to  such  gains,  profits, 

and  income _  30 

(iii)  Accumulated  profits  of  Corporation  FC  computed  without  reduction 

for  foreign  taxes  (sec.  902(c)) _ .... _  100 

(iv)  Accumulated  profits  of  Corporation  FC  reduced  by  foreign  taxes  (sec. 

902(a)) _ _ _ 6 _ ....  70 

(v)  Dividends  paid  by  Corporation  FC  to  Corporation  P _  35 

(vi)  Corporation  P  is  deemed  to  have  paid  the  same  proportion  of  the  total 

tax  paid  by  Corporation  FC  as  dividends,  determined  without  regard 
to  section  78,  bear  to  accumulated  profits  in  excess  of  taxes: 
$30X35/70 _ 15 


Example  (1)  will  apply  to  all  dividends  received  by  a  domestic 
corporation  after  December  31,  1964,  regardless  of  the  year  in  which 
the  profits  from  which  such  dividends  were  paid  were  accumulated. 
Example  (1)  will  also  apply  with  respect  to  dividends  received  by  a 
domestic  corporation  in  its  taxable  years  beginning  after  December 
31,  1962,  so  long  as  the  dividends  from  the  foreign  corporation  are 
attributable  to  accumulated  profits  of  the  foreign  corporation  for  its 
taxable  years  beginning  after  December  31,  1962.  However,  for 
periods  before  January  1,  1965,  the  American  Chicle  rule  and  the 
present  902(a)  treatment  will  continue  to  apply  where  the  dividends 
from  the  foreign  corporation  are  attributable  to  accumulated  profits 
for  taxable  years  beginning  before  January  1,  1963.  Following  the 
established  rule,  a  foreign  corporation  is  considered  to  be  making  a 
distribution  first  from  its  accumulated  profits  for  its  current  taxable 
year  and  then  from  its  accumulated  profits  of  its  immediately  pre¬ 
ceding  year,  etc. 

The  following  example  illustrates  the  above  rules  where  a  dividend 
is  distributed  out  of  both  accumulated  profits  for  taxable  years  begin¬ 
ning  after  December  31,  1962,  and  accumulated  profits  for  taxable 
years  beginning  before  January  1,  1963.  The  facts  are  the  same  as 
in  example  (1)  except  for  the  noted  differences: 
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Example  (2) 

(i)  Gains,  profits,  and  income  of  Corporation  FC  in  1963 _ $100 

(ii)  Foreign  tax  paid  by  Corporation  FC  with  respect  thereto _  40 

(iii)  1962  accumulated  profits  and  foreign  tax: 

Accumulated  profits  (existing  sec.  902(c)) _  60 

Foreign  tax  _ 1 _  40 

(iv)  Dividends  paid  by  Corporation  FC  to  Corporation  P  in  1963  and  the 

year  to  which  such  dividends  are  attributable: 

1963 _ _ $60 

1962 _  30 

-  90 

(v)  Corporation  P  is  deemed  to  have  paid  a  foreign  tax  with  respect  to  the 

1963  accumulated  profits  of  Corporation  FC  computed  in  the  same 
manner  as  in  example  (1)  ($40X60/60) _  40 

(vi)  Corporation  P  is  deemed  to  have  paid  a  foreign  tax  with  respect  to  the 

1962  accumulated  profits  of  Corporation  FC  in  the  same  manner  as 
existing  rules  ($40X60/100X30/60) _  12 

(vii)  Total  foreign  tax  Corporation  P  is  deemed  to  have  paid  ((v)  +  (vi)) _ _  52 

Section  902  as  amended  by  section  11  of  the  bill,  when  applied  to 
dividends  received  after  December  31,  1964,  will  not  be  affected  by 
the  fact  that  there  may  have  been  in  an  ^earlier  year  a  partial  distribu¬ 
tion  of  accumulated  profits  to  which  .the  Chicle  rule  applied.  For 
example,  if  a  wholly-owned  foreign  subsidiary  of  a  domestic  corpora¬ 
tion  had  total  profits  of  $100,  upon  which  foreign  taxes  of  $40  had 
been  paid,  accumulated  profits  under  existing  law  would  be  $60. 
Under  the  Chicle  rule  the  taxes  paid  with  respect  to  the  accumulated 
profits  would  be  $24  ($40X $60/100).  Upon  a  distribution  of  one-half 
($30)  of  such  accumulated  profits  the  domestic  parent  would  be  en¬ 
titled  under  existing  section  902(a)  to  a  maximum  credit  of  $12. 
However,  if  at  any  time  after  1964,  the  subsidiary  distributes  another 
dividend,  $30,  with  respect  to  the  accumulated  profits  of  such  earlier 
year,  and  taxes  deemed  paid,  determined  in  accordance  with  section 
902(a),  as  amended,  will  be  the  same  proportion  of  total  taxes  as  the 
dividend  bears  to  accumulated  profits  in  excess  of  foreign  taxes.  Thus, 
the  total  tax  of  $40  would  be  multiplied  by  the  fraction  30/60  and  the 
parent  would  be  entitled  under  section  902(a)  as  amended  to  a  credit 
of  $20.  No  account  is  to  be  taken  of  the  foreign  tax  of  $8  which, 
because  of  the  Chicle  rule,  was  not  taken  into  account  in  the  earlier 
dividend  year. 

The  new  rules  effective  under  section  902(a)  will  be  also  effective 
under  section  902(b).  Thus,  if  a  dividend  from  a  foreign  corporation 
is  distributed  out  of  its  accumulated  profits  for  a  taxable  year  begin¬ 
ning  after  1962,  and  such  accumulated  profits  are  composed  in  whole 
or  in  part  of  dividends  which  were  received  from  accumulated  profits 
of  a  foreign  subsidiary  of  the  foreign  corporation  accumulated  in 
taxable  years  beginning  after  1962,  the  new  rules  will  be  effective 
both  under  subsections  (a)  and  (b).  After  1964  the  new  rules  will 
apply  to  subsections  (a)  and  (b)  of  section  902  whether  the  distribu¬ 
tions  are  from  accumulated  profits  of  the  foreign  corporation  and  its 
foreign  subsidiary  for  their  taxable  years  beginning  after  1962  or 
before  1963.  The  computation  involving  these  rules  may  be  illus¬ 
trated  by  the  following  example  involving  Corporation  P,  a  domestic 
corporation  which  owns  100  percent  of  the  voting  stock  of  foreign 
Corporation  FC  which  in  turn  owns  100  percent  of  the  voting  stock 
of  foreign  subsidiary  FS.  It  is  assumed  that  all  transactions  have 
taken  place  and  are  related  to  the  taxable  year  1963. 
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Example  (3) 

(A)  Application  of  amended  section  902(b)  to  determine  tax  deemed 
to  be  paid  by  Corporation  FS : 


(i)  Gains,  profits,  and  income  of  Corporation  FS _  $100 

(ii)  Foreign  tax  paid  by  Corporation  FS  with  respect  to  such  gains,  profits, 

and  income _  20 

(iii)  Accumulated  profits  in  excess  of  taxes  of  Corporation  FS:  $100  less 

$20 _  80 

(iv)  Dividends  paid  by  Corporation  FS  to  Corporation  FC _  40 

(v)  Corporation  FS  foreign  tax  which  is  deemed  paid  by  Corporation  FC: 

$20X40/80 _  10 

(B)  Application  of  amended  section  902(a)  to  determine  tax 
deemed  to  be  paid  by  Corporation  P: 

(i)  Gains,  profits,  and  income  of  Corporation  FC: 

Business  profits _  $100 

Dividends  from  Corporation  FS _  40 


140 


(ii)  Foreign  tax  paid  by  Corporation  FC  with  respect  to  its  gains,  profits, 

and  income _  40 

(iii)  Accumulated  profits  in  excess  of  taxes  paid  by  Corporation  FC:  $140 

less  $40 _  100 

(iv)  Dividend  paid  by  Corporation  FC  to  Corporation  P_^ _  80 

(v)  Foreign  tax  paid  ($40)  and  deemed  paid  ($10)  by  Corporation  FC _  50 

(vi)  Foreign  taxes  paid  and  deemed  paid  by  Corporation  FC  which  are 

deemed  paid  by  Corporation  P:  $50X80/100 _  40 


Where  a  dividend  from  a  foreign  corporation  before  1965  is  at¬ 
tributable  to  its  accumulated  profits  for  a  taxable  year  beginning 
after  1962,  but  which  profits  are  composed  in  part  of  a  dividend  re¬ 
ceived  by  such  foreign  corporation  from  the  accumulated  profits  of 
its  foreign  subsidiary  for  a  taxable  year  or  years  of  the  subsidiary 
beginning  before  1963,  for  purposes  of  computing  the  foreign  tax 
credit  a  pro  rata  amount  of  the  dividend  received  from  the  foreign 
corporation  will  be  deemed  to  consist  of  accumulated  profits  of  its 
foreign  subsidiary  attributable  to  the  period  before  1963.  Existing 
law  will  apply  to  that  portion  of  the  foreign  tax  paid  or  accrued  or 
deemed  paid  by  the  foreign  corporation  with  respect  to  such  pro 
rata  amount  of  the  dividend  considered  attributable  to  the  accumu¬ 
lated  profits  of  its  subsidiary  for  taxable  years  before  1963  and  the 
amendment  made  by  section  11  of  this  bill  will  apply  to  the  balance 
of  such  tax. 

The  carryback  or  carryover  of  excess  foreign  taxes  allowable  under 
section  904  (d)  or  (e)  will  not  be  affected  by  this  section.  An  excess 
foreign  tax  determined  in  a  year  to  which  the  amendments  of  this  sec¬ 
tion  do  not  apply  may  be  carried  over,  without  adjustment,  to  a  year 
to  which  the  amendments  of  this  section  apply.  Conversely,  foreign 
taxes  in  excess  of  a  section  904(a)  limitation  in  a  year  to  which  the 
amendments  of  this  section  apply  may  be  carried  back,  without 
adjustment,  to  a  year  to  which  the  amendments  of  this  section  do  not 

apply- 

See  the  technical  explanation  accompanying  the  amendment  to 
section  6038  of  the  1954  Code  made  by  section  20(a)  of  the  bill  for  the 
effect  of  the  amendments  made  by  section  11  of  the  bill  on  the  reduc¬ 
tion  of  foreign  taxes  caused  by  failure  to  file  an  information  return 
under  section  6038. 


REVENUE  ACT  OF  1962 


a83 


( b )  Inclusion  in  gross  income  oj  amount  equal  to  taxes  deemed  paid . — 
Subsection  (b)  of  section  11  of  the  bill  amends  part  II  of  subchapter  B 
of  chapter  1  (relating  to  items  specifically  included  in  income)  by  add¬ 
ing  at  the  end  thereof  a  new  section  78.  Section  78  requires  a  domestic 
corporation  to  include  in  gross  income  as  a  dividend  an  amount  equal 
to  the  taxes  deemed,  as  a  result  of  section  902  (a)  or  (b)  of  the  code 
as  amended  by  subsection  (a)  of  section  1 1  of  the  bill  or  as  a  result  of 
section  957(a)  (relating  to  taxes  paid  by  foreign  corporation)  as 
amended  by  section  13  of  the  bill,  to  have  been  paid  by  the  domestic 
corporation,  if  the  domestic  corporation  chooses  the  benefits  of  the 
foreign  tax  credit.  Section  78  only  applies  where  the  foreign  taxes 
deemed  to  have  been  paid  by  the  domestic  corporation  are  computed 
under  amended  section  902,  and  it  is  not  applicable  where  the  taxes 
attributable  to  a  particular  distribution  are  computed  under  present 
law.  Thus,  in  the  preceding  example  (1)  Corporation  P  will  include 
$15  in  gross  income  as  a  dividend.  In  example  (2)  Corporation  P 
will  include  only  $40  in  gross  income  since  $12  of  foreign  tax  deemed 
to  be  paid  by  Corporation  P  is  computed  under  existing  rules.  In 
example  (3)  Corporation  P  will  include  $40  in  gross  income. 

The  amount  included  in  gross  income  by  operation  of  section  78  is 
treated  as  a  dividend  in  the  same  manner  as  a  dividend  actually  re¬ 
ceived  by  the  domestic  corporation  from  a  foreign  corporation.  For 
example,  a  section  78  dividend  is  included  in  gross  income  under  section 
61(a)(7) ;  is  personal  holding  company  income  for  purposes  of  section 
543(a)(1);  and  may  be  a  portion  of  accumulated  taxable  income  for 
purposes  of  section  535,OTIowever,  a  section  78  dividend  is  not  a 
dividend  for  purposes  of  section  245  of  the  code  (relating  to  deduction 
for  dividends  received  from  certain  foreign  corporations). 

( c )  Determination  oj  source  oj  dividends  received  from  certain  joreign 
corporations. — Subsection  (c)  of  section  11  of  the  bill  amends  section 
861(a)(2)(B)  of  the  code  by  striking  out  “to  the  extent  exceeding 
the  amount  of  the  deduction  allowable  under  section  245  in  respect 
of  such  dividends”  and  inserting  in  lieu  thereof  “to  the  extent  exceed¬ 
ing  the  amount  which  is  100/85ths  of  the  amount  of  the  deduction 
allowable  under  section  245  in  respect  of  such  dividends.”  This 
restores  the  rule  contained  in  section  119(a)(2)(B)  of  the  1939  Code, 
as  added  by  the  Revenue  Act  of  1951.  The  effect  of  the  change  is 
to  establish  a  closer  correlation  between  the  operation  of  sections 
245  and  861(a)(2)(B)  than  existing  law  provides. 

Under  present  section  861(a)(2)(B),  the  excess  of  the  amount  of  a 
dividend  taken  into  account  in  determining  the  dividends  received 
deduction  under  section  245  over  the  amount  allowed  as  a  deduction, 
is  determined  to  be  income  from  sources  without  the  United  States  for 
purposes  of  the  foreign  tax  credit  provisions.  As  a  result,  15  percent 
of  that  portion  of  the  dividend  considered  as  derived  from  sources 
within  the  United  States  within  the  meaning  of  section  245  is  treated 
as  income  from  sources  within  the  United  States  for  purposes  of  that 
section,  but,  conversely,  is  treated  as  income  from  sources  without 
the  United  States  under  section  861(a)(2)(B)  for  foreign  tax  credit 
purposes.  Subsection  (c)  removes  this  inconsistency  by  treating  as 
income  from  sources  without  the  United  States  for  foreign  tax  credit 
purposes  only  the  amount  of  the  dividend  in  excess  of  one  hundred 
eighty-fifths  of  the  dividends  received  deduction. 
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( d )  Repeal  of  section  902(d). — Subsection  (d)  of  section  11  of  the 
bill  repeals  existing  section  902(d)  (relating  to  special  rules  for  certain 
wholly-owned  foreign  corporations). 

(e)  Technical  amendments. — Subsection  (e)  of  section  11  of  the  bill 
conforms  the  table  of  sections  for  part  II  of  subchapter  B  of  chapter  1 
of  the  code  to  the  addition  of  the  new  section  78  and  adds  appropriate 
cross  references  to  sections  901  and  902  of  the  code.  In  addition  it 
makes  technical  changes  in  section  535(b)(1)  and  545(b)(1)  to  prevent 
the  amendments  made  by  section  1 1  of  the  bill  from  changing  “accumu¬ 
lated  taxable  income”  for  purposes  of  the  accumulated  earnings  tax 
and  “undistributed  personal  holding  company  income”  for  purposes 
of  the  personal  holding  company  tax  and  to  offset  the  effects  of  section 
78  whereby  these  incomes  are  increased  by  reason  of  the  taxes  deemed 
to  have  been  paid  under  section  902  (a)  or  (b).  These  technical 
changes  will  allow  as  a  deduction  the  taxes  deemed  to  have  been 
paid  under  sections  902  (a)  and  (b). 

(f)  Effective  date.— Subsection  (f)  of  section  11  of  the  bill  provides 
that  the  amendments  made  by  section  11  are  to  be  applicable  to 
dividends  which  are  received  by  domestic  corporate  taxpayers  in  their 
taxable  years  beginning  after  December  31,  1962,  but  only  to  the  ex¬ 
tent  that  such  distributions  are  made  out  of  the  accumulated  profits  of 
foreign  corporations  for  their  taxable  years  beginning  after  December 
31,  1962.  However,  the  amendments  made  by  section  11  of  the  bill 
will  be  applicable  to  all  dividends  received  by  domestic  corporate 
taxpayers  from  foreign  corporations  after  December  31,  1964,  regard¬ 
less  of  the  year  to  which  the  accumulated  profits  are  attributable. 

If,  before  1965,  the  distribution  from  a  foreign  corporation  for  its 
taxable  year  beginning  after  December  31,  1962,  is  out  of  profits  which 
are  attributable  to  a  distribution  received  by  such  foreign  corporation 
from  its  foreign  subsidiary,  the  effectiveness  of  the  amendments 
depends  on  the  taxable  year  to  which  the  subsidiary’s  distribution  is 
attributable.  If  the  distribution  is  out  of  the  subsidiary’s  accumulated 
profits  for  taxable  years  beginning  after  December  31,  1962,  the 
amendments  will  be  applicable.  However,  if  the  distribution  is 
attributable  to  the  subsidiary’s  accumulated  profits  for  taxable  years 
beginning  before  January  1,  1963,  the  present  law  will  continue  in 
effect. 

The  amendments  are  not  applicable  to  a  domestic  corporation  re¬ 
ceiving  a  distribution  from  a  foreign  corporation  prior  to  January  1, 
1965,  unless  such  distribution  (1)  is  made  out  of  profit  of  a  foreign 
corporation  accumulated  in  a  taxable  year  beginning  after  December 
31,  1962,  and  (2)  is  received  by  the  domestic  corporation  in  a  taxable 
year  beginning  after  December  31,  1962.  Therefore,  if  for  example,  a 
foreign  corporation  is  on  a  calendar  year  basis  and  it  makes  a  distribu¬ 
tion  on  November  15,  1963,  out  of  its  accumulated  profits  for  1963  to  a 
domestic  corporation  whose  taxable  year  began  on  December  1,  1962, 
the  present  law  would  be  applicable. 

SECTION  12.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES 

(a)  Limitation  on  amount  and  type  of  income  excluded. — Subsec¬ 
tion  (a)  of  section  12  of  the  bill  amends  section  911  of  the  1954  code. 
This  amendment  retains  the  provisions  of  section  911  which  require, 
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under  certain  circumstances,  the  exclusion  of  earned  income  from 
gross  income  of  an  individual  who  has  been  a  bona  fide  resident, 
or  is  physically  present,  in  a  foreign  country.  However,  under  the 
amendment  there  will  be  dollar  limitations  on  the  amounts  which 
may  be  excluded  under  section  911  by  any  individual.  The  amend¬ 
ment  also  imposes  a  requirement  as  to  time  of  receipt  and,  for  some 
purposes,  attributes  amounts  received  to  the  taxable  year  in  which  the 
services  to  which  the  amounts  are  attributable  were  performed.  The 
amendment  also  provides  that  no  amount  received  as  a  pension  or 
annuity  is  excludable  under  section  911. 

SECTION  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE  UNITED 

STATES 

(а)  General  rule. — Subsection  (a)  of  section  911,  as  amended  by 
section  12  of  the  bill,  is  the  same  as  existing  law  in  that  it  provides 
that  in  the  case  of  an  individual  citizen  of  the  United  States: — 

(1)  who  has  been  a  bona  fide  resident  of  a  foreign  country  or 
countries  for  an  uninterrupted  period  which  includes  an  entire 
taxable  year,  or 

(2)  who  duiing  any  period  of  18  consecutive  months  is  present 
in  a  foreign  country  or  countries  during  at  least  510  full  days  in 
such  period, 

amounts  received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  thereof)  which 
constitute  earned  income  attributable  to  services  performed  during 
the  uninterrupted  period  or  during  an  18-month  period,  whichever 
applies,  may  be  excluded  from  gross  income.  However,  the  amended 
section  911(a)  contains  a  new  provision  to  the  effect  that  the  amount 
excluded  under  that  provision  will  be  computed  by  applying  special 
rules  contained  in  subsection  (c).  The  new  provision  referring  to 
the  special  rules  in  subsection  (c)  is  in  lieu  of  the  unlimited  exclusion 
provided  by  existing  law  with  respect  to  bona  fide  foreign  residence, 
and  the  $20, 000-limitation  with  respect  to  physical  presence  in  a 
foreign  country  provided  by  existing  law.  Subsection  (a)  also  retains 
the  provision  of  existing  law  that  no  deductions  (other  than  the  de¬ 
ductions  allowed  by  section  151,  relating  to  personal  exemptions) 
will  be  allowed  to  the  extent  such  deductions  are  properly  allocable 
to  or  chargeable  against  amounts  excluded  from  gross  income  under 
such  subsection. 

(б)  Definition  of  earned  income. — Subsection  (b)  of  the  amended 
section  911  continues,  without  change,  the  existing  definition  of 
“earned  income”. 

(c)  Special  rules. — Subsection  (c)  of  section  911,  as  amended  by 
the  bill,  provides  rules  for  purposes  of  computing  the  amount  ex¬ 
cludable  from  gross  income  of  an  individual  under  section  911(a). 

Paragraph  (1)  of  section  911(c)  contains  the  limitations  on  the 
amount  excludable  under  section  911(a).  It  provides,  as  a  general 
rule,  that  the  amount  excluded  for  any  taxable  year  is  not  to  exceed 
an  amount  which  is  to  be  computed  on  a  daily  basis  at  an  annual  rate 
of  $20,000.  However,  the  annual  rate  is  to  be  $35,000  in  the  case  of 
an  individual  who  qualifies  as  a  bona  fide  resident  of  a  foreign  country 
or  countries  under  section  911(a)(1),  but  only  with  respect  to  taxable 
years  (or  a  portion  of  a  taxable  year)  occurring  immediately  after 
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such  individual  has  been  a  bona  fide  foreign  resident  for  any  uninter¬ 
rupted  period  of  3  consecutive  years  (36  consecutive  months).  The 
amount  excludable  accrues  on  a  daily  basis  throughout  the  taxable 
year.  The  number  of  days  to  be  used  in  making  the  computation 
on  a  daily  basis  is  the  number  of  days  in  the  taxable  year  for  which 
the  exclusion  is  claimed. 

The  manner  of  computing  the  amount  excludable  under  section 
911  (a)  on  a  daily  basis  at  the  prescribed  annual  rates  may  be  illustrated 
by  the  following  example: 

Example. — A,  a  United  States  citizen,  who  files  his  returns  on  a 
calendar  year  basis,  is  privately  employed  and  is  a  bona  fide  resident 
of  France  for  the  period  April  1,  1963,  through  June  30,  1968.  The 
amounts  excludable  from  his  gross  income  for  the  various  calendar 
years  under  the  provisions  of  section  911(a)  which  are  computed  by 
applying  the  special  rules  contained  in  section  911(c)  are  not  to  exceed 
the  following  amounts:  for  the  year  1963,  $15,068.49  (275/365 X 
$20,000);  for  the  year  1964,  $20,000  (366/366 X $20,000);  for  the  year 
1965,  $20,000  (365/365 X $20,000);  for  the  year  1966,  $31,301.37 
(90/365 X $20,000  plus  275/365 X $35,000);  for  the  year  1967,  $35,000; 
and,  for  the  year  1968,  $17,404.37  (182/366X $35,000). 

An  individual  who,  on  January  1,  1963,  has  been  a  bona  fide  foreign 
resident  for  an  uninterrupted  period  in  excess  of  3  consecutive  years 
is  immediately  entitled  to  the  benefits  of  the  annual  rate  of  $35,000. 
An  individual  who  returns  and  takes  up  residence  in  the  United  States 
is,  upon  resuming  bona  fide  foreign  residence,  only  entitled  to  the  bene¬ 
fits  of  the  annual  rate  of  $20,000  until  such  individual  completes 
another  uninterrupted  period  of  3  consecutive  years  of  bona  fide 
foreign  residence. 

Paragraph  (2)  of  section  911(c)  provides  that,  for  purposes  of  apply¬ 
ing  the  limitation  in  paragraph  (1),  amounts  received  are  to  be  con¬ 
sidered  received  in  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed.  For  example,  amounts 
received  during  the  taxable  year  1965  attributable  to  services  per¬ 
formed  during  the  taxable  year  1964  will,  for  purposes  of  applying 
the  limitation  in  section  911(c)(1),  be  considered  received  in  the 
taxable  year  1964.  Thus,  if  I  (to  whom  the  $20,000  limitation 
applies)  receives  $16,000  in  1964  and  $7,000  in  1965,  both  amounts 
being  attributable  to  his  1964  services,  $3,000  of  the  $7,000  received 
in  1965  would  be  includible  in  his  gross  income  for  1965. 

Paragraph  (3)  of  section  911(c)  provides  in  effect  that  in  applying 
the  rules  ol  paragraph  (1),  the  amount  excludable  under  section  911(a) 
is  to  be  neither  increased  nor  decreased  solely  by  operation  of  commu¬ 
nity  property  law. 

The  application  of  the  rule  contained  in  section  911(c)(3)  may  be 
illustrated  by  the  following  examples: 

Example  ( 1 ). — H,  a  United  States  citizen,  qualifies  under  section 
911(a)  and  receives  $40,000  during  a  taxable  year  for  services  per¬ 
formed  abroad  during  such  taxable  year.  He  has  been  abroad  for 
less  than  3  consecutive  years.  W,  the  wife  of  H,  earns  no  income  of 
her  own  and  continues  to  live  in  a  community  property  state  in  the 
United  States.  The  marital  domicile  also  continues  in  such  state. 
H  and  W  file  a  joint  return.  The  aggregate  amount  excludable  from 
gross  income  under  section  911  is  $20,000.  If  H  and  W  had  filed 
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separate  returns,  the  aggregate  amount  excludable  under  section  911 
would  be  $20,000. 

Example  (#). — The  facts  are  the  same  as  in  example  (1),  except 
that  W  also  resides  abroad.  Whether  H  and  W  file  their  returns 
separately  or  jointly,  the  aggregate  amount  excludable  under  section 
911  $20,000.  If  W  also  qualifies  under  section  911(a)  and  receives 

$10,000  during  the  taxable  year  for  services  she  performed  abroad 
during  such  taxable  year,  the  aggregate  amount  excludable  under 
section  911  is  $30,000  (whether  a  joint  return  or  separate  returns  are 
filed). 

Similarly,  in  a  noncommunity  property  jurisdiction,  if  H  and  W 
both  qualify  under  section  911(a)  and  receive  $40,000  and  $10,000, 
respectively,  for  services  performed  abroad  during  the  taxable  year, 
the  aggregate  amount  excludable  under  section  911  is  $30,000. 

Paragraph  (4)  of  section  911(c)  establishes  a  requirement  as  to 
time  of  receipt  by  providing  that  no  amount  received  after  the  close 
of  the  taxable  year  following  the  taxable  year  in  which  the  services 
to  which  the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  section  911(a).  For  example,  an  amount  received 
on  or  before  the  close  of  the  taxable  year  1965  which  is  attributable 
to  services  performed  during  the  taxable  year  1964  will  satisfy  the 
requirement  as  to  receipt  of  section  911(c)(4).  However,  an  amount 
received  after  the  close  of  the  taxab’e  year  1965  which  is  attributable 
to  services  performed  during  the  taxable  year  1964  will  not  satisfy 
the  requirement  as  to  receipt  of  section  911(c)(4)  and,  therefore,  will 
in  no  event  be  excludable  under  section  911(a). 

Subparagraph  (A)  of  section  911(c)(5)  provides  that  no  amount 
received  as  a  pension  or  annuity  may  be  excluded  under  section  911(a). 
The  result  is  the  same  whether  the  recipient  of  such  pension  or  annuity 
is  a  resident  or  a  nonresident  of  the  United  States.  Subparagraph  (B) 
provides  that  no  amount  included  in  gross  income  by  reason  of  section 
402(b)  (relating  to  taxability  of  beneficiary  of  non-exempt  trust), 
section  403(c)  (relating  to  taxability  of  beneficiary  under  a  non¬ 
qualified  annuity),  or  section  403(d)  (relating  to  taxability  of  bene¬ 
ficiary  under  certain  forfeitable  contracts  purchased  by  exempt 
organizations)  may  be  excluded  under  section  911(a).  Thus,  amounts 
contributed  by  an  employer  to  certain  plans  which  do  not  qualify 
under  section  401  and  in  which  an  individual  has  nonforfeitable 
rights,  must  be  included  in  such  individual’s  gross  income  currently. 
The  amounts  of  such  contributions  are  not  excludable  under  section 
911(a). 

SECTION  12.  EARNED  INCOME  FROM  SOURCES  WITH¬ 
OUT  THE  UNITED  STATES— (Continued) 

(/)  Computation  oj  employees'  contributions. — Existing  section  72 
(f)(2)  of  the  code  provides  that,  in  the  case  of  employees’  annuities, 
employees’  contributions  include  amounts  contributed  by  the  employer 
if  such  amounts  would  have  been  exempt  from  tax  had  they  been  paid 
to  the  employee  directly.  Existing  law  continues  to  apply  to  amounts 
contributed  on  or  before  December  31,  1962,  for  services  performed 
on  or  before  such  date. 
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Subsection  (b)  of  section  12  of  the  bill  amends  paragraph  (2)  of  sec¬ 
tion  72(f)  of  the  code  by  providing,  in  general,  that  such  paragraph  is 
not  to  apply  to  amounts  which  were  contributed  by  the  employer  after 
December  31,  1962,  and  which  would  have  been  exempt  from  tax  by 
reason  of  section  911  had  they  been  paid  to  the  employee  directly. 
However,  the  preceding  sentence  does  not  apply  to  amounts  which  were 
contributed  by  the  employer  to  provide  pension  or  annunity  credits,  to 
the  extent  such  credits  are  attributable  to  services  performed  before 
January  1,  1963,  and  are  provided  pursuant  to  pension  or  annuity 
plan  provisions  in  existence  on  March  12,  1962,  and  on  that  date  ap¬ 
plicable  to  such  services.  Thus,  in  effect,  the  first  sentence  of  the 
amendment  contained  in  section  12(b)  of  the  bill  provides  that  an 
employee’s  basis  will  not  be  increased  by  reason  of  foreign  service 
contributions  made  by  an  employer  after  December  31,  1962,  and 
which  would  have  been  exempt  from  tax  by  reason  of  section  911  had 
they  been  paid  to  the  employee  directly.  However,  existing  law 
would  continue  to  apply  to  contributions  made  after  December  31, 
1962,  to  provide  benefits  attributable  to  services  performed  before 
January  1,  1963,  to  the  extent  that  (1)  such  benefits  are  provided  by 
a  plan  which  is  in  existence  on  March  12,  1962,  and  (2)  such  con¬ 
tributions  are  required  to  provide  the  benefits  set  forth  in  the  plan  on 
March  12,  1962.  Thus,  certain  amounts  attributable  to  services  per¬ 
formed  before  January  1,  1963,  and  contributed  after  December  31, 
1962,  to  fund  current  or  past  service  credits  may  be  added  to  an  em¬ 
ployee’s  basis.  However,  to  the  extent  benefits  are  initially  pro¬ 
vided  after  March  12,  1962,  or  to  the  extent  existing  benefits  are  in¬ 
creased  after  such  date,  amounts  attributable  to  the  new  or  increased 
benefits  may  not  be  added  to  an  employee’s  basis  even  though  the  new 
or  increased  benefits  are  attributable  to  services  performed  before 
January  1,  1963. 

(c)  Effective  date. — Subsection  (c)  of  section  12  of  the  bill  contains 
the  effective  date  provisions  applicable  to  the  amendments  to  sections 
911  and  72(f)  of  the  code. 

Paragraph  (1)  of  section  12  (c)  of  the  bill  provides  that,  except  as 
provided  in  paragraph  (2),  the  amendments  made  by  section  12  of 
the  bill  are  to  apply  to  taxable  years  ending  after  December  31,  1962. 
Paragraph  (2)  provides  that,  with  respect  to  the  changes  in  section 
911  of  the  code,  the  amendment  made  by  section  12(a)  of  the  bill  is 
to  apply  only  with  respect  to  amounts  received  after  December  31, 
1962,  and  which  are  attributable  either,  as  provided  in  subparagraph 
(A),  to  services  performed  after  such  date,  or,  as  provided  in  sub- 
paragraph  (B),  to  services  performed  on  or  before  such  date,  but  only 
if  on  March  12,  1962,  there  existed  no  right  (whether  forfeitable  or 
nonforfeitable)  to  receive  such  amounts.  Thus,  in  effect,  the  effec¬ 
tive  date  provision,  with  respect  to  the  amendment  to  section  911,. 
applies  existing  law  to  amounts  received  after  December  31,  1962, 
which  are  attributable  to  services  performed  before  January  1,  1963, 
if  on  March  12,  1962,  a  right  existed  (whether  forfeitable  or  nonfor¬ 
feitable)  to  receive  such  amounts.  On  the  other  hand,  if  amounts 
are  received  after  December  31,  1962,  which  are  attributable  to  serv¬ 
ices  performed  before  January  1,  1963,  to  which  the  recipient  did  not 
have  a  right  in  existence  on  IVlarch  12,  1962,  section  911,  as  amended 
by  section  12  of  the  bill,  will  apply  to  such  amounts.  In  the  event  a 
right  to  receive  an  amount  attributable  to  services  performed  before 
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January  1,  1963  existed  as  of  March  12,  1962,  and  thereafter  such 
amount  is  increased,  section  911,  as  amended  by  section  12  of  the  bill, 
will  apply  to  such  increase. 

The  application  of  the  provisions  of  section  12(c)(2)  of  the  bill  may 
be  illustrated  by  the  following  examples: 

Example  ( 1 ). — A,  a  United  States  citizen,  who  files  his  returns  on  a 
calendar  year  basis,  is  privately  employed  and  a  bona  fide  resident  of 
Italy  for  the  period  January  1,  1961,  through  December  31,  1963. 
He  is  compensated  at  a  rate  of  $25,000  per  year  and  receives  such  com¬ 
pensation  in  the  year  it  is  earned.  The  amounts  excludable  from 
gross  income  for  the  various  calendar  years  and  the  applicable  provi¬ 
sions  of  section  911  of  the  code  are  as  follows:  for  the  years  1961  and 
1962,  $25,000  under  section  911  before  amendment  by  section  12  of 
the  bill;  for  the  year  1963,  $20,000  under  section  911,  as  amended  by 
the  bill. 

Example  (2). — A,  the.  taxpayer  described  in  example  (1),  receives  on 
May  1,  1963,  $5,000  as  a  supplementary  salary  payment  for  services 
performed  during  the  taxable  year  1962.  Such  amount  is  received 
pursuant  to  an  agreement  in  existence  on  March  12,  1962.  Under 
section  12(c)(2)(B)  of  the  bill,  such  amount  will  be  subject  to  section 
911  of  the  code  before  amendment.  The  entire  supplementary  salary 
payment  will  be  excludable  from  gross  income  under  section  911(a)(1) 
(before  amendment). 

Example  (3). — The  facts  are  the  same  as  in  example  (2),  except  that 
no  right  to  receive  the  $5,000  supplementary  salary  payment  is  in 
existence  on  March  12,  1962.  Under  section  12(c)(2)(B)  of  the 
bill,  such  amount  is  to  be  subject  to  the  provisions  of  section  911,  as 
amended  by  the  bill.  Under  section  911,  as  amended,  the  amount 
excludable  is  to  be  computed  under  section  911(c).  Under  section 
911(c)(2),  the  supplementary  salary  payment  is  to  be  considered 
received  in  1962.  Under  section  911(c)(1),  that  portion  of  the 
amount  received  which,  when  added  to  other  qualifying  amounts  re¬ 
ceived  during  the  taxable  year  1962,  does  not  exceed  an  amount 
computed  on  a  daily  basis  at  an  annual  rate  of  $20,000  will  be  ex¬ 
cludable.  Since,  under  the  facts  set  forth  in  example  (1),  A  received 
excludable  amounts  in  excess  of  $20,000  during  the  taxable  year 
1962,  no  part  of  the  supplementary  salary  payment  is  to  be  excludable 
from  gross  income. 

SECTION  13.  CONTROLLED  FOREIGN  CORPORATIONS 

(a)  Tax  on  United  States  shareholders. — Subsection  (a)  of  section  13 
of  the  bill  adds  a  new  subpart  F  to  part  III  of  subchapter  N  of  the 
Internal  Revenue  Code  of  1954.  The  new  subpart  consists  of  eight 
sections  (secs.  951-958). 

SECTION  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME 
OF  UNITED  STATES  PERSONS 

(a)  Amounts  included. — Subsection  (a)  provides  that,  if  a  foreign 
corporation  is  a  controlled  foreign  corporation  on  any  day  of  its  tax¬ 
able  year,  then  any  United  States  person  who  owns  stock  (within  the 
meaning  of  section  955(a))  in  such  corporation,  on  the  last  day  of 
such  taxable  year  on  which  it  was  a  controlled  foreign  corporation, 
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must  include  in  gross  income  for  his  taxable  year  (in  which  or  with 
which  ends  the  taxable  year  of  the  controlled  foreign  corporation) 
a  pro  rata  share  of  the  corporation’s  subpart  F  income  and  a  pro  rata 
share  of  that  portion  of  the  increase  in  its  earnings  invested  in  non¬ 
qualified  property  which  is  not  excluded  from  gross  income  under 
section  956(a).  Such  shares  are  included  in  the  income  of  the  United 
States  person,  even  though  there  may  be  intervening  entities  in  a 
chain  between  the  controlled  foreign  corporation  and  such  person. 

The  pro  rata  share  to  be  included  by  the  United  States  person  (if 
the  corporation  is  a  controlled  foreign  corporation  for  its  entire  taxable 
year)  is  that  amount  which  would  have  been  distributed  with  respect 
to  the  ownership  interest  of  such  person  if  the  corporation  had  dis¬ 
tributed  the  total  amount  of  its  subpart  F  income  and  the  total 
amount  of  such  portion  of  the  increase  in  its  earnings  invested  in 
nonqualified  property  on  the  last  day  of  its  taxable  year.  If  the 
corporation  is  a  controlled  foreign  corporation  for  only  part  of  its 
taxable  year,  paragraphs  (2)  and  (3)  provide  that  the  pro  rata  share 
is  that  which  would  have  been  distributed  (on  the  last  day  of  the 
corporation’s  taxable  year  on  which  it  was  a  controlled  foreign  corpo¬ 
ration)  if  the  controlled  foreign  corporation  had  distributed  pro  rata 
an  amount  which  bears  to  such  total  amount  the  same  ratio  that  the 
part  of  the  year  during  which  the  corporation  was  a  controlled  foreign 
corporation  bears  to  the  entire  taxable  year. 

Example  ( 1 ). — X,  a  United  States  person,  wholly  owns  throughout 
1963  Y,  a  controlled  foreign  corporation,  which  has  $100  of  subpart  F 
income  and  $100  of  earnings  and  profits  for  its  taxable  year  1963. 
Both  X  and  Y  use  a  calendar  year  as  their  taxable  year.  X,  for 
taxable  year  1963,  must  include  $100  in  gross  income  as  if  such  amount 
had  been  distributed  on  December  31,  1963. 

Example  (2). — X  and  T,  United  States  persons  with  the  calendar 
year  as  a  taxable  year,  each  acquire  on  July  1,  1963,  30  percent  of  the 
voting  stock  of  Y,  a  foreign  corporation  (having  only  one  class  of 
stock)  which  became,  as  of  that  day,  a  controlled  foreign  corporation. 
Y  has  no  subpart  F  income  for  its  taxable  year  (also  the  calendar  year), 
has  $100  of  earnings  and  profits  for  such  year,  and  has  a  $100  increase 
in  earnings  invested  in  nonqualified  property  for  its  1963  taxable  year. 
For  their  1963  taxable  year,  X  and  T  each  must  include  in  gross 
income  $15,  the  amount  which  would  have  been  distributed  with 
respect  to  their  stock  if  Y  had  distributed  pro  rata  y2  of  $100,  or  $50 
on  December  31,  1963. 

Subpart  F  income  may  not  exceed  the  earnings  and  profits  for  the 
taxable  year  (computed  without  reduction  for  distributions  made 
during  that  year).  The  increase  in  investment  in  nonqualified 
property,  however,  is  limited  to  the  sum  of  the  earnings  and  profits 
for  the  taxable  year  (computed  without  reduction  for  distributions 
made  during  that  year)  plus  the  earnings  and  profits  accumulated  for 
prior  taxable  years  beginning  after  December  31,  1962.  Thus,  in 
examples  (1)  and  (2)  it  would  be  irrelevant  for  purposes  of  section 
951(a)  whether  Y  made  an  actual  distribution  during  1963.  Such 
distribution  would  not,  however,  because  of  the  rules  in  section  956, 
result  in  further  tax  to  X  (in  example  (1))  or  X  and  T  (in  example  (2)). 

An  increase  in  earnings  invested  in  nonqualified  property  is  included 
in  gross  income  only  to  the  extent  that  it  exceeds  the  subpart  F  income 
for  the  current  taxable  year  and  previous  taxable  years,  but  only  if 
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such  subpart  F  income  has  not  already  been  so  used  as  an  offset  or 
has  not  been  actually  distributed  in  a  previous  taxable  year.  Dis¬ 
tributions  from  amounts  taxed  under  section  951(a)(1)  as  increases  in 
earnings  invested  in  nonqualified  property  and  subpart  F  income 
are  excluded  from  gross  income  under  section  956.  Rules  for  alloca¬ 
tion  of  distributions  to  subpart  F  income,  increased  earnings  invested 
in  nonqualified  property,  or  other  earnings  and  profits  are  made  under 
the  rules  of  section  956(c). 

In  a  case  in  which  stock  of  a  controlled  foreign  corporation  is  trans¬ 
ferred  by  one  United  States  person  to  another  during  a  taxable  year, 
if  the  transferor  United  States  person  receives  a  dividend  with  re¬ 
spect  to  such  stock,  the  acquiring  shareholder,  under  section  951(a) 
(2)(B),  may  reduce  the  amount  he  would  otherwise  be  required  to 
include  in  gross  income  under  section  951(a)(1)(A)  by  the  amount  of 
such  dividend.  For  example,  assume  that  X  owns  20  percent  of  the 
one  class  of  stock  in  Z,  a  controlled  foreign  corporation,  and  that  on 
July  1,  1963,  immediately  after  receiving  a  $10  dividend,  X  transfers 
the  stock  to  Y.  X,  Y,  and  Z  use  the  calendar  year  as  the  taxable 
year.  Z's  entire  earnings  and  profits  for  1963  consists  of  $100  all  of 
which  is  subpart  F  income.  X  must  include  in  gross  income  the  $10 
dividend.  Y  must  include  $10  ($20  minus  $10)  in  his  gross  income 
for  1963. 

(6)  Less  than  10  percent  ownership. — Subsection  (b)  limits  United 
States  persons  subject  to  tax  under  subsection  (a)  to  those  who  own 
at  least  10  percent  of  the  total  combined  voting  power  of  all  classes  of 
stock,  or  the  total  value  of  shares  of  all  classes  of  stock,  of  the  controlled 
foreign  corporation.  The  rules  of  constructive  ownership  of  section 
955(b)  are  applicable  for  this  purpose,  although  the  rules  of  construc¬ 
tive  ownership  of  section  955(a)  are  applicable  to  determine  such 
person’s  liability  under  section  951(a). 

Example. — H  owns  5  percent  of  the  one  class  of  stock  of  X,  a  con¬ 
trolled  foreign  corporation,  and  his  wife,  W,  owns  10  percent  of  the 
stock  of  such  corporation.  Under  the  rules  of  section  955(b),  H  is 
considered  to  own  15  percent  of  the  stock  of  X  and  will  be  subject  to 
tax  on  the  income  attributable  to  his  5  percent  interest. 

(c)  Coordination  with  election  oj  a  foreign  investment  company  to 
distribute  income. — -Subsection  (c)  provides  that  a  United  States  per¬ 
son  who,  for  his  taxable  year,  is  a  qualified  shareholder,  within  the 
meaning  of  section  1247(c),  of  a  foreign  investment  company  with 
respect  to  which  an  election  under  section  1247  is  in  effect  is  not 
required  to  include  in  gross  income  for  such  year  the  subpart  F  income 
of  such  company. 

SECTION  952.  SUBPART  F  INCOME  DEFINED 

Section  952  defines  the  three  types  of  income  of  a  controlled  foreign 
corporation  which  constitute  “subpart  F  income”  and  may  be  in¬ 
cludible  in  the  gross  income  of  United  States  persons,  as  defined  in 
section  7701  (a)  (30),  under  the  provisions  of  section  951(a)(1)(A). 

(a)  In  general. — Paragraph  (1)  of  section  952(a)  provides  that  the 
subpart  F  income  of  a  controlled  foreign  corporation,  for  purposes  of 
section  951(a)(1)(A),  is  the  sum  of  (1)  the  income  of  the  controlled 
foreign  corporation  derived  from  insurance  of  United  States  risks,  as 
determined  under  subsection  (b);  (2)  the  income  of  the  controlled 
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foreign  corporation  from  United  States  patents,  copyrights,  and 
exclusive  formulas  and  processes,  as  determined  under  subsection 
(c) ;  and  (3)  the  net  foreign  base  company  income  of  a  controlled  foreign 
corporation  as  determined  under  subsection  (d).  Net  foreign  base 
company  income  of  a  controlled  foreign  corporation,  however,  is 
included  in  subpart  F  income  only  if  five  or  fewer  United  States  persons 
own,  directly  or  indirectly,  within  the  meaning  of  section  955(b),  more 
than  50  percent  of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote. 

Paragraph  (2)  provides  for  the  exclusion  from  subpart  F  income  of 
a  controlled  foreign  corporation  of  amounts  included  in  gross  income 
of  the  controlled  foreign  corporation  under  chapter  1  of  the  code 
where  the  controlled  foreign  corporation  is  engaged  in  trade  or  busi¬ 
ness  in  the  United  States  and  such  income  is  treated  as  income  from 
sources  within  the  United  States. 

Paragraph  (3)  provides  that  the  subpart  F  income  of  a  controlled 
foreign  corporation  for  any  taxable  year  of  such  corporation  may  not 
exceed  the  earnings  and  profits  of  the  controlled  foreign  corporation 
for  that  year  (computed  without  reduction  for  distributions  made 
during  the  year). 

( b )  Income  from  insurance  of  United  States  risks. — Paragraph  (1) 
of  subsection  (b)  provides,  in  general,  that  income  derived  from  the 
insurance  of  United  States  risks  is  that  income  which  would  be  taxed 
under  subchapter  L  of  chapter  1  if  the  controlled  foreign  corporation 
were  a  domestic  corporation.  However,  such  income  is  included  in 
subpart  F  income  only  if,  in  respect  of  reinsurance  or  the  issuing  of 
insurance  or  annuity  contracts,  premiums  or  other  consideration  are 
received  either  (A)  on  risks  in  connection  with  property  in,  or  residents 
of,  the  United  States  or  (B)  on  risks  in  connection  with  property  not 
in,  or  nonresidents  of,  the  United  States  in  accordance  with  any 
arrangement  that  a  substantially  equal  amount  of  premiums  or  other 
consideration  in  respect  of  reinsurance  or  the  issuing  of  insurance  or 
annuity  contracts  on  risks  in  connection  with  property  in,  or  residents 
of,  the  United  States  is  to  be  received  by  another  corporation. 

Paragraph  (2)  of  subsection  (b)  provides  special  rules  which  modify 
the  application  of  subchapter  L  for  purposes  of  this  subsection. 

Under  subparagraph  (A)  of  paragraph  (2),  respecting  the  application 
of  part  I  of  subchapter  L,  life  insurance  company  taxable  income  is 
defined  solely  as  the  gain  from  operations  under  section  809(b) 
despite  the  provisions  of  section  802(b). 

Under  subparagraph  (B)  of  paragraph  (2),  the  taxable  income  of  all 
insurance  companies  other  than  life  insurance  companies,  that  is, 
both  mutual  and  stock  insurance  companies  which  are  ordinarily 
subject  to  the  provisions  of  part  II  or  part  III  of  subchapter  L, 
respectively,  is  to  be  determined  under  part  III  of  subchapter  L. 

Subparagraph  (C)  of  paragraph  (2)  disallows  certain  deductions 
from  income  for  purposes  of  this  subsection.  These  deductions  are: 

(i)  Section  809(d)(4)  (operations  loss  deduction), 

(ii)  Section  809(d)(5)  (certain  nonparticipating  contracts), 

(iii)  Section  809(d)(6)  (group  life,  accident,  and  health  insur¬ 
ance), 

(iv)  Section  809(d) (10)  (small  business  deduction), 

(v)  Section  817(b)  (gain  on  property  held  on  December  31, 
1958,  and  certain  substituted  property  acquired  after  1958),  and 
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(vi)  Section  832(b)(5)  (certain  capital  losses). 

Under  subparagraph  (D)  of  paragraph  (2),  “gross  amount”  to  the 
extent  prescribed  in  section  809(c)  (1)  and  (2),  less  the  “increases  in 
certain  reserves”  as  defined  in  section  809(d)(2),  and  “premiums 
earned”  as  defined  in  section  832(b)(4),  are  taken  into  account  only 
to  the  extent  connected  with  the  United  States  risks  described  in 
section  952(b)(1) 

Under. subparagraph  (E)  of  section  952(b)(2),  all  other  items  of 
income,  that  is  items  other  than  those  taken  into  account  under 
subparagraph  (D),  as  well  as  all  items  of  expenses,  losses,  and  deduc¬ 
tions  shall  be  apportioned  under  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate. 

(c)  Income  from  United  States  patents,  copyrights ,  and  exclusive 
formulas  and  processes— Paragraph  (1)  defines  the  term  “income  from 
United  States  patents,  copyrights,  and  exclusive  formulas  and  proc¬ 
esses”  as  used  in  section  952(a)(1)(B).  Such  term  means  the  amount 
of  gross  rentals,  royalties,  or  other  income  derived  from  the  license, 
sublicense,  sale,  exchange,  use,  or  other  means  of  exploitation  of 
patents,  copyrights,  arid  exclusive  formulas  and  processes  which  are — 

(1)  either  substantially  developed,  created,  or  produced  in  the 
United  States,  or 

(2)  acquired  from  (A)  a  United  States  person  which,  directly 
or  indirectly,  owns  or  controls  the  controlled  foreign  corporation, 
(B)  a  United  States  person  owned  or  controlled,  directly  or  in¬ 
directly,  by  the  controlled  foreign  corporation,  or  (C)  a  United 
States  person  which  is,  directly  or  indirectly,  under  common 
ownership  or  control  with  the  controlled  foreign  corporation. 

The  amount  described  in  the  preceding  sentence  is  reduced  by  the 
cost  and  expense  allowance  defined  in  section  952(c)(2).  Under  this 
definition,  if  a  domestic  corporation  develops  in  the  United  States  an 
exclusive  process  to  be  used  in  the  production  of  a  certain  product, 
and  a  right  (whether  exclusive  or  nonexclusive)  to  use  this  process  is 
granted  to  a  controlled  foreign  corporation,  the  income  derived  from 
the  use  of  such  process  by  such  controlled  foreign  corporation  would 
be  treated  as  income  derived  from  a  United  States  exclusive  process. 

Paragraph  (2)  permits  a  controlled  foreign  corporation  to  deduct 
an  allowance,  in  accordance  with  regulations  prescribed  by  the  Sec¬ 
retary  of  the  Treasury  or  his  delegate,  for  ordinary  and  necessary 
expenses  incurred  by  the  controlled  foreign  corporation  in  the  receipt 
or  production  of  the  gross  income  described  in  paragraph  (1)  (including 
gross  income  the  amount  of  which  is  determined  under  paragraph  (3)). 
The  allowance  so  made  includes  taxes  paid  by  the  controlled  foreign 
corporation  with  respect  to  such  gross  income  and  an  amount  necessary 
to  amortize  or  depreciate  the  Cost  to  the  controlled  foreign  corporation 
of  the  property  or  rights  described  in  paragraph  (1).  Thus,  if  a  con¬ 
trolled  foreign  corporation  purchased  from  a  United  States  person  a 
right  developed  in  the  United  States  for  the  sum  of  $100,000,  and  if 
the  right  was  for  a  period  of  four  years,  the  controlled  foreign  corpora¬ 
tion  would  for  this  purpose  be  allowed  to  amortize  the  $100,000  cost 
over  the  four-year  period  and  deduct  such  amount  from  gross  income 
derived  from  the  use  of  such  right. 

Paragraph  (3)  establishes  the  rule  for  determining  gross  rent, 
royalty,  or  other  income,  for  purposes  of  section  952(c),  if  the  con¬ 
trolled  foreign  corporation  uses  or  exploits  a  United  States  patent, 
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copyright,  or  exclusive  formula  or  process  other  than  by  license,  sub¬ 
license,  sale,  or  exchange.  In  such  cases,  the  gross  rent,  royalty,  or 
other  payment  is  considered  to  be  the  amount  the  controlled  foreign 
corporation  would  have  been  required  to  pay  if  the  property  or  right 
had  been  obtained  in  an  arm’s  length  transaction  with  an  unrelated 
person.  For  example,  if  a  controlled  foreign  corporation  received, 
without  cost,  from  its  United  States  parent  a  right  to  use  a  patent 
in  its  operation,  section  952(c)  requires  that  a  gross  royalty  be  deter¬ 
mined.  The  gross  amount  so  determined  by  applying  the  standards 
of  an  arm’s  length  transaction,  reduced  by  paragraph  (2)  expenses, 
is  included  in  subpart  F  income. 

(, d )  Net  foreign  base  company  income. — Subsection  (d)  defines  the 
term  “net  foreign  base  company  income”  as  used  in  section 
952(a)(1)(C).  The  term  is  defined  to  mean  (1)  the  foreign  base 
company  income  for  the  taxable  year,  reduced  by  (2)  the  increase  in 
investment  in  qualified  property  in  less  developed  countries  for  the 
taxable  year. 

(e)  Foreign  base  company  income. — Paragraph  (1)  of  subsection  (e) 
defines  the  term  “foreign  base  company  income”  as  used  in  section 
952(d).  The  term  is  defined  to  mean  foreign  personal  holding  com¬ 
pany  income  (as  defined  in  section  553)  for  the  taxable  year,  with  the 
modifications  and  adjustments  provided  in  paragraphs  (2)  through  (7) 
of  section  952(e). 

Paragraph  (2)  of  section  952(e)  provides  that  foreign  base  company 
income  includes  “foreign  base  company  sales  income”,  if,  for  the  tax¬ 
able  year,  such  sales  income  is  equal  to  at  least  20  percent  of  the  gross 
income  of  the  foreign  corporation,  not  including  for  this  purpose  other 
foreign  base  company  income  under  section  952(e).  The  term  “foreign 
base  company  sales  income”  is  defined  to  mean  income  (whether  in 
the  form  of  profits,  commissions,  fees,  or  otherwise)  derived  in  con¬ 
nection  with  the  purchase  of  personal  property  from  a  related  person 
and  its  sale  to  any  person,  or  the  purchase  of  personal  property  from 
any  person  and  its  sale  to  a  related  person.  Such  property  purchased, 
however,  must  have  been  (A)  manufactured,  produced,  grown,  or 
extracted  outside  the  country  under  the  laws  of  which  the  controlled 
foreign  corporation  is  created  or  organized,  and  (B)  sold  for  use,  con¬ 
sumption,  or  disposition  outside  such  foreign  country.  Thus,  the 
income  from  the  purchase  and  sale  of  personal  property  does  not 
constitute  foreign  base  company  sales  income  if  the  property  pur¬ 
chased  is  resold  for  use  in  the  country  in  which  the  controlled  foreign 
corporation  is  created,  or  the  property  purchased  is  an  agricultural 
product,  mineral,  or  manufacture,  of  the  country  in  which  the  con¬ 
trolled  foreign  corporation  is  created. 

Since  the  definition  covers  only  transactions  involving  both  a  pur¬ 
chase  and  a  sale,  it  does  not  apply  to  income  of  a  controlled  foreign 
corporation  from  the  sale  of  a  product  which  it  manufactures.  In  a 
case  in  which  a  controlled  foreign  corporation  purchases  parts  or  ma¬ 
terials  which  it  then  transforms  or  incorporates  into  a  final  product, 
income  from  the  sale  of  the  final  product  would  not  be  foreign  base 
company  sales  income  if  the  corporation  substantially  transforms  the 
parts  or  materials,  so  that,  in  effect,  the  final  product  is  not  the  prop¬ 
erty  purchased.  Manufacturing  and  construction  activities  (and  pro¬ 
duction,  processing,  or  assembling  activities  which  are  substantial  in 
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nature)  would  generally  involve  substantial  transformation  of  pur¬ 
chased  parts  or  materials. 

Commissions  received  for  furnishing  services  in  connection  with 
sales  transactions  discussed  above  would  also  be  included  in  foreign 
base  company  sales  income. 

Since  the  definition  of  foreign  base  company  sales  income  also  de¬ 
pends  on  whether  property  is  sold  for  use,  consumption,  or  disposition 
outside  the  country  under  the  laws  of  which  the  controlled  foreign 
corporation  is  created  or  organized,  a  destination  test  applies.  Gen¬ 
erally  property  will  be  considered  to  be  used,  consumed,  or  disposed 
of  in  the  country  to  which  it  is  delivered  unless  circumstances  indi¬ 
cate  that  the  property  is  to  be  exported  after  it  is  so  delivered. 

For  determining  whether  a  controlled  foreign  corporation  purchases 
from,  or  sells  to,  a  related  person,  a  person  is  a  related  person  as  to 
the  controlled  foreign  corporation  if  he,  directly  or  indirectly,  owns 
or  controls,  or  is  owned  or  controlled  by,  or  is  under  common  owner¬ 
ship  or  control  with,  the  controlled  foreign  corporation. 

Paragraph  (3)  of  section  952(e)  provides  that  foreign  base  company 
income  includes  all  rents  whether  or  not  such  rents  constitute  more 
than  50  percent  of  gross  income.  Section  553  already  achieves  such  a 
result  as  to  royalties. 

Paragraph  (4)  of  section  952(e)  provides  that  foreign  base  company 
income  does  not  include  income  derived  from  insurance  of  United 
States  risks  (provided  for  under  subsection  (b)),  or  from  United  States 
patents,  copyrights  and  exclusive  formulas  and  processes  (provided  for 
under  subsection  (c)). 

Paragraph  (5)  of  section  952(e)  provides  that  foreign  base  company 
income  does  not  include  income  of  a  corporation  described  in  section 
552(b),  which  excepts  banks  and  exempt  corporations  from  the  foreign 
personal  holding  company  provisions,  nor  does  it  include  income  of  a 
foreign  corporation  50  percent  or  more  of  the  fair  market  value  of 
whose  outstanding  stock  is  owned  directly  or  indirectly  by  a  domestic 
corporation  which  is  either  organized  under  section  25(a)  of  the 
Federal  Reserve  Act,  or  which  has  an  agreement  or  an  understanding 
with  the  Board  of  Governors  of  the  Federal  Reserve  System  under 
section  25  of  such  Act,  if  all  the  stock  (except  qualifying  shares)  of  the 
domestic  corporation  is  owned  by  a  national  or  state  bank  which  is  a 
member  of  the  Federal  Reserve  System. 

Paragraph  (6)  of  section  952(e)  provides  that,  if  the  foreign  base 
company  income  (before  deductions)  for  the  taxable  year  is  less  than 
20  percent  of  gross  income,  no  part  of  the  income  is  to  be  treated  as 
foreign  base  company  income,  but,  if  foreign  base  company  income 
(before  deductions)  for  the  taxable  year  exceeds  80  percent  of  gross 
income,  the  entire  gross  income  is  to  be  taken  into  account  in  deter¬ 
mining  foreign  base  company  income. 

Paragraph  (7)  of  section  952(e)  provides  that  the  foreign  base 
company  income  for  the  taxable  year  shall  be  reduced  so  as  to  take 
into  account  deductions  (including  taxes)  properly  allocable  to  such 
income. 

(/)  Investment  in  qualified  property  in  less  developed  countries. — 
Paragraph  (1)  of  subsection  (f)  provides  the  rule  for  determining  the 
increase  in  investment  in  qualified  property  in  less  developed  countries 
(this  is  the  amount  by  which  foreign  base  company  income  is  reduced 
under  subsection  (d)  to  obtain  net  foreign  base  company  income). 
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This  increase  is  the  amount  by  which  the  aggregate  amount  of  certain 
property  held  at  the  close  of  the  taxable  year  exceeds  the  aggregate 
amount  of  such  property  held  at  the  close  of  the  preceding  taxable 
year.  The  property  taken  into  account  for  this  purpose  is — 

(A)  qualified  property  described  in  sections  953(b)(2)(C) 
and  (D),  and 

(B)  property  (including  money)  which  is  located  outside 
the  United  States  and  is  ordinary  and  necessary  for  the  active 
conduct  for  a  qualified  trade  or  business  described  in  section 
953  (b)(3)  (A)  (ii). 

Paragraph  (2)  of  subsection  (f)  provides  that,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  a  con¬ 
trolled  foreign  corporation  may  elect  to  determine  the  aggregate 
amount  of  the  property  described  in  paragraph  (1)  held  at  the  close 
of  the  taxable  year  and  at  the  close  of  the  preceding  taxable  year  as  of 
the  close  of  the  75th  day  after  the  close  of  each  taxable  year. 

Paragraph  (3)  of  subsection  (f)  provides  that  the  amount  taken 
into  account  under  subsection  (f)(1)  with  respect  to  any  property  is 
to  be  its  adjusted  basis,  reduced  by  any  liability  to  which  the  property 
is  subject. 

SECTION  953.  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED  PROPERTY 

Section  953  establishes  rules  for  determining  the  extent  to  which  a 
controlled  foreign  corporation’s  increase  in  earnings  is  invested  in 
nonqualified  property  and  thus  includible,  under  the  provisions  of 
section  951(a)(1)(B),  pro  rata  in  gross  income  of  United  States  per¬ 
sons.  Subsection  (a)  establishes  rules  for  determining  a  United  States 
persons  pro  rata  share  of  a  controlled  foreign  corporation’s  “increase 
in  earnings  invested  in  nonqualified  property”.  Subsection  (b)  defines 
the  term  “nonqualified  property”. 

(a)  General  rules. — Paragraph  (1)  of  section  953(a)  provides  that 
the  amount  of  earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  the  end  of  any  taxable  year  is  the  aggregate 
amount  of  such  property  held  at  the  close  of  the  taxable  year,  but  not 
in  excess  of  the  sum  of  the  earnings  and  profits  for  the  taxable  year  and 
the  earnings  and  profits  accumulated  for  prior  taxable  years  beginning 
after  December  31,  1962. 

Paragraph  (2)  of  section  953(a)  provides  that  the  increase  for  any 
taxable  year  of  a  United  States  person’s  pro  rata  share  of  the  earnings 
of  a  controlled  foreign  corporation  invested  in  nonqualified  property 
is  the  amount  determined  by  subtracting,  from  his  pro  rata  share  of 
the  amount  determined  under  paragraph  (1)  for  the  close  of  the  tax¬ 
able  year,  his  pro  rata  share  of  the  amount  determined  under  para¬ 
graph  (1)  for  the  close  of  the  preceding  taxable  year,  reduced  by 
amounts  paid  during  the  taxable  year  to  which  section  956(c)(1) 
applies. 

Paragraph  (3)  of  section  953(a)  provides  that  the  amount  taken 
into  account  under  paragraphs  (1)  or  (2)  with  respect  to  any  property 
is  to  be  its  adjusted  basis,  reduced  by  any  liability  to  which  the 
property  is  subject. 

(b)  Nonqualified,  'property  denned.— Paragraph  (1)  of  subsection 
953(b)  provides  the  general  rule  that  the  term  “nonqualified  property” 
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means  any  money  or  other  property,  tangible  or  intangible,  which  is 
not  “qualified  property”  (as  defined  in  paragraph  (2)  of  section 
953(b)).  However,  all  property  acquired  by  a  controlled  foreign 
corporation  before  January  1,  1963,  is  treated  as  if  it  were  qualified 
property,  whether  or  not  it  comes  within  the  definition  of  para¬ 
graph  (2). 

Paragraph  (2)  of  section  953(b)  defines  the  term  “qualified  prop¬ 
erty”.  Thus,  any  property  of  a  controlled  foreign  corporation  which 
does  not  qualify  under  one  of  the  four  categories  listed  in  paragraph 
(2),  with  the  exception  of  property  acquired  before  January  1,  1963, 
is  considered  to  be  nonqualified  property  for  purposes  of  the  new 
subpart  F. 

Subparagraph  (A)  of  section  953(b)(2)  includes  within  the  defini¬ 
tion  of  “qualified  property”  money  or  other  property  which  is  ordinary 
and  necessary  for  the  active  conduct  of  a  “qualified  trade  or  business” 
of  the  controlled  foreign  corporation,  provided  the  money  or  other 
property  is  located  outside  the  United  States. 

Subparagraph  (B)  of  section  953(b)(2)  provides  that  property  which 
would  qualify  under  subparagraph  (A)  except  for  the  fact  that  it  is 
located  in  the  United  States  is  still  to  be  treated  as  qualified  property 
if  it  is  referred  to  in  clause  (i),  (ii),  or  (iii)  of  subparagraph  (B). 
Clause  (i)  refers  to  obligations  of  the  United  States,  money,  or  de¬ 
posits  with  persons  carrying  on  the  banking  business.  Clause  (ii) 
refers  to  property  purchased  in  the  United  States  for  export  to,  or 
for  use  in,  foreign  countries.  Clause  (iii)  refers  to  any  loan  arising 
in  connection  with  the  sale  of  property,  if  the  amount  of  such  loan 
outstanding  at  no  time  during  the  taxable  year  exceeds  the  amount 
which  would  be  ordinary  and  necessary  to  carry  on  the  trade  or  busi¬ 
ness  of  both  the  lending  corporation  and  the  borrowing  United  States 
person  had  the  sale  been  made  between  unrelated  persons. 

Subparagraph  (C)  of  new  section  953(b)(2)  defines  “qualified 
property”  to  include  certain  stock  investments  in  certain  foreign 
corporations.  Under  this  provision,  stock  owned  by  a  controlled 
foreign  corporation  is  considered  qualified  property  if  the  criteria  set 
forth  in  subparagraph  (C)  are  satisfied.  First,  the  foreign  corpora¬ 
tion  whose  stock  is  owned  must  be  created  or  organized  under  the  laws 
of  a  less  developed  country,  as  defined  in  section  953(b)(5).  Second, 
such  foreign  corporation  must  be  engaged  in  the  active  conduct  of  a 
trade  or  business  in  the  country  in  which  it  was  created  or  organized. 
Third,  substantially  all  of  the  property  of  such  foreign  corporation 
must  be  ordinary  and  necessary  for  the  active  conduct  of  its  trade  or 
business,  and  such  business  must  be  engaged  in  almost  wholly  within 
less  developed  countries.  Fourth,  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to  vote  must  be 
owned,  directly  or  indirectly,  by  the  controlled  foreign  corporation 
and  four  or  fewer  United  States  persons;  except  that  if  the  laws  under 
which  such  foreign  corporation  is  created  or  organized  limit  the 
amount  of  voting  stock  which  is  permitted  to  be  owned,  such  lesser 
percentage  of  ownership  as  is  permitted  must  be  owned,  directly  or 
indirectly,  by  the  controlled  foreign  corporation  and  four  or  fewer 
United  States  persons.  Fifth,  the  controlled  foreign  corporation 
must  own  at  least  10  percent  of  the  voting  stock  and  10  percent  of 
the  value  of  all  classes  of  stock  of  such  foreign  corporation. 
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Subparagraph  (D)  of  section  953(b)(2)  includes  within  the  defini¬ 
tion  of  “qualified  property”  investments  required  because  of  restric¬ 
tions  imposed  by  the  laws  of  a  less  developed  country,  as  defined  in 
section  953(b)(5).  In  addition,  investments  made  at  a  time  when 
restrictions  imposed  by  the  laws  of  a  less  developed  country  required 
that  the  investment,  be  made  may  be  held  as  qualified  property,  even 
though  such  restrictions  have  been  removed,  if  withdrawal  of  the 
investment  would  result  in  substantial  losses  to  the  controlled  foreign 
corporation. 

baragrapli  (3)  of  subsection  953(b)  defines  the  term  “qualified 
trade  or  business,”  used  in  section  953(b)(2)(A).  As  defined,  a 
trade  or  business  of  a  controlled  foreign  corporation  is  a  qualified 
trade  or  business  if  such  trade  or  business,  or  substantially  the  same 
trade  or  business,  is  carried  on  by  the  controlled  foreign  corporation 
outside  the  United  States  and  has  been  so  carried  on  by  such  corpo¬ 
ration,  while  controlled  by  substantially  the  same  United  States 
persons  either  (1)  since  December  31,  1962,  or  (2)  during  the  5-year 
period  ending  with  the  close  of  the  preceding  taxable  year  of  the  con¬ 
trolled  foreign  corporation.  In  determining  whether  or  not  a  trade  or 
business  is  the  same  or  substantially  the  same  trade  or  business  during 
the  applicable  period,  all  the  facts  and  circumstances  of  the  par¬ 
ticular  case  must  be  taken  into  consideration.  The  test  is  intended 
to  prevent  the  use  of  earnings  which  have  not  been  subjected  to  U.S. 
tax  to  diversify  the  business  of  the  controlled  foreign  corporation, 
while  permitting  the  controlled  foreign  corporation  to  compete  in 
the  lines  of  activity  it  is  presently  engaged  in.  In  this  regard,  cir¬ 
cumstances  which  may  be  particularly  important  involve  the  nature 
of  the  product  line  of  the  controlled  foreign  corporation  and  the 
character  of  the  principal  foreign  competitors  of  the  controlled  foreign 
corporation  in  that  line. 

In  addition,  a  trade  or  business  carried  on  by  a  controlled  foreign 
corporation  will  constitute  a  qualified  trade  or  business  if  it  is  carried 
on  almost  wholly  within  a  less  developed  country. 

For  purposes  of  paragraph  (3),  even  where  there  have  been  changes 
in  the  ownership  of  U.S.  persons,  a  controlled  foreign  corporation 
may  be  considered  controlled  by  substantially  the  same  United 
States  persons  if  more  than  50  percent  of  the  voting  power  of  all 
classes  of  stock  entitled  to  vote  was  owned,  directly  or  indirectly,  by 
either  the  same  United  States  persons  or  other  United  States  persons 
whose  relationship  indicates  that  there  has  been  no  substantial  change 
in  interest.  For  example,  stock  transferred  to  the  estate  or  heirs  of  a 
deceased  owner  by  reason  of  his  death,  or  stock  transferred  by  a 
domestic  corporation  to  a  100-percent-owned  domestic  subsidiary, 
may  be  considered  for  purposes  of  subparagraph  (3)  to  have  been 
held  by  substantially  the  same  United  States  persons. 

Subparagraph  (B)  of  section  953(b)(3)  treats  an  investment  of  a 
controlled  foreign  corporation  as  having  been  made  in  a  qualified 
trade  or  business  of  the  controlled  foreign  corporation  if  the  amount 
of  the  investment  is  made  in  the  stock  of  a  second  foreign  corporation 
in  which  the  controlled  foreign  corporation  has  owned  at  least  80 
percent  of  the  total  combined  voting  power  of  all  classes  of  stock 
entitled  to  vote  and  at  least  80  percent  of  the  total  value  of  all  classes 
of  stock  continuously  since  December  31,  1962,  or  if  the  controlled 
foreign  corporation  owned  such  amount  of  stock  continuously  during 
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the  entire  5-year  period  ending  with  the  close  of  the  controlled  foreign 
corporation’s  preceding  taxable  year.  In  this  situation  the  second 
controlled  foreign  corporation  receiving  the  amount  invested  by  the 
first  controlled  foreign  corporation  must  use  the  amount  received  in 
the  conduct  of  a  trade  or  business  which  would  qualify  under  sub- 
paragraph  (A)  as  if  it  were  conducted  by  the  first  controlled  foreign 
corporation. 

Paragraph  (4)  of  section  953(b)  provides  that  obligations  of  United 
States  persons  held  by  controlled  foreign  corporations  are  considered 
property  located  in  the  United  States,  as  are  pledges  or  guarantees 
made  with  respect  to  obligations  of  United  States  persons. 

Paragraph  (5)  of  section  953(b)  defines  the  term  “less  developed 
country.”  Except  for  certain  countries  and  areas  specified  in  the. 
paragraph  which  may  not  be  designated  as  less  developed  countries, 
the  designation  of  which  countries  are  less  developed  is  left  to  Executive 
order. 


SECTION  954.  CONTROLLED  FOREIGN  CORPORATIONS 

(a)  Controlled  foreign  corporations  defined. — Subsection  (a)  defines 
“controlled  foreign  corporations,”  for  purposes  of  the  new  subpart  F, 
to  mean  a  foreigh  corporation  of  which  more  than  50  percent  of  the 
total  combined  voting  power  of  all  classes  of  stock  entitled  to  vote  is 
owned  by  United  States  persons  on  any  day  during  the  taxable  year 
of  the  corporation.  In  this  connection,  constructive  rules  of  ownership 
provided  in  section  955(b)  apply. 

(i b )  Special  rule  for  insurance. — Subsection  (b)  provides  a  special 
definition  of  controlled  foreign  corporations  solely  for  the  purpose  of 
including  the  income  derived  from  insurance  of  United  States  risks, 
referred  to  in  section  952(a)(1)(A),  in  the  gross  income  of  a  United 
States  person.  Under  the  special  definition  “controlled  foreign 
corporation”  includes  not  only  a  foreign  corporation  satisfying  sub¬ 
section  (a)  but  also  one  of  which  more  than  25  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  is  owned  by  United  States 
persons,  on  any  day  during  the  taxable  year  of  a  corporation,  if  the 
gross  amount  of  premiums  or  other  consideration  in  respect  of  any 
reinsurance  or  issuing  of  insurance  or  annuity  contracts  in  connection 
with  property  in  the  United  States,  or  residents  of  the  United  States, 
exceeds  75  percent  of  the  gross  amount  of  all  premiums  or  other  con¬ 
sideration  in  respect  of  all  risks.  Only  the  subpart  F  income  con¬ 
sisting  of  income  from  insurance  of  United  States  risks  is  required  to 
be  included  in  the  gross  income  of  a  United  States  person  owning 
stock  in  a  corporation  satisfying  subsection  (b)  but  not  subsection 

(a). 

(c)  Special  rule  for  certain  less  developed  countries. — Subsection 
(c)  also  provides  a  special  definition  for  those  controlled  foreign  corpo¬ 
rations,  created  or  organized  under  the  laws  of  a  less  developed  coun¬ 
try,  stock  in  which  is  “qualified  property”  under  section  953(b)(2)(C). 
The  special  rule  provides  that  the  maximum  percentage  of  ownership 
(if  50  percent  or  less)  permitted  under  the  laws  of  a  less  developed 
country  is  considered,  in  lieu  of  the  more  than  50  percent  requirement 
in  subsection  (a),  the  percentage  required  under  subsection  (a)  in 
order  for  the  corporation  to  be  classified  as  a  controlled  foreign 
corporation. 


AlOO 


REVENUE  ACT  OF  1962 


SECTION  955.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP 

Section  955  provides,  in  subsection  (a),  a  limited  rule  of  stock  owner¬ 
ship  for  determining  the  amount  taxable  to  a  United  States  person, 
and,  in  subsection  (b),  a  broader  set  of  constructive  rules  of  owner¬ 
ship  for  determining  whether  the  requisite  ownership  by  United  States 
persons  exists  so  as  to  make  a  corporation  a  controlled  foreign  corpo¬ 
ration  or  a  United  States  person  has  the  requisite  ownership  to  be 
liable  for  tax  under  section  951(a). 

(a)  For  purposes  of  section  951(a). — Subsection  (a)  provides  that 
for  purposes  of  determining  the  amount  of  the  income  of  a  corporation 
which  is  taxable  to  a  United  States  person  under  section  951(a),  a 
United  States  person  owns  the  stock  which  he  owns  directly  in  a 
foreign  corporation  and  also  that  which  he  owns  through  certain 
foreign  entities  as  follows:  stock  owned,  directly  or  indirectly,  by  or 
for  a  foreign  corporation,  foreign  partnership,  or  a  foreign  trust  or 
foreign  estate  (within  the  meaning  of  section  7701(a)(31))  is  con¬ 
sidered  as  proportionately  owned  by  the  shareholders,  partners,  or 
beneficiaries.  Stock  owned  by  such  a  foreign  entity  with  the  appli¬ 
cation  of  such  rule  is  considered  as  actually  owned  by  such  foreign 
entity  for  again  applying  the  rule.  The  rule  in  effect  gives  rise  to  a 
chain  of  ownership  and,  since  the  rule  operates  only  on  stock  owned 
by  a  foreign  entity,  attribution  under  the  rule  stops  with  the  first 
United  States  person  in  the  chain  of  ownership  running  from  the 
controlled  foreign  corporation  to  such  person.  For  example,  W,  a 
domestic  corporation,  owns  80  percent  of  the  class  of  stock  of  X, 
a  foreign  corporation,  which  in  turn  owns  80  percent  of  the  class 
of  stock  of  Y,  another  foreign  corporation,  which  in  turn  owns  90 
percent  of  the  only  class  of  stock  in  Z.  Under  the  rule,  X  is  considered 
as  owning  80  percent  of  the  90  percent  which  Y  owns  in  Z,  or  72 
percent.  80  percent  of  such  72  percent,  or  57.6  percent  of  the  stock 
in  Z,  is  considered  as  owned  by  W.  Since  W  is  a  domestic  corporation 
which  is  a  United  States  person,  W  is  the  person  taxed  even  though 
W  is  wholly  owned  by  U,  another  domestic  corporation.  If  Z  has 
$100  of  subpart  F  income,  then  W  is  required  to  include  $57.60  in 
gross  income  under  section  951(a). 

Paragraph  (3)  of  subsection  (a)  provides,  for  the  sole  purpose  of 
taxing  United  States  persons  on  a  foreign  mutual  insurance  company’s 
income  derived  from  insurance  of  United  States  risks,  that  the  term 
“stock”  includes  any  certificate  entitling  the  holder  to  voting  power 
in  the  corporation. 

( b )  Other  provisions. — Subsection  (b)  provides  constructive  rules  of 
ownership  based,  with  certain  specified  exceptions,  on  section  318. 
The  principle  to  be  followed  in  applying  such  rules  is  that  they  are  to 
be  applied  so  that  the  effect  is  to  subject  a  United  States  person  to  the 
requirement  of  section  951(a),  to  treat  5  or  fewer  U.S.  persons  as 
owning  more  than  50  percent  of  all  classes  of  stock  entitled  to  vote 
for  purposes  of  requiring  a  controlled  foreign  corporation  to  include 
net  foreign  base  company  income  in  its  subpart  F  income,  or  to  make 
a  corporation  a  controlled  foreign  corporation  under  section  954. 

The  specified  exceptions  to  the  rules  of  section  318  are  as  follows: 

(1)  No  attribution  of  ownership  from  a  nonresident  alien 
individual  (other  than  a  foreign  estate  or  trust)  to  a  citizen  or 
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resident  of  the  United  States  can  occur  under  section  318(a) 
(D(A); 

(2)  In  considering  stock  owned  by  a  partnership,  estate,  trust, 
or  corporation,  as  owned  by  the  partners,  beneficiaries,  or  share¬ 
holders — 

(A)  a  partnership,  estate,  trust,  or  corporation  which 
owns  more  than  50  percent  of  the  total  combined  voting 
power  of  all  classes  of  stock  entitled  to  vote,  is  to  be  consid¬ 
ered  as  owning  all  the  voting  power  of  all  such  classes  of 
stock; 

(B)  a  partnership,  estate,  trust,  or  corporation  which 
owns  more  than  50  percent  of  the  total  value  of  shares  of  all 
classes  of  stock  of  a  corporation  is  to  be  considered  as  owning 
the  total  value  of  all  classes  of  stock; 

(3)  Stock  of  a  partner,  beneficiary,  or  shareholder  which  is 
attributed  to  the  partnership,  estate,  trust,  or  corporation  will 
not  be  attributed  out  to  another  partner,  beneficiary,  or  share¬ 
holder;  and 

(4)  The  requirement  that  a  corporate  shareholder  own  more 
than  50  percent  of  the  stock  of  a  corporation  before  ownership 
of  such  stock  can  be  attributed  to  the  shareholders  of  such  cor¬ 
porate  shareholder  is  not  to  apply. 

Example  ( 1 ). — M,  N,  and  O,  all  United  States  persons,  each  own 
20  percent  of  the  stock  in  X,  a  foreign  corporation  having  only  one 
class  of  stock,  which  in  turn  owns  60  percent  of  the  stock  in  Y,  also  a 
foreign  corporation  having  only  one  class  of  stock.  For  the  purpose 
of  attributing  the  stock  owned  by  X  in  Y  to  M,  N,  and  O,  X  is  con¬ 
sidered  as  owning  all  of  the  stock  of  Y  with  the  result  that  M,  N,  and 
O  are  considered  as  each  owning  20  percent  of  the  stock  of  Y. 

Example  {2). — X,  an  owner  of  50  percent  of  the  one  class  of  stock  in 
Y,  owns  8  percent  of  the  one  class  of  stock  in  Z,  a  controlled  foreign 
corporation;  W,  the  owner  of  the  other  50  percent  of  the  stock  in  Y 
owns  45  percent  of  the  one  class  of  stock  of  Z.  X  is  considered  as 
owning  no  part  of  the  stock  in  Z  which  is  owned  by  W.  Thus,  X  does 
not  own  10  percent  or  mQre  of  the  stock  of  Z  so  as  to  be  required  under 
section  951(a)  to  include  in  gross  income  any  amount  of  income  of  Z. 

SECTION  956.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVIOUSLY  TAXED 

EARNINGS  AND  PROFITS 

(a)  Exclusion  from  gross  income  of  United  States  persons. — Subsec¬ 
tion  (a)  provides  that  earnings  and  profits  of  a  foreign  corporation 
attributable  to  amounts  once  included  in  gross  income  under  section 
951(a)  are  not  again  included  in  gross  income  when  actually  distrib¬ 
uted.  The  exclusion  is  applicable  whether  the  income  included  in 
gross  income  under  section  951  was  required  to  be  included  by  reason 
of  direct  ownership  of  stock  in  a  controlled  foreign  corporation  or 
ownership  through  a  chain  of  ownership  described  in  section  955(a). 
Further,  the  exclusion  applies  with  respect  to  the  United  States  person 
who  owned  stock  in  a  foreign  corporation  at  the  time  it  was  included 
in  gross  income  under  section  951(a),  or  with  respect  to  a  successor  in 
interest  who  can  at  the  time  of  the  actual  distribution  provide  such 
proof  as  the  Secretary  of  the  Treasury  or  his  delegate  by  regulations 
require  that  he  holds  the  interest  of  the  United  States  person  who 
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previously  included  in  gross  income  the  earnings  and  profits  being 
distributed. 

Example. — On  December  31,  1963,  X,  a  United  States  person, 
owns  20  shares  of  the  100  shares  of  the  only  class  of  stock  in  Z,  a 
controlled  foreign  corporation,  and  by  reason  of  such  ownership 
includes  $20  in  gross  income  under  section  951  (his  proportionate 
share  of  Z’s  $100  of  subpart  F  income  which  constituted  Z’s  entire 
earnings  and  profits  for  its  1963  taxable  year).  On  January  31,  1964, 
X  transfers  9  shares  of  his  stock  in  Z  to  Y.  On  June  1,  1964,  X  re¬ 
ceives  an  $11,  and  Y  a  $9,  distribution  from  Z.  Neither  the  $11 
received  by  X  nor  the  $9  received  by  Y  is  includible  in  gross  income. 

Subsection  (a)  in  conjunction  with  section  951(a)(1)(B)  also  pre¬ 
vents  including  in  gross  income  under  section  951(a)(1)(B)  any 
increase  in  earnings  invested  in  nonqualified  property  to  the  extent 
such  increase  can  be  considered  as  attributable  to  subpart  F  income 
taxable  under  section  95 1  (a)  ( 1 )  ( A) .  Subpart  F  income  thus  provides 
an  offset  to  prevent  the  inclusion  in  gross  income  of  amounts  otherwise 
includible  as  an  increase  in  earnings  invested  in  nonqualified  property. 
For  example,  Z,  a  controlled  foreign  corporation  wholly  owned  by  X, 
a  domestic  corporation,  has  $40  subpart  F  income,  and  a  $50  increase 
in  earnings  invested  in  nonqualified  property;  X  includes  in  gross 
income  only  $10  of  the  $50  because  $40  of  such  $50  is  offset  by  the 
$40  of  subpart  F  income  included  in  X’s  gross  income. 

(, b )  Exclusion  from  gross  income  of  certain  foreign  subsidiaries. — 
Subsection  (b)  provides  that,  for  purposes  of  section  951(a),  income  of 
a  controlled  foreign  corporation  once  included  in  gross  income  of  a 
United  States  person  is  not,  when  distributed  to  another  controlled 
foreign  corporation,  included  in  any  of  such  other  foreign  corpora¬ 
tion’s  income  which  must  be  taxed  to  such  United  States  person  or  his 
successor  in  interest.  For  example,  X,  a  domestic  corporation, 
wholly  owns  Y,  a  controlled  foreign  corporation  which  in  turn  wholly 
owns  Z,  another  controlled  foreign  corporation.  In  1970,  Y  has  no 
income  except  that  which  is  received  from  Z,  which  has  $100  of  income 
which  X  is  required  to  include  in  gross  income  under  section  951. 
Such  $100,  although  paid  to  Y  as  a  dividend  in  1970,  is  not  included 
in  the  income  of  Y  which  must  be  included  in  the  gross  income  of  X, 
even  though  such  a  dividend  would  ordinarily  constitute  subpart  F 
income.  The  same  result  follows  whether  the  dividend  is  paid  in  1970 
or  a  later  year  so  long  as  under  the  rules  of  subsection  (c)  it  is  allo¬ 
cated  to  earnings  and  profits  under  paragraphs  (1)  and  (2)  which  were 
once  included  in  X’s  gross  income  under  section  951. 

(c)  Allocation  of  distributions. — Subsection  (c)  provides  rules  for 
the  allocation  of  distributions  to  earnings  and  profits.  Amounts  in¬ 
cluded  in  gross  income  of  a  shareholder  under  section  951(a)  do  not 
constitute  distributions  for  purposes  of  reducing  the  earnings  and 
profits  of  the  controlled  foreign  corporation.  Accordingly,  when  the 
controlled  foreign  corporation  makes  an  actual  distribution,  thereby 
reducing  its  earnings  and  profits,  it  is  necessary  at  the  shareholder 
level  to  identify  whether  the  distribution  is  from  earnings  and  profits 
attributable  to  amounts  already  included  in  gross  income  of  the  share¬ 
holder  under  section  951(a)  (in  which  case  the  distribution  is  not 
taxable  as  a  dividend)  or  is  from  earnings  and  profits  which  are 
attributable  to  amounts  not  so  taxed  (in  which  case  the  distribution  is 
taxable  as  a  dividend).  Under  subsection  (c),  earnings  and  profits 
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attributable  to  amounts  once  taxed  (described  in  paragraphs  (1)  and 
(2))  are  to  be  considered  to  be  distributed  until  they  are  exhausted 
(first  from  the  current  year  and  next  from  past  years).  Subsequent 
distributions,  after  the  earnings  and  profits  described  in  paragraphs 
(1)  and  (2)  have  been  received  by  a  shareholder,  are  taxable  as  divi¬ 
dends  to  the  extent  of  the  remaining  earnings  and  profits. 

A  shareholder  is  not  taxable  on  a  distribution  which  is  out  of  earn¬ 
ings  and  profits  described  in  paragraph  (1)  (relating  to  earnings  in¬ 
vested  in  nonqualified  property)  or  paragraph  (2)  (relating  to  subpart 
F  income).  The  separate  classification  of  earnings  and  profits  under 
paragraphs  (1)  and  (2)  is  for  purposes  of  computing  a  United  States 
person’s  pro  rata  share  of  the  increase  in  earnings  in  nonqualified 
property  under  section  953.  For  purposes  of  section  953(a)(2)(A), 
the  amount  of  earnings  invested  in  nonqualified  property  for  a  tax¬ 
able  year  is  reduced  by  earnings  so  invested  which  were  actually 
distributed.  For  this  purpose,  paragraph  (1)  of  section  956(c) 
provides  that  earnings  and  profits  attributable  to  investment  in  non¬ 
qualified  property  are  the  first  earnings  and  profits  considered  as 
distributed  to  a  shareholder. 

In  this  connection,  although  amounts  taxed  once  under  section  951 
(a)(1)(A)  as  subpart  F  income  may  offset  amounts  representing  an 
increase  in  earnings  in  nonqualified  property  under  section  951 
(a)(1)(B)  (so  as  to  avoid  taxing  the  same  earnings  twice)  such  offset 
does  not  affect  the  amount  of  earnings  and  profits  attributable  to 
amounts  representing  the  increase  in  earnings  in  nonqualified  property 
for  purposes  of  paragraph  (1).  The  amount  of  earnings  and  profits 
under  paragraph  (1)  includes  earnings  and  profits  attributable  to 
amounts  includible  in  gross  income  under  section  951(a)(1)(B)  as  well 
as  earnings  and  profits  attributable  to  amounts  which  would  have 
been  included  under  such  section  except  for  the  availability  of  the  off¬ 
set  by  reason  of  the  inclusion  of  amounts  under  section  951(a)(1)(A) 
as  subpart  F  income.  Earnings  and  profits  attributable  to  amounts 
included  in  subpart  F  income,  but  used  to  offset  an  increase  in  earnings 
invested  in  nonqualified  property  are  not,  however,  included  in  para¬ 
graph  (2)  since  they  are  already  included  in  paragraph  (1).  Thus, 
there  is  no  duplication  in  the  amounts  attributable  to  paragraphs  (1) 
and  (2),  and,  from  the  standpoint  of  the  shareholder,  the  amount  of 
earnings  and  profits  allocable  to  him  under  paragraphs  (1)  and  (2) 
is  always  equal  to  the  amount  of  income  he  has  been  taxable  on 
under  section  951(a)  (and  for  which  he  has  not  received  an  actual 
distribution). 

(d)  Distributions  excluded  from  gross  income  not  to  be  treated  as 
dividends. — Except  for  deeming  foreign  taxes  paid  by  foreign  cor¬ 
porations  as  being  paid  by  a  domestic  corporation  in  special  cases 
discussed  below,  a  distribution  excluded  from  gross  income  under 
section  956  is  treated  as  a  distribution  which  is  not  a  dividend. 

SECTION  957.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT 

A  domestic  corporation  owning  stock  in  a  controlled  foreign  cor¬ 
poration  is  required  to  include  in  its  gross  income,  under  the  provisions 
of  subpart  F,  income  of  such  foreign  corporation,  whether  or  not  the 
foreign  corporation  is  one  or  more  links  removed  in  a  chain  of  owner¬ 
ship.  Therefore,  section  902  (relating  to  credit  for  corporate  stock- 
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holder  in  foreign  corporation)  which  depends  on  actual  distributions 
would  not  operate  to  give  the  domestic  corporation  a  credit  for  foreign 
taxes  paid  by  the  controlled  foreign  corporation.  Section  957  pro¬ 
vides  rules,  consistent  with  section  902,  for  treating  foreign  taxes  paid 
by  controlled  foreign  corporations  on  income  which  is  included  in  the 
gross  income  of  domestic  corporations  under  section  951(a)  as  having 
been  paid  by  such  domestic  corporations. 

(a)  Taxes  paid  by  a  foreign  corporation. — Subsection  (a)  applies  to  a 
domestic  corporation  which  includes  in  gross  income  under  section 
951(a)  an  amount  attributable  to  earnings  and  profits  of  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of  which  is  directly 
owned  by  such  domestic  corporation,  or  of  a  foreign  corporation 
at  least  50  percent  of  the  voting  stock  of  which  is  owned  by  a  foreign 
corporation  at  least  10  percent  of  the  voting  stock  of  which  in  turn 
is  directly  owned  by  the  domestic  corporation.  Such  a  domestic 
corporation  is  deemed  to  have  paid  the  same  proportion  of  the 
total  income,  war  profits,  and  excess  profits  taxes  paid  by  the 
controlled  foreign  corporation  to  a  foreign  country  or  possession  of 
the  United  States  for  its  taxable  year  which  the  amount  of  the  earnings 
and  profits  of  the  foreign  corporation  included  in  gross  income  of  the 
domestic  corporation  bears  to  the  entire  earnings  and  profits  of  such 
foreign  corporation  for  such  taxable  year. 

Example  ( 1 ). — X,  a  domestic  corporation,  wholly  owns  Y,  a  foreign 
corporation,  which  in  turn  wholly  owns  Z,  another  foreign  corporation. 
X,  Y,  and  Z  each  use  the  calendar  year  as  a  taxable  year.  For  1963, 
X  is  deemed  to  have  paid  taxes  actually  paid  by  Y  and  Z  as  follows: 


* 

X 

Y 

Z 

60 

80 

40 

20 

30 

50 

80.00 

Foreign  taxes  deemed  paid  by  X  under  sec.  957(a)  and  included  in  gross  in¬ 
come  under  sec.  78: 

(*>  x  40 A  . . . 

20.00 

f5®  X  2oS  . — . - . 

12.50 

\80  *  J' . 

If  a  domestic  corporation  receives  a  distribution  any  part  of  which 
is  excluded  from  gross  income  under  section  956,  the  foreign  taxes 
which  are  deemed  to  have  been  paid  under  section  957(a)  are  not 
again  deemed  paid  under  section  902.  Other  foreign  taxes  which  are 
not  deemed  paid  under  section  957  because  paid,  for  instance,  by  a 
first-tier  corporation,  through  which  profits  of  a  second-tier  corporation 
are  distributed  (after  having  been  taxed  under  section  951  to  a  United 
States  corporation),  will  still  be  deemed  paid  under  section  902  when 
an  actual  distribution  is  made.  A  distribution  of  such  profits, 
although  excluded  under  section  956(a),  is  treated  by  the  domestic 
corporation  as  a  dividend  solely  for  taking  into  account  under  sec¬ 
tion  902  such  foreign  taxes  as  were  not  deemed  paid  under  section  957. 

Example  (2). — Suppose  that  the  $50  of  subpart  F  income  of  Z  taxed 
to  X  in  1963  in  the  example  above  was  in  1970  distributed  to  Y  who 
received  no  other  income  for  such  year,  and  that  Y  paid  a  tax  of  $20 
for  1970  and  distributejd  the  remaining  $30  to  X  before  the  end  of  1970. 
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In  such  case,  although  such  $30  is  excluded  from  gross  income  under 
section  956(a),  it  is  treated  as  a  dividend  under  section  902  so  that  for 
1970,  X  is  deemed  to  have  paid  $20  in  foreign  taxes. 

Under  paragraph  (4)  of  section  957(a),  if  income  of  a  first-tier 
foreign  corporation  required  to  be  included  in  the  gross  income  of  a 
domestic  corporation  under  section  951(a)  includes  a  dividend  from 
a  second-tier  foreign  corporation  to  the  first-tier  corporation,  then 
such  amount  included  in  gross  income  of  the  domestic  corporation 
under  section  951  is  considered  as  a  dividend  so  that  foreign  taxes 
paid  by  the  second-tier  corporation  and  not  already  allowed  as  a 
credit  may  be  deemed  paid  by  the  first-tier  foreign  corporation  under 
section  902(b),  and,  in  turn,  then  deemed  paid  by  the  domestic 
corporation  under  section  957(a). 

Example  (3). — M,  a  domestic  corporation,  wholly  owns  N,  a  con¬ 
trolled  foreign  corporation,  which  in  turn  wholly  owns  O,  also  a 
controlled  foreign  corporation  but  which  has  no  income  required  to 
be  included  in  any  United  States  person’s  gross  income.  For  taxable 
year  1970,  O  paid  $40  in  foreign  taxes.  O  pays  to  N  as  a  dividend 
its  total  earnings  and  profits  of  $60  for  such  taxable  year,  which 
dividend  is  N’s  only  income  and  which  in  N’s  hands  is  foreign  base 
company  income  required  to  be  included  in  M’s  gross  income  under 
section  951(a).  N  has  no  deductions  and  pays  no  foreign  taxes. 
The  $60  required  to  be  included  in  M’s  gross  income  is  considered  a 
dividend  for  purposes  of  applying  section  902(b)  with  the  result  that 
N  is  deemed  to  have  paid  $40  in  foreign  taxes  and  M  is  in  turn  deemed 
to  have  paid  $40  under  section  957(a). 

(b)  Special  rules  for  foreign  tax  credit  on  receipt  of  previously  taxed 
earnings  and  profits. — Where  a  United  States  person  receives  a  distri¬ 
bution  which  is  excluded  from  income  under  section  956(a)  because  it 
was  once  taxed  as  income  included  in  gross  income  of  a  United  States 
person  under  section  951(a),  the  section  904  limitation  is  increased  in 
the  year  of  actual  distribution  so  that  a  credit  will  be  allowed  for  for¬ 
eign  taxes  imposed  on  the  income  distributed  after  it  was  included  in 
gross  income  under  section  951.  The  United  States  person,  however, 
must  have  either  chosen  the  foreign  tax  credit  in  the  taxable  year  in 
which  such  income  was  included  in  gross  income  under  section  951  (a), 
or  else  have  paid  or  accrued  in  such  year  no  income,  war  profits,  or 
excess  profits  taxes  to  any  foreign  country  or  possession  of  the  United 
States.  He  must  also  choose  the  foreign  tax  credit  ip  the  year  of 
the  receipt  of  the  excluded  distribution.  / 

The  amount  of  the  increase  in  the  section  904  limitation  is  an 
amount  equal  to  the  increase  in  such  limitation  which  occurred  in  the 
taxable  year  of  the  inclusion  of  the  income'  under  section  951(a) 
solely  by  reason  of  such  inclusion.  Such  amount  is  then  reduced  by 
the  foreign  taxes  which  were  allowed  as  a  credit  in  such  year  of  the 
inclusion  but  which  would  not  have  been  allowable  but  for  such 
inclusion.  The  increase  in  the  section  904  limitation  may  not  exceed 
the  income,  war  profits,  or  excess  profits  taxes  paid,  or  deemed  paid, 
or  accrued  with  respect  to  the  distribution  in  the  taxable  year  such 
distribution  is  received. 

Under  paragraph  (3)  of  section  957(b),  a  taxpayer  who  chose  to 
take  a  foreign  tax  credit  in  the  taxable  year  in  which  he  was  required 
to  include  income  in  gross  income  under  section  951(a),  but  does  not 
choose  to  take  a  foreign  tax  credit  in  the  taxable  year  in  which  such 
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income  is  actually  received,  may  not  deduct  under  section  164  any 
income,  war  profits,  or  excess  profits  taxes  paid  or  accrued  on  such 
income. 

Under  paragraph  (4)  of  section  957(b),  if  the  increase  in  limitation 
exceeds  the  U.S.  tax  for  the  taxable  year,  the  excess  is  deemed  an 
overpayment  of  tax  for  such  year. 


SECTION  958.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CONTROLLED  FOREIGN 
CORPORATION  AND  OTHER  PROPERTY 


To  prevent  doubling  up  of  tax  where  stock  in  a  controlled  foreign 
corporation  is  sold  at  a  gain  which  reflects  the  retained  earnings  al¬ 
ready  taxed  to  United  States  persons,  the  basis  of  stock  would  be 
adjusted. 

(a)  Increase  in  basis. — -Subsection  (a)  provides  that  the  basis  of  a 
United  States  person’s  stock  in  a  controlled  foreign  corporation,  and 
of  property  bv  reason  of  which  he  is  treated  as  owning  such  stock  in 
determining  the  amount  which  he  must  include  in  gross  income  under 
section  951,  is  increased  by  the  amount  included  in  gross  income  under 
section  951. 


Example  (1). — X,  who  owns  stock  in  Y  with  a  basis  of  $1,000, 
includes  $50  of  Y’s  income  in  gross  income  as  required  under  section 
951.  The  basis  of  X’s  stock  in  Y  is  increased  to  $1,050. 

Example  (2). — The  facts  are  the  same  as  in  example  (1)  except  that 
X  is  also  required  under  section  951  to  include  in  gross  income  $60  of 
the  income  of  Z,  a  controlled  foreign  corporation  wholly  owned  by  Y. 
In  such  case  the  basis  of  X’s  stock  in  Y  is  increased  to  $1,110.' 

(6)  Reduction  in  basis. — The  basis  of  stock  or  other  property  with 
respect  to  which  a  United  States  person  receives  an  amount  which  is 
excluded  from  gross^  income  under  section  956(a)  is  reduced  by  such 
amount.  Thus,  if  X,  in  the  last  example  above,  received  a  distribution 
of  $110  which  was  excluded  from  gross  income  under  section  956(a)  as 
the  income  previously  taxed  in  such  example,  the  basis  of  X’s  stock  in 
Y  would  be  reduced  again  to  $1,000. 

To  the  extent  that  an  amount  excluded  from  gross  income  under 
section  956  (a)  exceeds  the  adjusted  basis  of  stock  or  other  property 
with  respect  to  which  it  is  received,  it  is  treated  as  gain  from  the  sale 
or  exchange  of  the  property. 

( b )  Technical  and  clerical  amendments. — Paragraph  (1)  of  this 
subsection  amends  section  551(b)  (relating  to  foreign  personal  holding 
company  income  included  in  gross  income  of  United  States  share¬ 
holders)  to  provide  that  the  amount  of  undistributed  foreign  personal 
holding  company  income  otherwise  required  to  be  included  under 
section  551(b)  in  gross  income  of  a  United  States  person  is  reduced 
by  his  proportionate  share  of  undistributed  foreign  personal  holding 
company  income  included  in  gross  income  under  section  951(a)  for 
the  taxable  year  as  his  proportionate  share  of  subpart  F  income  of 
such  controlled  foreign  corporation. 

Paragraphs  (2),  (3),  (4),  (5)  and  (6)  make  conforming  changes. 

(c)  Effective  date. — Subsection  (c)  provides  that  the  amendments 
made  by  section  13  are  to  apply  with  respect  to  taxable  years  of 
foreign  corporations  beginning  after  December  31,  1962,  and  the 
taxable  years  of  United  States  persons  in  which  or  with  which  such 
taxable  years  of  such  corporations  end. 
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SECTION  14.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY 

(a)  In  general. — Paragraph  (1)  of  section  14(a)  of  the  bill  adds  a 
new  section  1245  to  the  1954  Code.  In  general,  the  new  section 
provides  for  the  inclusion  in  gross  income  (as  ordinary  income)  of  the 
gain  from  the  disposition  of  certain  depreciable  property,  to  the  extent 
of  depreciation  deductions  taken  in  taxable  years  beginning  after 
December  31,  1961,  which  are  reflected  in  the  adjusted  basis  of  such 
property. 

SECTION  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRECIABLE 

PROPERTY 

(a)  General  rule. — Paragraph  (1)  of  section  1245(a)  provides  the 
general  rule  that  if  “section  1245  property”  is  disposed  of  after  the 
date  of  the  enactment  of  the  Revenue  Act  of  1962,  the  amount  by 
which  the  lower  of  “recomputed  basis”  or  the  amount  realized  (or  the 
fair  market  value  in  transactions  in  which  no  amount  is  realized) 
exceeds  the  adjusted  basis  of  the  property  is  to  be  treated  as  gain  from 
the  sale  or  exchange  of  property  which  is  neither  a  capital  asset  nor 
property  described  in  section  1231.  The  term  “disposed  of”  includes 
any  transfer  or  involuntary  conversion. 

Paragraph  (2)  of  section  1245(a)  defines  recomputed  basis  as  the 
adjusted  basis  of  the  property  recomputed  by  adding  thereto  all  ad¬ 
justments,  for  taxable  years  beginning  after  December  31,  1961,  re¬ 
flected  in  such  adjusted  basis  on  account  of  deductions  for  deprecia¬ 
tion,  or  for  amortization  under  section  168,  whether  in  respect  of  the 
same  or  other  property  and  whether  allowed  or  allowable  to  the  tax¬ 
payer  or  any  other  person.  For  example,  if  a  taxpayer  purchases 
section  1245  property  on  January  1,  1963,  at  a  cost  of  $i0,000  and  the 
taxpayer  takes  depreciation  deductions  of  $2,000  (the  amount  allow¬ 
able)  before  making  a  gift  of  the  property  to  his  son,  the  son’s  ad¬ 
justed  basis  in  the  property  for  purposes  of  determing  gain  would, 
under  the  provisions  of  sections  1015  (relating  to  the  basis  of  property 
acquired  by  gift)  and  1016  (relating  to  adjustments  to  basis),  be  the 
same  as  his  father’s  adjusted  basis  ($8,000),  and  the  recomputed  basis 
of  the  property  in  the  son’s  hands  would  be  $10,000  since  the  $2,000 
of  depreciation  deductions  taken  by  the  father  are  reflected  in  the 
son’s  basis  in  the  property.  Thus,  if  the  son  later  sells  the  property 
for  $10,000,  he  would  have  $2,000  of  gain  to  which  section  1245(a) 
applies.  Moreover,  if  the  son  himself  takes  $1,000  in  depreciation  de¬ 
ductions  (the  amount  allowable)  with  respect  to  the  property  and  then 
sells  it  for  $10,000,  he  would  have  $3,000  of  gain  to  which  section 
1245(a)  applies. 

While  recomputed  basis  is  determined  with  respect  to  adjustments 
to  basis  for  deductions  for  depreciation  (and  for  amortization  under 
sec.  168)  which  were  either  allowed  or  allowable,  if  the  taxpayer  can 
establish  by  adequate  records  or  other  sufficient  evidence  that  the 
amount  allowed  for  any  taxable  year  was  less  than  the  amount  allow¬ 
able,  the  amount  to  be  added  for  such  taxable  year  is  the  amount 
allowed.  For  example,  assume  that  in  the  year  1967  it  becomes 
necessary  to  determine  the  recomputed  basis  of  property,  the  adjusted 
basis  of  which  reflects  an  adjustment  of  $1 ,000  with  respect  to  depreeia- 
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tion  deductions  allowable  for  the  year  1963.  If  the  taxpayer  can 
establish  by  adequate  records  or  other  sufficient  evidence  that  he  had 
been  allowed  a  deduction  of  only  $800  for  1963,  then  in  determining 
the  recomputed  basis,  the  amount  added  to  adjusted  basis  with  respect 
to  the  $1,000  adjustment  to  basis  for  1963  will  be  only  $800. 

Paragraph  (1)  of  section  1245(a)  further  provides  that  gain  is  to  be 
recognized  notwithstanding  any  other  provision  of  subtitle  A  of  the 
1954  Code.  Thus,  other  nonrecognition  sections  of  the  code  are  over¬ 
ridden  by  the  new  section.  For  example,  the  gain  under  such  para¬ 
graph  (1)  would  be  recognized  to  a  corporation  in  the  case  of  a  dis¬ 
tribution  of  section  1245  property  by  it  to  a  shareholder,  notwithstand¬ 
ing  the  provisions  of  section  311(a)  or  336.  Likewise,  gain  under 
such  paragraph  (1)  would  be  recognized  to  a  corporation  on  a  sale  or 
exchange  of  such  property,  notwithstanding  the  provisions  of  section 
337.  The  operation  of  section  1245  may,  however,  be  affected  by 
the  taxpayer’s  method  of  accounting.  For  example,  the  gain  from 
a  disposition  to  which  section  1245  applies  may  be  reported  by  the 
taxpayer  under  the  installment  method  if  such  method  is  otherwise 
available  under  section  453  of  the  code. 

In  the  case  of  a  disposition  of  section  1245  property  in  which  an 
amount  is  realized  (a  sale,  exchange,  or  involuntary  conversion),  the 
gain  to  which  section  1245(a)  applies  is  the  amount  by  which  the 
amount  realized  or  the  recomputed  basis,  whichever  is  lower,  exceeds 
the  adjusted  basis  of  the  property.  In  the  case  of  any  other  disposi¬ 
tion,  the  gain  to  which  section  1245(a)  applies  is  the  amount  by  which 
the  fair  market  value  of  the  property  on  the  date  of  disposition  or  its 
recomputed  basis,  whichever  is  lower,  exceeds  its  adjusted  basis.  For 
example,  if  section  1245  property  has  an  adjusted  basis  of  $2,000  and 
a  recomputed  basis  of  $3,300  and  is  sold  for  $2,900,  the  gain  to  which 
section  1245(a)  applies  is  $900  ($2,900  minus  $2,000).  If  the  property 
is  sold  for  $3,700,  the  gain  is  $1,700,  of  which  $1,300  ($3,300  minus 
$2,000)  is  gain  to  which  section  1245(a)  applies.  If,  on  the  other 
hand,  the  property  is  distributed  by  a  corporation  to  a  stockholder 
in  a  distribution  to  which  section  1245(a)  applies  and  at  a  time  when 
the  fair  market  value  of  the  property  is  $3,100,  the  gain  recognized 
to  the  corporation  upon  such  disposition  is  $1,100  ($3,100  minus 
$2,000);  if  the  fair  market  value  is  $3,800  at  the  time  of  such  disposi¬ 
tion,  the  gain  to  which  section  1245(a)  applies  is  $1,300  ($3,300  minus 
$2,000). 

Paragraph  (3)  of  section  1245(a)  defines  “section  1245  property.” 
Section  1245  property  is  any  property  (other  than  livestock)  of  a  type 
described  in  subparagraph  (A)  or  (B)  of  such  paragraph  (3)  which  is 
or  has  been  property  of  a  character  subject  to  the  allowance  for  de¬ 
preciation  provided  in  section  167.  Even  though  the  property  may 
not  be  subject  to  the  allowance  for  depreciation  in  the  hands  of  the 
taxpayer,  such  property  is  nevertheless  subject  to  the  provisions  of 
section  1245(a)  if  the  property  was  subject  to  the  allowance  for  depre¬ 
ciation  in  the  hands  of  any  prior  holder,  and  if  such  depreciation  is 
taken  into  account  in  determining  the  adjusted  basis  of  the  property 
in  the  hands  of  the  taxpayer. 

The  definition  of  section  1245  property  is  similar  in  certain  respects 
to  the  definition  of  “section  38  property”  contained  in  section  48(a) 
(relating  to  the  investment  credit).  However,  section  1245  property 
is  a  broader  concept  than  section  38  property,  since  (for  example) 
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the  definition  of  section  1245  property  is  not  subject  to  the  minimum 
useful  life  provision  in  section  48(a)(1)  or  to  the  other  limitation  and 
exclusion  provisions  in  paragraphs  (2)  through  (5)  of  section  48(a). 
Moreover,  the  term  “personal  property”  in  subparagraph  (A)  of 
section  1245(a)(3)  is  intended  to  include  not  only  “tangible  personal 
property”  as  defined  in  section  48(a)(1)(A)  but  also  intangible 
personal  property. 

Subparagraph  (B)  of  section  1245(a)(3)  describes  other  property 
(not  including  a  building  or  its  structural  components)  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in  which  there  are  re¬ 
flected  adjustments  for  depreciation  or  amortization  under  section 
168  which  would  be  taken  into  account  in  determining  recomputed 
basis  for  a  period  in  which  such  property  (or  other  property)  either 

(i)  was  used  as  an  integral  part  of  manufacturing,  production,  or  extrac¬ 
tion,  or  of  furnishing  transportation,  communications,  electrical 
energy,  gas,  water,  or  sewage  disposal  services,  or  (ii)  constituted 
research  or  storage  facilities  used  in  connection  with  any  such  activi¬ 
ties.  The  language  in  clauses  (i)  and  (ii)  in  section  1245(a)(3)(B)  is 
intended  to  have  the  same  meaning  as  when  used  in  clauses  (i)  and 

(ii)  in  section  48(a)(1)(B)  (relating  to  the  definition  of  sec.  38  property 
subject  to  the  investment  credit).  Even  though  the  property  is  not 
used  by  the  taxpayer  as  an  integral  part  of  an  activity  specified  in 
clause  (i),  or  does  not  constitute  research  or  storage  facilities  within 
the  meaning  of  clause  (ii),  such  property  in  certain  circumstances 
may,  nevertheless,  be  section  1245  property  under  subparagraph  (B). 
An  illustration  of  such  a  circumstance  is  when  the  adjusted  basis  of 
such  property  in  the  hands  of  the  taxpayer  reflects  adjustments  for 
depreciation  with  respect  to  such  property  taken  for  taxable  years 
beginning  after  December  31,  1961,  at  a  time  when  such  property 
was  used  as  an  integral  part  of  manufacturing  by  the  taxpayer  or 
another  taxpayer.  Another  illustration  is  when  the  adjusted  basis 
of  such  property  in  the  hands  of  the  taxpayer  reflects  adjustments 
for  depreciation  with  respect  to  other  property  (as,  for  example,  in  the 
case  of  a  like  kind  exchange  under  sec.  1031)  taken  for  taxable 
years  beginning  after  December  31,  1961,  at  a  time  when  such  other 
property  was  used  as  an  integral  part  of  manufacturing  by  the 
taxpayer. 

(b)  Exceptions  and  limitations. — Subsection  (b)  of  section  1245 
sets  forth  certain  exceptions  and  limitations  to  the  general  rule  pro¬ 
vided  in  subsection  (a).  Paragraph  (1)  provides  that  subsection  (a) 
will  not  apply  to  a  disposition  by  gift.  Paragraph  (2)  provides  that, 
except  as  provided  in  section  691,  subsection  (a)  will  not  apply  to 
a  transfer  at  death. 

Paragraph  (3)  of  section  1245(b)  provides  that  if  the  basis  of  prop¬ 
erty  in  the  hands  of  a  transferee  is  determined  by  reference  to  its  basis 
in  the  hands  of  the  transferor  by  reason  of  the  application  of  certain 
sections  of  the  code  providing  for  nonrecognition  treatment,  then  the 
amount  of  gain  taken  into  account  by  the  transferor  under  subsection 
(a)(1)  is  to  be  limited  to  the  amount  of  gain  recognized  by  the  trans¬ 
feror  under  these  sections  (determined  without  regard  to  sec.  1245). 
These  nonrecognition  provisions  are:  Section  332  (relating  to  distribu¬ 
tions  in  liquidation  of  an  80  percent  or  more  controlled  subsidiary 
corporation);  section  351  (relating  to  transfers  to  a  corporation  con¬ 
trolled  by  the  transferor);  section  361  (relating  to  exchanges  pursuant 
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to  certain  corporate  reorganizations);  section  371(a)  (relating  to  ex¬ 
changes  pursuant  to  certain  receivership  and  bankruptcy  proceed¬ 
ings);  section  374(a)  (relating  to  exchanges  pursuant  to  certain  rail¬ 
road  reorganizations);  section  721  (relating  to  transfers  to  a  partner¬ 
ship  in  exchange  for  a  partnership  interest);  and  section  731  (relating 
to  distributions  by  a  partnership  to  a  partner).  For  example,  assume 
that  a  taxpayer  transfers  section  1245  property  to  a  corporation  in 
exchange  for  cash  of  $1,000,  and  stock  in  the  corporation  worth 
$9,000,  in  a  transaction  qualifying  under  section  351.  The  property 
has  a  fair  market  value  of  $10,000,  a  recomputed  basis  of  $8,000,  and 
an  adjusted  basis  of  $4,000.  Since  under  section  351(b)  gain  in  the 
amount  of  $1,000  would  be  recognized  to  the  transferor  without  re¬ 
gard  to  the  new  section  1245,  subsection  (b)(3)  limits  the  gain  taken 
into  account  by  the  transferor  under  section  1245(a)  to  $1,000.  The 
basis  of  the  property  in  the  hands  of  the  corporation  under  section 
362(a)  (relating  to  basis  to  corporations  of  property  acquired  by  issu¬ 
ance  of  stock,  etc.)  will  be  $5,000,  that  is,  the  adjusted  basis  of  the 
property  in  the  hands  of  the  transferor  ($4,000)  increased  by  the  gain 
recognized  to  the  transferor  on  the  transfer  ($1,000).  If  the  corpora¬ 
tion  later  sells  the  property  for  $10,000  without  taking  any  deductions 
with  respect  to  the  property,  the  gain  recognized  to  the  corporation 
under  subsection  (a)  will  be  $3,000,  the  excess  of  recomputed  basis 
($8,000)  over  adjusted  basis  ($5,000). 

Since  the  limitation  provided  in  subsection  (h)(3)  upon  the  gain 
recognized  under  subsection,  (a)  is  confined  to  instances  of  “carryover 
basis,”  in  the  case  of  the  liquidation  of  an  80  percent  or  more  controlled 
subsidiary  the  limitation  is  not  applicable  if  the  basis  of  the  property 
in  the  hands  of  the  parent  corporation  is  determined  under  section 
334(b)(2).  Subsection  (b)(3)  does  not  apply  to  a  disposition  of 
property  to  an  organization  (other  than  a  cooperative  described  in  sec. 
521)  exempt  from  taxation  under  chapter  1  of  the  code,  but  no  implica¬ 
tion  is  intended  as  to  whether  a  transfer  to  such  an  exempt  organization 
could  or  could  not  qualify  for  nonrecognition  under  the  sections  of  the 
code  set  forth  in  subsection  (b)(3). 

Paragraph  (4)  of  section  1245(b)  provides  that  if  property  is  dis¬ 
posed  of  and  gain  (determined  without  regard  to  sec.  1245)  is  not 
recognized  in  whole  or  in  part  under  section  1031  (relating  to  like  kind 
exchanges)  or  1033  (relating  to  involuntary  conversions),  then  the 
amount  of  gain  taken  into  account  under  section  1245(a)  is  not  to  ex¬ 
ceed  the  sum  of  the  amount  of  gain  recognized  on  such  disposition  (de¬ 
termined  without  regard  to  sec.  1245)  plus  the  fair  market  value  of 
property  acquired  which  is  not  section  1245  property  and  which  is  not 
otherwise  taken  into  account  in  determining  the  gain  under  section 
1031  or  1033.  For  example,  assume  that  a  taxpayer  owns  section  1245 
property  with  an  adjusted  basis  of  $100,000  and  a  recomputed  basis  of 
$1 16,000.  The  property  is  destroyed  by  fire  and  the  taxpayer  receives 
$117,000  of  insurance  proceeds.  He  uses  $105,000  of  the  proceeds  to 
purchase  property  similar  or  related  in  service  or  use  to  the  property 
destroyed  in  an  acquisition  qualifying  under  section  1033(a)(3)(A), 
and  he  uses  $9,000  of  the  proceeds  to  purchase  stock  in  the  acquisition 
of  control  of  a  corporation  owning  property  similar  or  related  in  service 
or  use  to  the  converted  property,  which  acquisition  also  qualifies  under 
section  1033(a)(3)(A).  The  taxpayer  properly  elects  under  section 
1033(a)(3)(A)  and  the  regulations  thereunder  to  limit  recognition  of 
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gain  to  the  amount  by  which  the  amount  realized  from  the  conversion 
exceeds  the  cost  of  the  stock  and  other  property  acquired  to  replace 
the  converted  property.  Since  $3,000  of  the  gain  is  recognized  (with¬ 
out  regal’d  to  sec.  1245)  under  section  1033(a)(3)  (that  is,  $117,000 
minus  $114,000),  and  since  the  stock  purchased  for  $9,000  is  not 
depreciable  property  and  was  not  taken  into  account  in  determining 
the  gain  under  section  1033,  the  amount  of  gain  to  be  taken  into 
account  under  section  1245(a)  may  not  exceed  $12,000.  Thus, 
section  1245(a)  applies  to  $12,000  of  the  $16,000  gain. 

Paragraph  (5)  of  section  1245(b)  empowers  the  Secretary  of  the 
Treasury  or  his  delegate  to  prescribe  regulations  setting  forth  rules 
consistent  with  paragraphs  (3)  and  (4)  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale  or  exchange  to 
effectuate  policies  of  FCC)  or  section  1081  (relating  to  nonrecognition 
of  gain  or  loss  on  exchanges  or  distributions  in  obedience  to  orders 
of  SEC). 

Paragraph  (6)  (A)  provides  that,  for  purposes  of  section  1245,  the 
basis  of  section  1245  property  distributed  by  a  partnership  to  a  partner 
will  be  deemed  to  be  determined  by  reference  to  the  adjusted  basis 
of  such  property  to  the  partnership.  Paragraph  (6)(B)  provides  that, 
for  purposes  of  computing  the  recomputed  basis  of  such  property,  the 
amount  of  the  adjustments  added  back  for  periods  before  the  distri¬ 
bution  is  the  amount  of  gain  to  which  section  1245(a)  would  have 
applied  if  such  property  had  been  sold  by  the  partnership  immediately 
before  the  distribution,  reduced  by  the  amount  of  such  gain  which 
resulted  from  the  application  of  section  751(b).  Thus,  since  the  basis 
of  section  1245  property  distributed  by  a  partnership  to  a  partner  is 
deemed  to  be  a  carryover  basis,  any  subsequent  disposition  of  the 
property  which  requires  a  computation  of  the  recomputed  basis  would 
have  to  take  into  account  adjustments  to  basis  for  depreciation 
deductions  taken  before  the  distribution.  However,  such  adjustments 
are  fixed  at  an  amount  equal  to  the  gain  to  which  section  1245(a) 
would  have  applied  if  the  partnership  had  sold  the  property  instead 
of  distributing  it,  assuming  no  gain  upon  distribution  arose  out  of  the 
application  of  section  751(b). 

The  application  of  this  provision  is  illustrated  as  follows:  A,  B,  and 
C  are  equal  partners  in  a  partnership  whose  assets  consist  of  three 
pieces  of  section  1245  property,  assets  X,  Y,  and  Z,  each  with  a  fair 
market  value  of  $100,000.  Asset  X  has  an  adjusted  basis  of  $60,000 
and  a  recomputed  basis  of  $85,000;  asset  Y  has  an  adjusted  basis  of 
$85,000  and  a  recomputed  basis  of  $110,000;  and  asset  Z  has  an 
adjusted  basis  of  $95,000  and  a  recomputed  basis  of  $100,000.  Asset 

Y  is  distributed  to  B  in  complete  liquidation  of  his  partnership  in¬ 
terest.  B’s  basis  in  his  partnership  interest  is  $75,000  and  under 
section  732  this  basis  is  allocated  to  asset  Y.  If  B  later  sells  asset 

Y  for  $103,000  at  a  time  when  the  adjusted  basis  is  still  $75,000  and 
if  B  has  not  taken  any  depreciation  deductions  with  respect  to  asset 

Y  since  the  distribution,  the  gain  to  which  section  1245(a)  applies 
would  be  $15,000,  since  the  recomputed  basis  of  the  property  is  only 
$90,000,  that  is,  the  adjusted  basis  of  the  property  ($75,000)  increased 
by  the  amount  of  gain  ($15,000)  which  would  have  been  recognized 
to  the  partnership  if  the  asset  had  been  sold  for  its  fair  market  value 
at  the  time  of  distribution  ($100,000  minus  $85,000). 
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(c)  Adjustments  to  basis. — Subsection  (c)  of  section  1245  provides 
that  the  Secretary  of  the  Treasury  or  his  delegate  is  to  prescribe  such 
regulations  as  he  may  deem  necessary  to  provide  for  adjustments  to 
the  basis  of  property  to  reflect  gain  to  which  section  1245(a)  applies. 
This  provision  is  necessary  to  prevent  the  same  amount  from  being 
subjected  to  taxation  more  than  once.  For  example,  under  existing 
law  if  a  corporation  distributes  section  1245  property  to  a  corporate 
shareholder,  generally  the  amount  of  the  distribution  and  the  basis  of 
the  property  in  the  hands  of  the  corporate  distributee  is  the  fair 
market  value  of  the  property  or  its  adjusted  basis  in  the  hands  of  the 
distributing  corporation,  whichever  is  lower.  Under  section  1245, 
however,  the  distribution  may  result  in  gain  being  recognized  to  the 
distributing  corporation  and  unless  the  distributee  is  permitted  to 
increase  its  carryover  basis  by  the  amount  of  the  gain  recognized  to 
the  distributor,  the  same  gain  may  be  subjected  to  tax  when  the 
distributee  later  sells  the  property.  Therefore,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  adjustment 
will  be  made  to  the  basis  of  the  distributed  property  to  reflect  the  gain 
recognized  to  the  distributing  corporation. 

(d)  Application  of  section. — Subsection  (d)  of  section  1245  provides 
that  the  section  is  to  apply  notwithstanding  any  other  provision  of 
subtitle  A  of  the  code.  Thus,  section  1245  overrides  any  nonrecog¬ 
nition  provision  of  subtitle  A  or  any  "income  characterizing”  provi¬ 
sion.  For  example,  the  gain  to  which  section  1245(a)  applies  might 
otherwise  be  considered  as  gain  from  the  sale  or  exchange  of  a  capital 
asset  under  section  1231  (relating  to  property  used  in  the  trade  or 
business  and  involuntary  conversions).  Since  section  1245  overrides 
section  1231,  the  gain  to  which  section  1245(a)  applies  will  be  treated 
as  ordinary  income,  and  only  the  remaining  gain,  if  any,  from  the 
property  may  be  considered  as  gain  from  the  sale  or  exchange  of  a 
capital  asset  if  section  1231  is  applicable.  For  example,  assume  that 
a  taxpayer  sells  for  $130  section  1245  property  with  an  adjusted  basis 
of  $40  and  a  recomputed  basis  of  $100.  The  excess  of  the  recomputed 
basis  over  adjusted  basis,  or  $60,  will  be  treated  as  gain  under  sec¬ 
tion  1245(a).  The  excess  of  the  selling  price  over  recomputed  basis, 
or  $30,  may  be  considered  under  section  1231  as  gain  from  the  sale 
of  a  capital  asset. 

Subsection  (d)  is  not  intended  to  preyent  gain  not  recognized  under 
section  1245  from  being  considered  as  gain  under  another  provision 
of  the  code.  For  example,  assume  that  a  taxpayer  purchases  section 
1245  property  for  $1,000  and  for  taxable  years  beginning  on  or  before 
December  31,  1961,  he  takes  deductions  of  $500  under  section  168 
(relating  to  amortization  of  emergency  facilities).  Assume  that  if 
section  168  had  not  applied  the  taxpayer  would  instead  have  taken 
depreciation  deductions  of  $300.  For  taxable  years  beginning  after 
December  31,  1961,  the  taxpayer  takes  additional  deductions'  under 
section  168  of  $400.  Under  these  facts,  if  the  property  is  then  sold 
for  $800,  section  1245(a)  would  recognize  gain  to  the  extent  of  the 
$400  in  deductions  taken  in  taxable  years  beginning  after  December 
31,  1961,  but  would  not  recognize  gain  to  the  extent  of  the  deductions 
taken  in  prior  taxable  years.  Nothing  in  subsection  (d)  prevents 
$200  of  the  remaining  gain  from  being  taxed  under  section  1238 
(relating  to  amortization  in  excess  of  depreciation). 
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SECTION  14.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN 
DEPRECIABLE  PROPERTY— (Continued) 

(6)  Change  in  method  of  depreciation. — Subsection  (b)  of  section  14 
of  the  bill  amends  subsection  (e)  of  section  167  of  the  1954  Code 
(relating  to  depreciation).  Paragraph  (1)  of  section  167(e)  is  the  same 
in  substance  as  existing  section  167(e).  Paragraph  (2),  which  is  new, 
permits  any  taxpayer  within  such  period  after  the  date  of  the  enact¬ 
ment  of  the  Revenue  Act  of  1962  and  in  such  manner  as  the  Secretary 
of  the  Treasury  or  his  delegate  shall  by  regulations  prescribe,  to  elect 
to  change  his  method  of  depreciation  in  respect  of  section  1245 
property  from  any  declining  balance  or  sum  of  the  years-digits  method 
to  the  straight-line  method. 

(c)  Salvage  value  of  personal  property. — Subsection  (c)(1)  of  section 
14  of  the  bill  adds  a  new  subsection  (f)  to  section  167  of  the  code 
(relating  to  depreciation)  and  redesignates  subsections  (f),  (g),  and 
(h)  of  section  167  as  subsections  (g),  (h),  and  (i),  respectively. 

Paragraph  (1)  of  section  167(f)  provides  the  general  rule  that,  under 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate, 
a  taxpayer  may,  for  purposes  of  computing  the  allowance  for  deprecia¬ 
tion  with  respect  to  personal  property,  reduce  the  amount  taken  into 
account  as  salvage  value  by  an  amount  which  does  not  exceed  10 
percent  of  the  basis  of  such  property  (as  determined  under  sec.  167(g) 
as  of  the  time  as  of  which  such  salvage  value  is  required  to  be  deter¬ 
mined).  For  example,  a  taxpayer  purchases  depreciable  personal 
property  on  January  1,  1963,  for  $10,000.  The  estimated  useful  life 
of  the  property  is  10  years  and  the  estimated  salvage  value  is  $500. 
The  taxpayer  uses  the  straight-line  method  of  depreciation.  Under 
present  law  the  taxpayer  would  take  depreciation  deductions  of  $950 
in  each  of  the  10  years  of  the  useful  life  of  the  property.  However, 
under  section  167(f)  the  taxpayer  may  reduce  salvage  value,  for 
purposes  of  computing  the  allowable  depreciation  deduction,  by  10 
percent  of  $10,000.  Since  this  amount,  $1,000,  is  greater  than  the 
estimated  salvage  value,  $500,  the  salvage  value  may  be  reduced  to 
zero  and  the  taxpayer  may  deduct  $1,000  in  each  year  of  the  useful 
life  of  the  property.  In  the  above  case,  if  the  taxpayer  had  taken 
into  account  salvage  value  of  only  $700  but  the  estimated  salvage 
value  had  actually  been  $1,500,  the  Internal  Revenue  Service  could 
not  adjust  the  amount  used  by  the  taxpayer  since  the  reduction  of 
salvage  value  by  8  percent  of  basis  would  be  within  the  privilege 
granted  by  the  new  section  167(f). 

Paragraph  (2)  of  section  167(f)  defines  ‘‘personal  property”  as 
depreciable  personal  property  (other  than  livestock)  with  a  useful 
life  of  3  years  or  more  acquired  after  the  date  of  the  enactment  of 
the  Revenue  Act  of  1962. 

(d)  Special  rule  for  charitable  contributions  of  section  124-5  property. — 
Subsection  (d)  of’  section  14  of  the  bill  adds  a  new  subsection  (e) 
to  section  170  of  the  code  (relating  to  deductions  for  charitable 
contributions).  Under  the  new  subsection,  the  amount  of  a  charitable 
contribution  of  section  1245  property  will  be  reduced  by  the  amount 
which  would  have  been  treated  as  gain  to  which  section  1245(a) 
applied  if  the  property  had  been  sold  at  its  fair  market  value  instead 
of  contributed  to  the  charity.  For  example,  a  taxpayer  owns  de¬ 
preciable  property  with  an  adjusted  basis  of  $10,000,  a  recomputed 
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basis  of  $14,000,  and  a  fair  market  value  of  $17,000.  If  the  property 
were  sold  for  $17,000,  gain  of  $4,000  under  section  1245(a)  would 
result.  Assume  that  the  taxpayer  contributes  the  property  to  a 
qualifying  charitable  organization.  Under  the  new  section'  170(e) 
the  amount  of  the  charitable  contribution  would  be  $13,000  ($17,000 
minus  $4,000). 

( e )  Technical  amendments. — Paragraph  (1)  of  section  14(e)  of  the 
bill  amends  section  751(c)  of  the  code  to  provide  that,  for  purposes 
ol  section  751  (relating  to  unrealized  receivables  and  inventory  items), 
section  731  (relating  to  extent  of  gain  or  loss  on  distribution),  section 
736  (relating  to  payments  to  a  retiring  partner  or  a  deceased  partner’s 
successor  in  interest),  and  section  741  (relating  to  recognition  and 
character  of  gain  or  loss  on  sale  or  exchange),  the  term  “unrealized 
receivables”  will  include  section  1245  property,  but  only  to  the  extent 
of  the  amount  which  would  be  treated  as  gain  to  which  section  1245(a) 
applied  if  the  property  were  sold  by  the  partnership  at  its  fair  market 
value.  Thus,  the  rules  provided  in  section  751  with  respect  to  un¬ 
realized  receivables  will  also  apply  with  respect  to  section  1245 
property,  to  the  extent  of  the  potential  section  1245(a)  gain.  For 
example,  if  a  partner  sold  his  interest  in  a  partnership  to  a  third 
party,  the  portion  of  the  amount  realized  on  such  sale  allocable  to  the 
partner’s  share  of  the  potential  section  1245(a)  gain  on  the  section 
1245  property  of  the  partnership  will  be  recognized  to  the  partner. 

Paragraph  (2)  of  section  14(e)  of  the  bill  amends  section  301  (b) 
and  (d)  of  the  code  (relating  to  the  amount  distributed  and  basis  in 
a  corporate  distribution  of  property)  by  striking  out  “subsection  (b) 
or  (cj  of  section  311”  and  inserting  in  lieu  thereof  “subsection  (b)  or 
(c)  of  section  311  or  under  section  1245(a).” 

Paragraph  (3)  of  section  14(e)  of  the  bill  amends  section  312(c)(3) 
(relating  to  adjustments  to  earnings  and  profits)  by  striking  out 
“subsection  (b)  or  (c)  of  section  311”  and  inserting  in  lieu  thereof 
“subsection  (b)  or  (c)  of  section  311  or  under  section  1245(a).” 

Paragraph  (4)  of  section  14(e)  of  the  bill  adds  a  new  paragraph 
(12)  to  section  341(e)  (relating  to  collapsible  corporations).  New 
paragraph  (12)  provides  that,  for  purposes  of  section  341(e),  the  de¬ 
termination  of  whether  gain  from  the  sale  or  exchange  of  property 
would  be  considered  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in  section 
1231(b)  is  to  be  made  without  regard  to  the  application  of  section 
1245(a). 

Paragraph  (5) (A)  of  section  14(e)  of  the  bill  adds  a  new  sentence 
at  the  end  of  section  453(d)(4)(A),  relating  to  distribution  of  install¬ 
ment  obligations  in  complete  liquidations  of  subsidiaries  under  sec¬ 
tion  332.  Section  453(d)(4)(A)  provides  that  if  an  installment  ob¬ 
ligation  is  distributed  by  one  corporation  to  another  corporation  and 
if  under  section  332  no  gain  or  loss  is  recognized  to  the  recipient 
corporation  with  respect  to  the  receipt  of  such  obligation,  then  no 
gain  or  loss  with  respect  to  the  distribution  of  such  obligation  is 
recognized  to  the  distributing  corporation.  The  new  sentence  pro¬ 
vides  that  if  section  334(b)(2)  (relating  to  the  basis  of  property  re¬ 
ceived  in  certain  liquidations  to  which  sec.  332  applies)  applies  in 
respect  of  property  received  by  the  distributee  corporation,  then  the 
rule  of  existing  law  is  not  to  apply  to  the  extent  that  under  paragraph 
(1)  of  section  453(d)  gain  to  the  distributing  corporation  would  be 
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considered  as  gain  to  which  section  1245(a)  applies.  For  example, 
assume  that  corporation  X  sells  section  1245  property  and  returns 
its  income  therefrom  on  the  installment  method  under  section  453. 
Corporation  Y  then  buys  all  the  outstanding  stock  of  X  and  within 
2  years  after  the  purchase  X  adopts  a  plan  of  complete  liquidation. 
If  an  installment  obligation  received  by  X  upon  the  sale  of  the  sec¬ 
tion  1245  property  is  distributed  to  Y  in  the  liquidation,  gain  will  be 
recognized  to  X  under  paragraph  (1)  of  section  453(d)  to  the  extent 
that  the  excess  of  the  fair  market  value  of  the  obligation  over  its 
basis  constitutes  gain  to  which  section  1245(a)  applies. 

Paragraph  (5)(B)  of  section  14(e)  of  the  bill  adds  a  new  sentence 
at  the  end  of  section  453(d)(4)(B),  relating  to  distribution  of  install¬ 
ment  obligations  in  liquidations  to  which  section  337  applies.  Sec¬ 
tion  453(d)(4)(B)  provides  that  if  an  installment  obligation  is  dis¬ 
tributed  by  a  corporation  in  the  course  of  a  liquidation  and  if  under 
section  337  no  gain  or  loss  would  have  been  recognized  to  the  corpora¬ 
tion  if  the  corporation  had  sold  or  exchanged  such  obligation  on  the 
day  of  the  distribution,  then  no  gain  or  loss  is  recognized  to  the  cor¬ 
poration  by  reason  of  the  distribution.  The  new  sentence  provides 
that  the  preceding  rule  is  not  to  apply  to  the  extent  that  under  para¬ 
graph  (1)  of  section  453(d)  gain  to  the  distributing  corporation  would 
be  considered  as  gain  to  which  section  1245(a)  applies.  For  example, 
assume  that  corporation  X,  which  makes  its  return  on  the  basis  of  the 
fiscal  year  ending  June  30,  adopts  a  plan  of  complete  liquidation  on 
March  15.  On  June  15,  X  sells  section  1245  property  and  returns 
its  income  therefrom  on  the  installment  method  under  section  453. 
On  October  15,  X  distributes  all  of  its  property  (including  an  install¬ 
ment  obligation  received  in  respect  of  the  sale)  in  complete  liquidation. 
Gain  will  be  recognized  to  X  under  paragraph  (1)  of  section  453(d) 
to  the  extent  that  the  excess  of  the  fair  market  value  of  the  installment 
obligation  over  its  basis  constitutes  gain  to  which  section  1245(a) 
applies. 

(/)  Effective  date. — Subsection  (f)  of  section  14  of  the  bill  provides 
that  the  amendments  made  by  section  14  shall  apply  to  taxable 
years  beginning  after  December  31,  1961,  and  ending  after  the  date 
of  the  enactment  of  the  bill. 

SECTION  15.  FOREIGN  INVESTMENT  COMPANIES 

(a)  Treatment  of  sate  of  stock  of  foreic/n  investment  companies. — 
Subsection  (a)(1)  of  section  15  of  the  bill  adds  to  part  IV  of  sub¬ 
chapter  P  of  chapter  1  of  the  code  (relating  to  special  rules  for  deter¬ 
mining  capital  gains  and  losses)  two  new  sections,  section  1246  (relat¬ 
ing  to  gain  on  foreign  investment  company  stock)  and  section  1247 
(relating  to  election  by  foreign  investment  companies  to  distribute 
income  currently). 

Section  1246  provides  for  the  inclusion  as  ordinary  income  of  certain 
gains  from  the  sale  or  exchange  of  stock  in  a  foreign  investment  com¬ 
pany.  However,  section  1246  will  not  apply  if,  under  section  1247, 
the  foreign  investment  company  elects  to  fulfill  the  requirements  of 
such  section  and  such  shareholders  include  in  computing  their  long¬ 
term  capital  gains,  their  share  of  the  company’s  net  long-term  capital 
gains  over  the  net  short-term  capital  losses,  whether  or  not  distributed. 
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SECTION  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY  STOCK 

(a)  Treatment  of  gain  as  ordinary  income. — Under  subsection  (a)(1) 
of  section  1246,  any  gain  from  the  sale  or  exchange  after  December  31, 
1962,  of  stock  to  which  the  subsection  applies  is  to  be  treated  as  gain 
from  the  sale  or  exchange  of  property  which  is  not  a  capital  asset, 
but  only  to  the  extent  of  the  taxpayer’s  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  for  taxable  years  beginning 
after  December  31,  1962.  Any  additional  gain  or  any  loss  on  the 
sale  or  exchange  of  such  stock  will  remain  unaffected  by  these  provi¬ 
sions.  Subsection  (a)(1)  applies  to  stock  in  a  foreign  corporation 
which  was  a  foreign  investment  company  at  any  time  during  the 
period  during  which  the  taxpayer  held  such  stock.  Thus  subsection 
(a)(1)  applies  whether  or  not  the  foreign  corporation  is  within  the 
definition  of  a  foreign  investment  company  at  the  time  of  the  sale 
or  exchange.  However,  since  under  section  15(c)  of  the  bill,  section 
1246  applies  only  with  respect  to  taxable  years  beginning  after 
December  31,  1962,  the  corporation  must  have  been  a  foreign  in¬ 
vestment  company  while  the  taxpayer  held  the  stock  at  some  time 
during  such  a  taxable  year. 

Subsection  (a)(2)  oi  the  new  section  1246  provides  that  the  tax¬ 
payer’s  ratable  share  of  the  accumulated  earnings  and  profits  is  to  be 
determined  under  regulations  prescribed  by  the  Secretary  of  the 
Treasury  or  his  delegate.  Such  determination  is  to  include  only  the 
taxpayer’s  ratable  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  for  the  period  during  which  the  taxpayer 
held  stock  in  such  foreign  corporation  (excluding  any  portion  of  such 
period  occurring  in  a  taxable  year  of  the  corporation  beginning  before 
January  1,  1963).  Such  determination  will  exclude  the  taxpayer’s 
share  of  undistributed  earnings  and  profits  which  previously  had  been 
taxed  to  him  under  section  951  (relating  to  amounts  included  in  gross 
income  of  United  States  persons,  added  by  sec.  13  of  the  bill)  or 
under  section  551  (relating  to  foreign  personal  holding  company 
income  taxed  to  United  States  shareholders).  The  amount  of  the 
accumulated  earnings  and  profits  for  any  period  is  determined  after 
aPplying  the  rules  of  the  code  that  distributions  are  treated  as  made 
out  of  the  most  recently  accumulated  earnings  and  profits. 

Subsection  (a)(3)  of  the  new  section  1246  requires  the  taxpayer  to 
establish  the  amount  of  the  accumulated  earnings  and  profits  of  the 
foreign  corporation  and  his  ratable  share  of  such  amount.  He  must 
establish  this  information  for  the  period  during  which  he  held  such 
stock,  including  whatever  holding  period  is  required  by  other  sub¬ 
sections  of  section  1246.  Failure  to  establish  this  information  will 
result  in  all  the  gain  from  the  sale  or  exchange  of  such  stock  being 
considered  as  gain  from  the  sale  or  exchange  of  property  which  is  not 
a  capital  asset. 

Subsection  (a)(4)  of  the  new  section  1246  provides  that  section 
1246  is  not  to  apply  where  the  holding  period  of  the  stock  as  of  the 
date  of  the  sale  or  exchange  is  6  months  or  less. 
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(6)  Definition  oj foreign  investment  company. — Under  subsection  (b) 
of  section  1246  a  foreign  investment  company  is  defined  as  a  foreign 
corporation  which  meets  one  of  two  tests.  The  first  test  is  met  if 
the  foreign  corporation  is  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80a-l  to  80b-2),  either  as  a 
management  company  or  as  a  unit  investment  trust.  Under  the  In¬ 
vestment  Company  Act  of  1940,  an  investment  company  organized 
or  created  under  the  laws  of  a  foreign  country  is  required  to  register 
with  the  Securities  and  Exchange  Commission  in  order  to  make  a 
public  offering  of  its  securities  in  the  United  States.  The  Act  defines 
an  investment  company,  in  general,  as  any  issuer  of  securities  which 
is  or  holds  itself  out  as  being  engaged  primarily  in  the  business  of 
investing,  reinvesting,  or  trading  in  securities.  Under  the  second 
test  provided  by  the  new  section  1246(b),  a  foreign  corporation,  even 
though  it  does  not  make  a  public  offering  of  its  securities  and  does  not 
register  under  the  Act,  is  a  foreign  investment  company  if  it  comes 
within  the  definition  of  an  investment  company  described  above  at  a 
time  when  more  than  50  percent  of  the  total  combined  voting  power 
of  all  classes  of  stock  entitled  to  vote  or  more  than  50  percent  of  the 
total  value  of  shares  of  all  classes  of  stock,  was  held  directly  or  indi¬ 
rectly  (within  the  meaning  of  sec.  955(a)  of  the  code,  added  by  sec. 
13  of  the  bill),  by  United  States  persons  (as  defined  in  sec.  7701  (a) (30) 
of  the  code,  added  by  sec.  9(h)  of  the  bill).  Under  the  Investment 
Company  Act  of  1940,  the  term  “security”  is  defined  broadly  and 
includes  among  others,  stock,  Treasury  stock,  bond,  debenture,  any 
evidence  of  indebtedness,  certificate  of  interest  or  participation  in 
any  profit-sharing  agreement,  collateral-trust  certificate,  certificate  of 
deposit  for  a  security,  or  a  fractional  undivided  interest  in  oil,  gas,  or 
other  mineral  rights. 

(c)  Stock  having  transferred  or  substituted  basis. — Subsection  (c)  of 
new  section  1246  provides  that  stock  in  a  foreign  corporation,  the 
basis  of  which  (in  the  hands  of  the  taxpayer  selling  or  exchanging 
such  stock)  is  determined  by  reference  to  the  basis  (in  such  taxpayer’s 
hands  or  any  other  person’s  hands)  of  stock  in  a  foreign  investment 
company,  will  to  the  extent  provided  in  regulations  prescribed  by  the 
Secretary  of  the  Treasury  or  his  delegate  be  treated  as  stock  of  a  foreign 
investment  company.  The  stock  which  is  so  treated  will  be  considered 
under  section  1223  (relating  to  holding  period  of  property)  to  be  held 
by  the  taxpayer  throughout  the  period  during  which  the  foreign 
investment  company  stock  was  held  in  addition  to  the  period  during 
which  the  stock  in  the  foreign  corporation  is  held.  Transactions  to 
which  subsection  (c)  applies  include  the  following: 

A  person  owning  stock  in  a  foreign  investment  company  transfers 
such  stock  to  foreign  corporation  F  which  he  controls  in  exchange  for 
stock  of  Corporation  F  in  a  transaction  to  which  section  351  applies. 
Clearance  under  section  367  is  obtained.  The  stock  of  Corporation 
F  received  in  exchange  for  the  foreign  investment  company  stock 
will  be  considered  stock  of  a  foreign  investment  company.  If  the 
stock  of  Corporation  F  is  later  transferred  by  gift,  the  donee  will 
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also  treat  such  stock  as  stock  of  the  foreign  investment  company  and 
.the  holding  period  of  the  donee  will  include  the  period  during  which 
the  donor  held  the  stock  in  the  foreign  investment  company  and 
Corporation  F. 

(d)  Rules  relating  to  entities  holding  foreign  investment  stock. — 
Subsection  (d)  of  the  new  section  1246  provides  that  to  the  extent 
provided  in  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  liis  delegate,  trust  certificates  of  a  trust  to  which  section  677 
(relating  to  income  for  benefit  of  grantor)  applies,  or  stock  in  a 
domestic  corporation,  will  be  treated  as  stock  of  a  foreign  investment 
company  to  the  extent  that  such  trust  or  corporation  has  an  invest¬ 
ment  in  stock  in  a  foreign  investment  company.  As  a  result  of  this 
provision  the  taxpayer  is  deemed  to  be  holding  stock  of  the  foreign 
investment  company.  The  trust  certificates  or  stock  are  to  be  treated 
under  section  1223  as  held  by  the  taxpayer  throughout  the  holding 
period  for  which  the  trust  or  domestic  corporation  held  stock  in  a 
foreign  investment  company,  but  limited  to  the  period  during  which 
the  taxpayer  held  such  trust  certificates  or  stock  in  the  domestic 
corporation.  Such  stock  is  deemed  to  be  held  by  him  in  the  same 
proportion  that  the  actual  investment  in  stock  in  a  foreign  investment 
company  by  the  trust  or  domestic  corporation  bears  to  the  total 
assets  of  such  trust  or  domestic  corporation.  For  example,  if  a 
domestic  corporation  has  an  investment  of  $20,000  in  stock  of  a 
foreign  investment  company  and  total  assets  of  $100,000,  the  pro¬ 
portion  of  the  domestic  corporation’s  investment  is  20  percent. 
Therefore  20  percent  of  each  share  of  stock  in  such  corporation  wili 
be  deemed  to  be  foreign  investment  stock  and  20  percent  of  the  gain, 
if  any,  resulting  from  the  sale  or  exchange  thereof  will  be  subjected 
to  section  1246  treatment. 

(e)  Rules  relating  to  stock  acquired  from  a  decedent. — Paragraph  (1) 
of  subsection  (e)  sets  forth  the  manner  for  computing  the  basis  of 
stock  in  a  foreign  investment  company  which  is  acquired  from  a 
decedent  dying  after  December  31,  1962, 'and  treats  the  holding  period 
by  the  heir  or  successor  in  the  manner  provided  for  in  subsection  (c). 
Under  paragraph  (1)  of  subsection  (e)  the  stock’s  basis  determined 
under  section  1014  will  be  reduced  by  the  decedent’s  ratable  share  of 
the  company’s  earnings  and  profits  accumulated  in  taxable  years 
beginning  after  December  31,  1962.  For  example,  if  the  stock  had 
an  adjusted  basis  of  $100,  a  fair  market  value  of  $150  on  the  date  of 
the  decedent’s  death,  and  $30  was  the  decedent’s  ratable  share  of  the 
accumulated  earnings  and  profits  during  the  period  he  held  such 
stock  after  December  31,  1962,  the  person  acquiring  the  stock  from 
the  decedent  would  have  a  basis  of  $120  ($150  — $30).  In  no  case  is  the 
basis  determined  under  section  1014  to  be  reduced  below  the  adjusted 
basis  of  the  stock  in  the  hands  of  the  decedent  immediately  before 
his  death,  regardless  of  the  decedent’s  ratable  share  of  such  earnings. 
Thus,  in  the  above  example,  the  basis  could  not  be  reduced  below 
$100. 

The  stock  so  acquired  from  a  decedent  shall  be  treated  as  if  it  were 
held  throughout  the  holding  period  of  the  decedent  in  addition  to  the 
holding  period  of  the  person  acquiring  the  stock.  Thus,  in  effect  the 
holding  period  of  the  decedent  is  tacked  onto  that  of  the  person 
acquiring  the  stock.  If,  in  the  example  illustrated  in  the  preceding 
paragraph,  the  stock  were  sold  immediately  after  acquisition  at  its 
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fair  market  value  of  $150,  the  gain  of  $30  ($150  — $120)  would  be  treated 
as  gain  from  the  sale  of  property  which  is  not  a  capital  asset.  If, 
after  acquisition  the  stock  further  increased  in  value,  upon  a  sale  or 
exchange,  $30  plus  the  portion  of  the  gain  which  is  equal  to  the  tax¬ 
payer’s  ratable  share  of  the  accumulated  earnings  and  profits  of  the 
corporation  for  the  period  during  which  he  held  such  stock  would  be 
treated  in  the  same  manner. 

In  the  event  the  decedent’s  executor  decides  to  determine  the  gross 
estate  under  section  2032  (relating  to  alternate  valuation),  for  purposes 
of  section  1246(e),  the  date  the  stock  is  so  valued  will  be  considered 
the  date  of  the  decedent’s  death.  Therefore,  the  basis  determined  at 
such  later  date  will  be  reduced  by  the  decedent’s  ratable  share  of  the 
earnings  and  profits  accumulated  during  the  period  preceding  the 
date  of  his  death  and  the  earnings  and  profits  accumulated  during 
the  period  between  such  date  and  the  date  of  alternate  valuation. 

Paragraph  (2)  of  section  1246(e)  provides  that  if  foreign  investment 
company  stock  acquired  from  a  decedent  is  sold  or  exchanged  at  a 
gain  which  gain  is  subject  to  ordinary  income  treatment  under  sub¬ 
section  (a)  of  section  1246,  the  taxpayer,  under  regulations  prescribed 
by  the  Secretary  of  the  Treasury  or  his  delegate,  is  to  be  allowed  a 
deduction  from  gross  income,  for  the  taxable  year  of  the  sale  or  ex¬ 
change,  equal  to  that  portion  of  the  decedent’s  estate  tax  deemed 
paid  which  is  attributable  to  the  excess  of  (A)  the  value  at  which  such 
stock  was  taken  into  account  for  purposes  of  determining  the  value 
of  the  decedent’s  gross  estate,  over  (B)  the  value  at  which  it  would 
have  been  so  taken  into  account  if  such  value  had  been  reduced  by 
the  amount  representing  the  reduction  in  basis  described  in  para¬ 
graph  (1).  The  value  determined  in  (B)  is  actually  the  taxpayer’s 
basis  of  the  stock  as  determined  under  section  1246(e)(1).  The 
provision  of  paragraph  (1)  may  be  illustrated  by  the  following  example: 

Example. 

The  gross  estate  of  a  decedent  dying  in  1963  was  $125,000,  which 
included  foreign  investment  company  stock  valued  at  $5,000.  Assum¬ 
ing  deductions  of  $10,000  and  an  exemption  of  $60,000,  the  taxable 
estate  amounted  to  $55,000.  The  estate  tax  paid  on  this  amount  is 
$8,250.  Assuming  that  the  decedent’s  share  of  earnings  and  profits 
accumulated  after  December  31,  1962,  was  $500  the  heir’s  basis  for 
such  stock  determined  under  section  1246(e)(1)  would  be  $4,500. 
If  the  heir  sold  such  stock  in  1963,  he  is  allowed  to  deduct  the  follow¬ 
ing  amount  from  his  1963  gross  income: 

Estate  tax  actually  paid  (on  taxable  estate  of  $55,000) - $8,  250 

Less:  Estate  tax  computed  by  reducing  the  gross  estate  by  $500  (tax 

on  taxable  estate  of  $54,500) -  8,  125 

Amount  deducted  from  the  heir’s  gross  income -  125 

If  in  1963,  the  heir  had  sold  only  one-half  of  the  stock,  then  only  $62.50 
(y2  of  $125)  could  have  been  deducted  from  his  gross  income. 

( f )  Information  with  respect  to  certain  foreign  investment. — Subsec¬ 
tion  (f)  of  section  1246  requires  certain  United  States  shareholders  of 
a  foreign  investment  company  to  furnish  with  respect  to  such  company 
such  information  as  the  Secretary  of  the  Treasury  or  his  delegate  shall 
by  regulations  prescribe.  The  requirement  is  applicable  only  to  those 
United  States  persons  who  on  the  last  day  of  the  taxable  year  of  a 
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foreign  investment  company  beginning  after  December  31,  1962,  own 
5  percent  or  more  in  value  of  the  stock  of  such  company. 

(: 9 )  Cross  reference. — Subsection  (g)  of  section  1246  is  a  cross  refer¬ 
ence  to  section  312(1)  of  the  code  (relating  to  effect  on  earnings  and 
profits  of  foreign  investment  companies)  which  is  added  by  section 
15(b)(1)  of  the  bill. 

SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COMPANIES  TO  DISTRIBUTE 

INCOME  CURRENTLY 

Section  1247  provides  that  section  1246  will  not  apply  to  the  share¬ 
holders  of  a  registered  foreign  investment  company  if  such  company 
makes  the  election  provided  for  by  section  1247,  and  if  the  shareholders 
include  in  their  income  their  proportionate  share  of  the  company’s 
long-term  capital  gain. 

(a)  Election  by  foreign  investment  company.— Section  1247(a)(1) 
provides  that  if  a  foreign  investment  company  of  the  type  defined  in 
section  1246(b)(1)  (relating  to  registered  foreign  investment  com¬ 
panies)  makes  the  election  provided  by  section  1247,  section  1246 
will  not  apply  with  respect  to  its  qualified  shareholders  during  any 
taxable  year  of  the  company  to  which  the  election  is  effective.  Such 
election  must  be  made  on  or  before  December  31,  1962,  in  the  manner 
provided  in  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate.  The  election  commits  the  company  to  fulfill  the 
requirements  provided  in  subparagraphs  (A),  (B),  and  (C)  of  sub¬ 
section  (a)(1)  for  each  taxable  year  beginning  after  December  31,  1962. 

Under  subparagraph  (A),  the  company  elects  to  distribute  to  its 
shareholders  at  least  90  percent  of  its  taxable  income.  For  this 
purpose,  taxable  income  is  the  amount  determined  as  if  such  company 
were  a  domestic  corporation  but  with  the  adjustments  provided  in 
subparagraph  (A)  of  paragraph  (2). 

Under  subparagraph  (B),  the  company  elects  to  designate,  in  a 
written  notice  mailed  to  its  shareholders  at  any  time  before  30  days 
after  the  close  of  its  taxable  year,  the  pro  rata  amount  of  any  excess 
of  net  long-term  capital  gains  over  net  short-term  capital  losses  and 
the  portion  thereof  which  is  being  distributed.  Such  determinations 
are  to  be  made  as  if  such  company  were  a  domestic  corporation. 

Under  subparagraph  (C),  the  company  elects  to  provide  such  in¬ 
formation  as  the  Secretary  of  the  Treasury  or  his  delegate  deems 
necessary  to  carry  out  the  purposes  of  section  1247. 

Paragraph  (2)  (A)  of  subsection  (a)  provides  special  rules  for  com¬ 
puting  taxable  income  under  paragraph  (1)(A). 

Subparagraph  (A)  states  that  such  taxable  income  will  be  deter¬ 
mined  without  regard  to — 

(i)  the  excess  of  the  net  long-term  capital  gains  over  net  short¬ 
term  capital  losses  for  the  taxable  year, 

(ii)  the  net  operating  loss  deduction  under  section  172,  and 
(hi)  the  deductions  provided  in  part  VIII  of  subchapter  B 

(relating  to  special  deductions  for  corporations),  other  than  the 
deduction  provided  in  section  248  (relating  to  organizational 
expenses). 

Paragraph  (2)(B)  provides  that  in  determining  the  amount  of  the 
distribution  made  under  paragraph  (1)(A),  a  distribution  made  after 
the  close  of  the  taxable  year  but  on  or  before  the  15th  day  of  the  third 
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month  of  the  next  taxable  year  will  be  considered  as  distributed  dur¬ 
ing  the  earlier  year  to  the  extent  elected  by  the  company  on  or  before 
the  15th  day  of  such  third  month.  Such  election  is  to  be  made  in 
accordance  with  regulations  prescribed  by  the  Secretary  of  the  Treas¬ 
ury  or  his  delegate. 

Subparagraph  (C)  of  paragraph  (2)  provides  that  for  purposes  of 
making  the  computations  under  paragraph  (1)(B),  any  capital  loss 
under  section  1212  incurred  prior  to  the  first  effective  year  of  the 
election  will  not  be  carried  forward  to  the  period  for  which  the  election 
is  effective. 

(b)  Years  to  which  election  applies. — Subsection  (b)  of  the  new  section 
1247  provides  that  the  election  is  to  terminate  as  of  the  close  of  the 
taxable  year  preceding  its  first  taxable  year  in  which — 

(1)  the  company  fails  (unless  it  is  shown  that  such  failure  is  due 
to  reasonable  cause  and  not  due  to  willful  neglect)  at  any  time  to 
comply  with  any  of  the  requirements  set  forth  in  subsection  (a)(1), 

(2)  the  company  is  a  foreign  personal  holding  company,  or 

(3)  the  company  is  not  a  registered  foreign  investment  company  as 
described  in  section  1246(b)(1). 

(c)  Qualified  shareholders. — Paragraph  (1)  of  subsection  (c)  of  sec¬ 
tion  1247  defines  a  “qualified  shareholder”  to  mean  a  shareholder 
who  is  a  United  States  person  (as  defined  in  sec.  7701  (a)  (30),  added 
by  sec.  9(h)  of  the  bill)  other  than  a  shareholder  described  in  para¬ 
graph  (2)  of  subsection  (a)  of  section  1247. 

Paragraph  (2)  provides  that  a  United  States  person  is  not  to  be 
treated  as  a  qualified  shareholder  for  the  taxable  year  if  for  such 
taxable  year  (or  for  any  prior  taxable  year)  he  fails  to  include  (in 
computing  his  long-term  capital  gains  in  his  return  for  such  taxable 
year)  the  amount  designated  by  the  company  as  his  share  of  the 
company’s  undistributed  capital  gains  for  its  taxable  year  ending 
within  or  with  the  shareholder’s  taxable  year.  Once  a  taxpayer  fails 
to  comply  with  the  provisions  of  this  paragraph  in  determining  his 
status  as  a  qualified  shareholder,  he  loses  the  benefits  of  a  qualified 
shareholder  for  the  duration  of  the  election  and  section  1246  will  apply 
when  he  sells  or  exchanges  the  stock  of  the  foreign  investment  com¬ 
pany  at  a  gain.  However,  if  a  taxpayer  can  show  that  the  failure  to 
include  his  share  of  the  undistributed  capital  gains  in  his  return  was 
due  to  reasonable  cause  and  not  due  to  willful  neglect,  he  will  continue 
to  be  treated  as  a  qualified  shareholder. 

( d )  Adjustments. — Subsection  (d)  of  the  new  section  1247  provides 
that  when  undistributed  capital  gains  are  included  in  the  qualified 
shareholder’s  gross  income,  adjustments  must  be  made  (1)  in  the 
earnings  and  profits  of  the  electing  foreign  investment  company,  and 
(2)  to  the  adjusted  basis  of  his  stock  to  reflect  the  inclusion  in  his  gross 
income  of  such  gains.  Such  adjustments  are  to  be  made  in  accordance 
with  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate. 

(e)  Loss  on  sale  or  exchange  of  certain  stock  held  less  than  6  months. — 
If  a  share  of  stock  is  held  by  a  qualified  shareholder  for  less  than  6 
months  and  if  he  treats  any  amount  designated  under  section  1247(a) 
(1)(B)  as  long-term  capital  gain  with  respect  to  such  shares,  then  sub¬ 
section  (e)  of  section  1247  requires  any  loss  on  the  sale  or  exchange 
of  such  share  (to  the  extent  of  the  amount  so  treated  as  long-term 
capital  gain)  to  be  treated  as  loss  from  the  sale  or  exchange  of  a  capital 
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asset  held  for  more  than  6  months.  For  example,  on  December  20, 
1963,  A  purchases  a  share  of  stock  in  Corporation  F,  an  electing  for¬ 
eign  investment  company,  for  $50.  Corporation  F  (which  is  on  a  cal¬ 
endar  year  basis)  designates  A’s  share  of  its  long-term  capital  gains 
for  the  year  1963  as  being  $5.  No  distribution  with  respect  to  cap¬ 
ital  gains  is  made.  A,  therefore,  includes  $5  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  1963.  On  January  10,  1964,  A 
sells  such  share  for  $49.  Since  A  has  a  basis  of  $55  (the  $50  original 
cost  plus  the  $5  capital  gain  included  in  income  but  not  distributed) 
the  sale  results  in  a  loss  of  $6.  Subsection  (e)  treats  $5  of  this  loss 
as  a  long-term  capital  loss. 

SECTION  15.  FOREIGN  INVESTMENT  COMPANIES 

(Continued) 

(b)  Conjorming  amendments. — Paragraph  (1)  of  section  15(b)  of 
the  bill  amends  section  312  of  the  1954  Code  (relating  to  effect  on 
earnings  and  profits)  by  adding  after  subsection  (k)  thereof  a  new  sub¬ 
section  (1). 

Paragraph  (1)  of  subsection  (1)  provides  that  upon  the  sale  or  ex¬ 
change  of  stock  in  a  foreign  investment  company  by  a  shareholder 
who  is  a  United  States  person,  if  such  foreign  investment  company  is 
a  member  of  an  affiliated  group  (as  defined  in  par.  (2)),  then  the'ac- 
cumulated  earnings  and  profits  of  all  member  companies  are  to  be 
allocated  under  regulations  prescribed  by  the  Secretary  of  the  Treasury 
or  his  delegate,  in  such  a  manner  as  to  carry  out  the  purposes  of  section 
1246. 

Paragraph  (2)  of  subsection  (1)  defines  the  term  “affiliated  group” 
for  purposes  of  subsection  (1)(1)  to  have  the  same  meaning  as  such  term 
has  in  section  1504(a)  except  that  (A)  “more  than  50  percent”  is 
substituted  for  “80  percent  or  more”  wherever  appearing  in  section 
1504(a),  and  (B)  all  corporations  are  treated  as  includible  corporations 
without  regard  to  section  1504(b). 

Paragraph  (3)  of  new  subsection  (1)  provides  a  rule  governing  the 
reduction  in  the  earnings  and  profits  of  a  foreign  investment  company 
as  a  result  of  amounts  distributed  by  a  foreign  investment  company 
in  a  partial  liquidation  or  in  redemptions  to  which  section  302(a)  or 
303  applies.  The  portion  of  the  distribution  which  is  chargeable  to 
earnings  and  profits  shall  be  an  amount  which  is  not  in  excess  of  the 
redeemed  stock’s  ratable  share  of  the  earnings  and  profits  of  the  com¬ 
pany  accumulated  after  February  28,  1913.  The  effect  of  this  pro¬ 
vision  is  to  allocate  to  each  share  of  stock  (whether  or  not  redeemed) 
an  equal  amount  of  the  company’s  accumulated  earnings  and  profits 
at  the  time  of  the  redemption.  Paragraph  (3)  of  subsection  (1)  applies 
only  to  such  distributions  made  after  December  31,  1962.  The  ap¬ 
plication  of  subsection  (1)(3)  of  section  312  may  be  illustrated  by  the 
following  example:  Corporation  F,  a  foreign  investment  companjq  has 
accumulated  earnings  and  profits  of  $10,000  on  December  31,  1963, 
on  which  date  Corporation  F  redeems  shareholder  A’s  stock  for  cash 
in  the  amount  of  $4,000.  A  is  a  20-percent  shareholder.  Under  the 
amendment  the  earnings  and  profits  of  the  corporation  are  reduced  by 
only  $2,000  (20  percent  of  $10,000). 

Paragraph  (2)  of  section  15(b)  of  the  bill  amends  section  751(d)(2) 
of  the  code  (relating  to  inventory  items  of  a  partnership  which  have 
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.  appreciated  substantially  in  value)  by  adding  new  subparagraphs  (C) 
and  (D)  which  provide  treatment  for  the  sale  or  exchange  of  an  in¬ 
terest  in  a  partnership  which  holds  stock  in  a  foreign  investment 
company.  The  amendment  treats  foreign  investment  company  stock 
as  an  inventory  item  of  the  partnership  under  subsection  (d)(2)  of 
section  751.  II  an  interest  in  a  partnership,  holding  stock  in  a  foreign 
investment  company,  is  sold  or  exchanged,  and  if  section  1246(a) 
would  apply  to  the  gain  on  the  sale  or  exchange  of  such  stock  were 
such  stock  sold  or  exchanged  by  the  partnership,  the  amount  received 
for  such  interest  which  is  attributable  to  the  inventory  items  under 
section  75(d)(2)  (including  foreign  investment  company  stock)  will 
be  taxed  at  ordinary  income  rates,  provided  under  section  751(d)(1) 
the  substantial  appreciation  tests  for  inventory  items  of  the  partner¬ 
ship  are  satisfied. 

Paragraph  (3)  of  section  15(b)  of  the  bill  amends  section  1223  of 
the  code  (relating  to  holding  period  of  property)  by  redesignating 
paragraph  (10)  as  paragraph  (11)  and  adding  a  new  paragraph  (10). 

|  Paragraph  (10)  requires  a  taxpaver  in  determining  the  period  for 
which  he  held  certain  trust  certificates  to  which  section  1246(d) 
applies  (relating  to  entities  holding  foreign  investment  company 
stock),  or  the  period  for  which  lie  held  stock  to  which  such  section 
applies,  to  include  the  period  for  which  the  trust  or  corporation  held 
the  stock  of  foreign  investment  companies. 

(c)  Effective  date. — Subsection  (cl  of  section  15  of  the  bill  provides 
that  the,  amendments  made  by  section  15  are  to  apply  with  respect 
to  taxable  years  beginning  after  December  31,  1962. 

SECTION  16.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS 

{a)  Treatment  off  gain  ffrom  the  redemption,  cancellation,  or  sale  of 
stock  in  certain  ff or eign  corporations. — Subsection  (a)  of  section  16  of 
the  bill  amends  part  IV  of  subchapter  P  of  chapter  1  (relating  to 
special  rules  for  determining  capital  gains  and  losses)  by  adding  after 
section  1247  (as  added  by  sec.  15  of  the  bill)  a  new  section  1248. 

Redemptions  and  liquidations 

Subject  to  the  limitations  of  subsection  (c),  subsection  (a)  of  the 
new  section  1248  applies  to  (1)  redemptions  of  stock  in  foreign  corpo¬ 
rations  which  are  treated  as  exchanges  under  section  302(a),  including 
redemptions  to  which  section  304  applies;  (2)  cancellation  of  stock 
in  complete  liquidation  of  foreign  corporations  which  are  treated  as 
exchanges  under  section  331(a)(1),  including  liquidations  of  subsidiary 
corporations  if  section  332  does  not  apply;  and  (3)  cancellation  of 
stock  in  partial  liquidation  of  foreign  corporations  which  are  treated 
as  exchanges  under  section  331(a)(2).  The  new  section  1248  does 
not  apply  to  a  distribution  in  redemption  of  stock  to  which  section 
302(d)  applies,  or  to  a  distribution  of  property  to  which  section  303 
applies. 

Subsection  (a)  provides  that  United  States  persons  (as  defined 
in  sec.  7701(a)(30)  of  the  code,  as  added  by  sec.  9(h)  of  the  bill) 
realizing  gain  on  such  exchanges  are  required  to  include  in  gross  income 
as  a  dividend  so  much  of  the  gain  as  is  equal  to  the  United  States 
person’s  proportionate  share  of  the  earnings  and  profits  of  the  foreign 
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corporation  accumulated  after  February  28,  1913.  That  part  of 
the  gain  in  excess  of  such  amount  is  not  affected  by  the  bill. 

A  United  States  person’s  proportionate  share  of  earnings  and  profits 
is  determined  on  the  basis  of  his  percentage  of  stock  ownership  on  the 
date  of  redemption,  liquidation,  or  partial  liquidation,  or  if  a  distri¬ 
bution  is  one  of  a  series  of  distributions  in  redemption  of  all  the  stock 
of  a  corporation  at  the  date  of  each  redemption.  Thus,  if  a  United 
States  person  owns  100%  of  the  stock  of  a  foreign  corporation  on  the 
date  a  foreign  corporation  is  liquidated,  the  gain  realized  on  the 
exchange,  to  the  extent  of  100%  of  the  earnings  and  profits  of  the 
foreign  corporation,  would  be  included  in  gross  income  as  a  dividend. 

To  the  extent  gain  is  included  in  gross  income  as  a  dividend,  the 
applicable  rules  of  subpart  A  of  part  III  of  subchapter  N,  relating  to 
foreign  tax  credits,  apply.  Thus,  foreign  tax  credits  for  amounts 
allowed  under  section  901(b)  with  respect  to  taxes  paid,  and  section 
902  with  respect  to  taxes  deemed  to  be  paid,  are  allowable  if  the 
United  States  person  chooses  to  have  the  benefits  of  such  sections. 
The  rules  of  section  11  of  the  bill,  relating  to  the  gross-up  of  dividends 
from  loreign  corporations,  apply  to  dividends  under  this  section  in 
the  same  manner  and  to  the  same  extent  as  section  1 1  applies  to  any 
other  dividend.  There  is  no  foreign  tax  credit  with  respect  to  any 
taxes  paid  by  the  foreign  corporation  as  to  the  portion  of  the  gain 
which  is  not  treated  as  a  dividend. 

The  basis  of  property  received  in  a  distribution  to  which  subsection 
(a)  applies  will  continue  to  be  determined  under  existing  law  relating 
to  such  taxable  exchanges. 

Sales  and  other  exchanges 

Subject  to  the  limitations  of  subsection  (c),  subsection  (b)  of  the 
new  section  1248  applies  to  all  sales  of  stock  in  foreign  corporations, 
and  to  all  taxable  exchanges  of  stock  in  foreign  corporations,  other 
than  exchanges  to  which  subsection  (a)  applies,  in  which  gain  is 
realized. 

If  a  United  States  person  sells  or  exchanges  stock  in  a  foreign 
corporation,  the  gain  recognized  is  treated  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset  to  the  extent  of  such 
person’s  proportionate  share  of  the  earnings  and  profits  of  the  foreign 
•corporation  accumulated  during  the  period  the  stock  sold  or  exchanged 
was  held  by  such  United  States  person.  For  this  purpose,  earnings 
and  profits  are  determined  on  the  basis  of  the  time  each  share  of  stock 
sold  or  exchanged  was  held,  as  determined  under  section  1223.  Thus, 
if  100%  of  the  stock  of  a  foreign  corporation  was  held  for  five  years, 
and  if  50%  was  held  for  the  prior  five-year  period,  the  United  States 
person’s  proportionate  share  of  the  earnings  and  profits  would  be  the 
total  earnings  and  profits  for  five  years  and  50%  of  the  earnings  and 
profits  for  the  prior  five-year  period.  That  part  of  gain  in  excess  of 
such  amount  is  treated  as  provided  by  the  code  without  regard  to  the 
new  section  1248. 

The  earnings  and  profits  of  a  foreign  corporation  are  not  reduced 
by  any  amount  included  in  gross  income  under  subsection  (b). 
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Limitations 

Subsection  (c)  of  new  section  1248  contains  six  limitations  on  the 
application  of  the  general  rules  of  subsections  (a)  and  (b).  In  addi¬ 
tion  to  these  limitations,  section  1248  would  be  inapplicable  to  ex¬ 
changes  described  in  sections  332,  351,  354,  355,  356,  or  361  of  the 
code  if  before  such  exchange,  as  prescribed  in  section  367,  it  has  been 
established  to  the  satisfaction  of  the  Secretary  of  the  Treasury  or  his 
delegate  that  such  exchange  is  not  in  pursuance  of  a  plan  having  as 
one  of  its  principal  purposes  the  avoidance  of  Federal  income  taxes. 

Paragraph  (1)  provides  that  subsections  (a)  and  (b)  apply  to  a 
sale  or  exchange  of  stock  in  a  foreign  corporation  only  if  the  foreign 
corporation  is  a  controlled  foreign  corporation,  as  defined  in  section 
954  (added  by  sec.  13  of  the  bill),  on  the  date  of  the  sale  or  exchange, 
or,  if  not  a  controlled  foreign  corporation  on  such  date,  if  the  foreign 
corporation  was  a  controlled  foreign  corporation  on  any  day  in  the 
five-year  period  ending  on  the  date  of  sale  or  exchange. 

Paragraph  (2)  provides  that  subsections  (a)  and  *(b)  apply  to  a 
sale  or  exchange  of  stock  in  a  foreign  corporation  (subject  to  the  limita¬ 
tions  of  par.  (1))  only  if  the  United  States  person  whose  stock  is 
sold  or  exchanged  can  be  considered,  by  applying  the  rules  of  con¬ 
structive  ownership  of  section  955  (added  by  sec.  13  of  the  bill),  as 
being  the  owner,  directly  or  indirectly,  of  10%  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to  vote  of  the 
foreign  corporation  on  the  date  of  sale  or  exchange  or  at  any  time 
during  the  five-year  period  ending  on  the  date  of  the  sale  or  exchange. 
It  is  not  necessary  that  the  United  States  person  own  such  amount  of 
stock  on  the  date  of  sale  or  exchange  or  have  owned  such  amount  on 
a  day  when  the  foreign  corporation  was  a  controlled  foreign  corpora¬ 
tion. 

Paragraph  (3)  of  section  1248(c)  correlates  section  1248  with  section 
951  (added  by  sec.  13  of  the  bill)  by  reducing  the  amount  of  gain 
considered  a  dividend  under  subsection  (a) ,  or  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset  under  subsection  (b), 
by  the  United  States  person’s  proportionate  share  of  earnings  and 
profits  of  the  foreign  corporation,  attributable  to  the  stock  sold  or 
exchanged,  previously  included  in  the  gross  income  of  the  United 
States  person  bjr  the  application  of  subpart  F  of  part  III  of  sub¬ 
chapter  N.  However,  amounts  previously  included  in  the  gross 
income  of  the  United  States  person  under  section  951  are  reduced 
by  amounts  subsequently  distributed  by  the  foreign  corporation  and 
excluded  from  gross  income  of  the  United  States  person  under  section 
956. 

The  application  of  this  paragraph  may  be  illustrated  by  the  follow¬ 
ing  example  involving  United  States  person  X  who  owns  100%  of  the 
stock  of  foreign  corporation  A.  X  purchased  the  stock  on  January  1, 
1964  for  $100,000  and  sold  the  stock  on  January  1,  1966  for  $115,000. 
For  the  year  1964,  corporation  A  had  subpart  F  income  of  $10,000 
which  was  included  in  the  gross  income  of  X  under  section  951. 
Corporation  A  had  no  earnings  and  profits  for  the  year  1965,  but  made 
a  $5,000  distribution  out  of  1964  earnings  and  profits  and  thus  exclud- 
ible  from  gross  income  of  X  under  section  956.  For  the  year  1966,  X 
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is  required  to  include  $10,000  in  gross  income  as  a  long-term  capital 
gain,  which  amount  is  computed  as  follows: 


(i)  Amount  of  gain: 

(a)  Amount  realized _  $115,000 

(b)  Adjusted  basis: 

Cost -  $100,000 

Increased  by  amount  included  in  gross 

income  under  section  951  (sec.  958(a))..  10,  000 


„  J  1 10,  000 

Reduced  by  amount  excluded  from  gross 

income  under  section  956  (sec.  958(b))..  5,  000 


Adjusted  basis _  105,  000 


(c)  Amount  of  gain  ((a)  minus  (b)) _  10,000 

(ii)  Amount  of  gain  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset 
(sec.  1248(b)): 

(a)  X’s  proportionate  share  of  earnings  and  profits 

accumulated  during  the  period  the  stock  sold 
was  held  by  X  ($10,000  of  earnings  and  profits 
for  1964,  reduced  bv  $5,000  distributed  dur- 

...  Jng  1965)r -  $5,000 

(b)  X  s  proportionate  share  of  earnings  and  profits 

previously  included  in  the  gross  income  of  X 
under  section  951  ($10,000,  reduced  by  dis¬ 
tributions  excluded  from  the  gross  income  of 
X  under  section  956,  $5,000) _  5,  000 


(c)  Gain — considered  as  gain  from  the  sale  or  ex¬ 
change  of  property  which  is  not  a  capital 
asset  ((a)  minus  (b)) _  0 


(iii)  Amount  of  gain  from  the  sale  of  a  capital  asset  held  for  more  than 

6  months  (item  (i)  minus  item  (ii)) _  10,  000 


Paragraph  (4)  provides  that  subsections  (a)  and  (b)  do  not  apply 
to  a  distribution  of  property  to  a  United  States  person  by  a  foreign 
corporation  in  redemption  of  part  or  all  of  the  stock  of  such  corpora¬ 
tion  to  which  section  303,  relating  to  distributions  in  redemption  of 
stock  to  pay  death  taxes,  applies. 

Paragraph  (5)  provides  that  subsection  (b)  does  not  apply  to  gain 
recognized  because  of  the  receipt  of  additional  consideration  on  ex¬ 
changes  to  which  section  356  applies. 

Paragraph  (6)  provides  that  the  amount  includible  in  gross  income 
under  subsections  (a)  or  (b)  shall  not  include  any  amount  treated  as 
a  dividend,  as  gain  from  the  sale  of  an  asset  which  is  not  a  capital 
asset,  or  as  gain  from  the  sale  of  an  asset  held  for  not  more  than  six 
months,  under  any  other  provision  of  the  code. 

Taxpayer  to  establish  earnings  and  profits 
Subsection  (d)  of  the  new  section  1248  provides  that  the  United 
States  person  selling  or  exchanging  the  stock  must  establish  the  amount 
of  earnings  and  profits  of  the  foreign  corporation  to  he  taken  into 
account  under  subsections  (a)  and  (b).  If  the  United  States  person 
does  not  establish  the  amount  of  earnings  and  profits  to  be  taken  into 
account,  his  entire  gain  is  treated  as  a  dividend  under  subsection  (a), 
or  as  gain  from  the  sale  or  exchange  of  property  which  is  not  a  capital 
asset  under  subsection  (b),  whichever  is  applicable. 
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(b)  Clerical  amendment. — Subsection  (b)  of  section  16  of  the  bill 
conforms  the  table  of  sections  for  part  IV  of  subchapter  P  to  the 
amendment  made  by  subsection  (a)  of  section  16  of  the  bill. 

(c)  Effective  date. — Subsection  (c)  of  section  16  of  the  bill  provides 
that  the  amendments  made  by  section  16  are  to  apply  with  respect  to 
sales  or  exchanges  occurring  after  the  date  of  the  enactment  of  the 
bill. 

SECTION  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 

PATRONS 

(a)  In  general. — -Subsection  (a)  of  section  17  of  the  bill  amends  the 
Internal  Revenue  Code  of  1954  by  adding  to  chapter  1  a  new  sub¬ 
chapter  T  (relating  to  cooperatives  and  their  patrons)  consisting  of 
part  I,  tax  treatment  of  cooperatives,  part  II,  tax  treatment  by 
patrons  of  patronage  dividends,  and  part  III,  definitions  and  special 
rules. 

Part  I — Tax  Treatment  of  Cooperatives 

Part  1  of  subchapter  T  consists  of  section  1381,  organizations  to 
which  such  part  applies,  section  1382,  taxable  income  of  cooperatives, 
and  section  1383,  computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

SECTION  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES 

(a)  In  general. — Subsection  (a)  of  section  1381  provides  that  part 
I  of  subchapter  T  is  to  apply  to  any  organization  which  is  exempt  from 
tax  under  section  521  (relating  to  exemption  of  farmers’  cooperatives) 
and  to  any  corporation  operating  on  a  cooperative  basis.  Part  I  is 
not  applicable,  however,  to  any  organization  (1)  which  is  exempt  from 
income  taxes  (other  than  an  exempt  farmers’  cooperative  described  in 
sec.  521) ;  (2)  which  is  subject  to  the  provisions  of  part  II  of  subchapter 
H  (relating  to  mutual  savings  banks,  etc.);  (3)  which  is  subject  to  the 
provisions  of  subchapter  L  (relating  to  insurance  companies);  or  (4) 
which  is  engaged  in  furnishing  electric  energy,  or  providing  telephone 
service,  to  persons  in  rural  areas.  Thus,  part  I  of  the  new  subchapter 
T  does  not  apply  to  any  cooperative  exempt  from  tax  under  section 
501.  Nor  does  it  apply  to  a  cooperative  which  generates  or  transmits 
electricity  for  use  by  persons  living  in  rural  areas. 

( b )  Tax  on  certain  farmers’  cooperatives. — Subsection  (b)  of  section 
1381  provides  that  the  farmers’  cooperatives  described  in  section  521 
are  subject  to  corporate  income  taxes.  This  is  the  same  provision 
as  the  provision  presently  contained  in  section  522. 

SECTION  1382.  TAXABLE  INCOME  OF  COOPERATIVES 

(a)  Gross  income. — Subsection  (a)  of  section  1382  provides  that, 
except  as  provided  in  section  1382(b),  all  cooperatives  to  which  part 
T  of  the  new  subchapter  T  applies  must  compute  gross  income  without 
any  adjustment  (as  a  reduction  in  gross  receipts,  an  increase  in  cost 
of  goods  sold,  or  otherwise)  for  amounts  allocated  or  distributed  to 
patrons  out  of  net  earnings. 

( b )  Patronage  dividends. — Subsection  (b)(1),  applicable  to  both 
taxable  and  exempt  cooperatives,  provides  that  in  determining  the 
taxable  income  of  a  cooperative  there  are  not  to  be  taken  into  account 
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certain  patronage  dividends  paid  in  money,  qualified  written  notices 
of  allocation,  or  other  property  (other  than  nonqualified  written 
notices  of  allocation).  Under  this  subsection,  the  patronage  divi¬ 
dends  which  are  not  to  be  taken  into  account  in  computing  taxable 
income  for  a  taxable  year  are  those  which  are  paid  during  the  pay¬ 
ment  period  for  that  taxable  year  (as  defined  in  sec.  1382(d))  with 
respect  to  patronage  occurring  during  such  taxable  year. 

Under  subsection  (b)(2),  also  applicable  to  both  taxable  and 
exempt  cooperatives,  certain  amounts  paid  in  money  or  other  property 
(except  written  notices  of  allocation)  in  redemption  of  nonqualified 
written  notices  of  allocation  are  not  to  be  taken  into  account  in 
determining  the  taxable  income  of  a  cooperative.  The  amounts 
described  in  subsection  (b)(2)  which  are  not  to  be  taken  into  account 
for  a  taxable  year  are  those  which  are  paid  during  the  payment 
period  for  that  taxable  year  in  redemption  of  nonqualified  written 
notices  of  allocation  which  were  paid  as  patronage  dividends  during 
the  payment  period  for  the  taxable  year  during  which  the  patronage 
occurred. 

Subsection  (b)  also  provides  that  amounts  described  in  such  sub¬ 
section  which  are  not  taken  into  account  in  determining  taxable 
income  are  to  be  treated  for  purposes  of  the  1954  Code  in  the  same 
manner  as  items  of  gross  income  and  corresponding  deductions  there¬ 
from.  Thus,  for  example,  in  determining  the  amount  omitted  from 
gross  income  for  purposes  of  section  6501(e)  (relating  to  period  of 
limitations  where  there  are  omissions  from  gross  income),  amounts 
paid  as  patronage  dividends  (though  not  required  to  be  taken  into 
account  in  determining  taxable  income)  are  to  be  treated  as  amounts 
properly  includible  in  gross  income. 

(c)  Deduction  for  nonpatronage  distributions,  etc. — In  the  case  of  a 
farmers’  cooperative  which  is  exempt  under  section  521,  certain 
deductions  (in  addition  to  other  deductions  allowed  under  chapter  1) 
are  allowed  under  subsection  (c)  of  the  new  section  1382.  Sub¬ 
section  (c)(1)  allows  a  deduction  for  dividends  paid  by  such  a  coopera¬ 
tive  during  the  taxable  year  on  its  capital  stock.  This  deduction  is 
the  same  in  substance  as  that  currently  allowed  under  section 
522(b)(1)(A). 

Subsection  (c)(2)(A)  allows  a  deduction  for  amounts  paid  during 
the  payment  period  for  a  taxable  year,  on  a  patronage  basis,  out  of 
earnings  of  that  taxable  year  derived  either  from  business  done  for 
the  United  States  or  from  sources  other  than  patronage.  A  deduction 
is  allowed  by  subsection  (c)(2)(A),  however,  only  for  amounts  paid 
in  money,  qualified  written  notices  of  allocation,  or  other  property 
(except  nonqualified  written  notices  of  allocation).  For  purposes  of 
the  deduction  allowed  by  subsection  (c)(2)(A),  amounts  are  con¬ 
sidered  as  paid  on  a  patronage  basis  if  they  are  paid  in  proportion, 
insofar  as  is  practicable,  to  the  amount  of  business  done  by  or  for 
patrons  during  the  period  to  which  such  amounts  are  attributable. 

In  addition  to  the  deductions  allowed  by  subsections  (c)(1)  and 
(c)(2)(A),  a  deduction  is  allowed  under  subsection  (c)(2)(B)  for 
amounts  paid  in  money  or  other  property  (except  written  notices  of 
allocation)  in  redemption  of  a  nonqualified  written  notice  of  allocation 
which  was  previously  paid  during  the  payment  period  for  a  taxable 
year  on  a  patronage  basis  to  a  patron  out  of  earnings  derived  during 
that  taxable  year  either  from  business  done  for  the  United  States  or 
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from  sources  other  than  patronage.  A  deduction  under  subsection 

(c)(2)(B)  will  be  allowed  for  a  taxable  year  only  for  amounts  paid 
during  the  payment  period  for  that  taxable  year. 

For  purposes  of  the  new  subchapter  T,  a  written  notice  of  allocation 
is  considered  paid  when  it  is  issued  to  the  patron.  Amounts  paid  in 
redemption  of  a  nonqualified  written  notice  of  allocation  which  are  in 
excess  of  the  stated  dollar  amount  of  such  written  notice  of  allocation 
and  which  in  effect  constitute  interest  may  be  deducted  by  the  co¬ 
operative  as  interest.  These  excess  amounts  will  be  treated  by  the 
distributee  as  interest  and  not  as  a  patronage  dividend. 

(d)  Payment  period  for  each  taxable  year. — Subsection  (d)  of  section 
1382  contains  the  definition  of  the  “payment  period  for  each  taxable 
year.”  It  provides  that  the  payment  period  for  any  taxable  year  is 
the  period  beginning  with  the  1st  day  of  such  taxable  year  and  ending 
with  the  15th  day  of  the  9th  month  following  the  close  of  such  year. 
Thus,  a  cooperative  has  8%  months  after  the  close  of  a  taxable  year  in 
which  to  pay  patronage  dividends  out  of  the  net  earnings  from  patron¬ 
age  occurring  during  that  taxable  year.  Any  patronage  dividend 
which  it  pays  after  that  tune  must  be  taken  into  account  by  the 
cooperative  in  computing  its  taxable  income;  and  the  cooperative  will 
be  allowed  no  subsequent  adjustment  for  any  amount  it  pays  in  re¬ 
demption  of  a  written  notice  of  allocation  which  was  paid  as  a  part  of 
such  patronage  dividend.  The  same  general  rules  apply  with  respect 
to  nonpatronage  distributions  made  on  a  patronage  basis. 

(e)  Products  marketed  under  pooling  arrangements. — Subsection  (e) 

of  section  1382  provides  a  special  rule  for  determining,  for  purposes  of 
section  1382(b),  when  the  patronage  is  considered  to  have  occurred  in 
the  case  of  a  pooling  arrangement  for  the  marketing  of  products. 
Under  this  rule,  the  patronage  will  (to  the  extent  provided  in  regula¬ 
tions  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate)  be 
treated  as  occurring  during  the  taxable  year  in  which  the  pool  closes. 
For  example,  farmer  A  delivers  to  the  X  cooperative  100  bushels  of 
wheat  on  August  15,  1963,  at  which  time  he  receives  a  “per  bushel” 
advance.  On  October  15,  1963,  he  receives  an  additional  “per  bushel” 
payment.  The  pool  sells  some  of  its  wheat  in  1963  and  the  rest  in 
January  of  1964.  The  pool  is  closed  on  February  15,  1964.  For 
purposes  of  section  1382(b),  A’s  patronage  is  considered  as  occurring: 
in  1964.  6 

Section  1382  has  no  effect  on,  and  is  not  intended  to  change,  exist¬ 
ing  rules  with  respect  to  the  time  at  which  items  are  taken  into  account 
in  computing  the  cooperative’s  gross  income.  For  example,  a  tobacco 
stabilization  cooperative  may  be  required  by  the  Commodity  Credit 
Corporation  to  apply  a  portion  of  its  proceeds  from  the  sale  of  tobacco 
against  loans  on  other  crop  years.  In  a  letter  to  the  Department  of 
Agriculture  dated  October  11,  1955,  the  Internal  Revenue  Service  held 
that  this  portion  of  the  proceeds  was  not  includible  in  the  cooperative’s 
gross  income  until  the  cooperative  had  an  unrestricted  right  to  such 
portion.  Section  1382  will  in  no  way  change  this  holding.  Under 
section  1382(f),  the  Secretary  of  the  Treasury  or  his  delegate  may 
provide  by  regulations  that,  in  such  a  case,  the  patronage  to  which 
this  portion  of  the  proceeds  relates  is  to  be  considered  to  have  occurred 
during  the  taxable  year  when  the  cooperative  first  had  an  unrestricted 
right  to  such  portion.  This  will  permit  the  cooperative  to  pay  these 
proceeds  out  as  patronage  dividends  during  the  payment  period  for 
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such  later  year.  If  the  conditions  of  section  1382(b)  are  met,  such 
patronage  dividends  need  not  be  taken  into  account  in  determining 
the  taxable  income  of  the  cooperative  for  such  later  year.  Section 
1382(f)  permits  the  Secretary  of  the  Treasury  or  his  delegate  to  pro¬ 
vide  similar  rules  as  to  when  patronage  is  considered  to  have  occurred 
in  other  cases  when  earnings  are  includible  in  the  gross  income  of  a 
cooperative  for  a  taxable  year  after  the  patronage  occurred. 

SECTION  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE  REDEEMS 
NONQUALIFIED  WRITTEN  NOTICES  OF  ALLOCATION 

Section  1383  provides  a  special  rule  for  computing  a  cooperative’s 
tax  for  a  year  when  it  redeems  nonqualified  written  notices  of  allo¬ 
cation. 

(a)  General  rule. — Section  1383(a)  provides  that  if,  for  a  taxable 
year,  a  cooperative  is  allowed  a  deduction  under  section  1382  (b)(2) 
or  (c)(2)(B)  for  amounts  it  pays  in  redemption  of  nonqualified  written 
notices  of  allocation,  then  its  tax  for  that  year  shall  be  whichever  of 
the  following  is  the  smaller : 

(1)  The  tax  for  the  taxable  year  computed  with  the  deduction  for 
the  amounts  paid  in  redemption  of  the  nonqualified  written 
notices  of  allocation,  or 

(2)  An  amount  equal  to — ■ 

(A)  the  tax  for  the  taxable  year  computed  without  such 
deduction,  minus 

(B)  the  decrease  in  tax  under  chapter  1  for  the  prior 
taxable  year  (or  years)  which  would  result  solely  from  treat¬ 
ing  such  nonqualified  written  notices  of  allocation  as  qualified 
written  notices  of  allocation. 

ib)  Special  rules. — Section  1383(b)  provides  three  special  rules  ap¬ 
plying  to  the  alternative  tax  computations  based  on  the  decrease  in 
tax  for  the  prior  taxable  years.  Under  section  1383(b)(1),  if  the 
decrease  in  tax  for  the  prior  taxable  year  (or  years)  exceeds  the  tax 
for  the  current  year  (computed  without  any  deduction  for  amounts 
paid  in  redemption  of  nonqualified  written  notices  of  allocation),  the 
excess  is  to  be  considered  to  be  a  payment  of  tax  on  the  last  da}r  pre¬ 
scribed  by  law  for  the  payment  of  tax  for  the  current  taxable  year, 
and  is  to  be  refunded  or  credited  in  the  same  manner  as  if  it  were  an 
overpayment  for  the  current  taxable  year. 

Section  1383(b)(2)  provides  that,  for  purposes  of  computing  the 
decrease  in  tax  for  the  prior  taxable  year,  the  nonqualified  written 
notices  of  allocation  which  are  treated  as  qualified  written  notices  of 
allocation  are  to  be  considered  to  have  a  stated  dollar  amount  equal 
to  the  amount  paid  in  redemption  of  such  written  notices  of  allocation 
to  the  extent  such  amount  is  allowable  as  a  deduction  under  section 
1382  (b)(2)  or  (c)(2)(B). 

Section  1383(b)(3)  provides  that  if  the  alternative  tax  computation 
provided  by  section  1383(a)(2)  is  used,  then  the  deduction  otherwise 
allowable  for  the  current  year  by  reason  of  the  redemption  of  non¬ 
qualified  written  notices  of  allocation  is  not  to  be  allowed  for  any 
purpose  under  the  1 954  Code. 

The  application  of  section  1383  may  be  illustrated  by  the  following 
example: 


REVENUE  ACT  OF  1962 


a131 


The  X  Cooperative  (which  reports  its  income  on  a  calendar  year 
basis)  pays  patronage  dividends  of  $100  in  nonqualified  written 
notices  of  allocation  on  February  1,  1964,  with  respect  to  patronage 
occurring  in  1963.  Since  the  patronage  dividends  were  paid  in  non¬ 
qualified  written  notices  of  allocation,  the  X  Cooperative  must  include 
the  $100  in  gross  income  and  is  not  allowed  a  deduction  for  that 
amount  for  1963.  On  December  1,  1966,  the  X  Cooperative  redeems 
these  nonqualified  written  notices  of  allocation  for  $50.  Section 
1382(b)(2)  provides  that  the  X  Cooperative  is  not  to  take  that  $50 
into  account  in  determining  its  taxable  income  for  1966.  However, 
if  the  X  Cooperative  otherwise  lias  a  loss  for  1966  and,  therefore,  owes 
no  tax  for  that  year,  it  may  make  the  computation  under  the  alterna¬ 
tive  method  provided  in  section  1383(a)(2).  Under  this  alternative, 
it  would  be  permitted  a  credit  or  refund  of  thexlecrease  in  tax  for  1963 
which  results  from  recomputing  the  1963  tax'liability  as  if  patronage 
dividends  of  $50  had  been  paid  for  1963  in  qualified  written  notices  of 
allocation.  If  this  alternative  is  used,  the  X  Cooperative  cannot  then 
use  the  $50  deduction  otherwise  allowable  for  1966  to  increase  its  net 
operating  loss  carryback  or  carryforward.  If  the  X  Cooperative  also 
redeems  on  December  1,  1966,  nonqualified  written  notices  of  alloca¬ 
tion  which  were  paid  as  patronage  dividends  on  February  1,  1965, 
with  respect  to  patronage  occurring  in  1964,  it  would  be  allowed  a 
credit  or  refund  for  the  decrease  in  tax  for  1964.  It  could  not,  how¬ 
ever,  apply  one  method  for  computing  the  tax  with  respect  to  the 
redemption  in  1966  of  the  nonqualified  written  notices  of  allocation 
paid  in  1964  and  the  other  method  with  respect  to  the  redemption  in 
1966  of  the  nonqualified  written  notices  of  allocation  paid  in  1965. 

Part  II — Tax  Treatment  by  Patrons  of  Patronage  Dividends 

Part  II  of  subchapter  T,  consisting  of  section  1385,  deals  with  the 
patron’s  tax  treatment  of  patronage  dividends  and  amounts  paid  by 
an  exempt  farmers’  cooperative  from  nonpatronage  earnings. 

SECTION  1385.  AMOUNTS  INCLUDIBLE  IN  PATRONS  GROSS  INCOME 

(a)  General  rule. — Subsection  (a)(1)  requires  the  patron  to  include 
in  gross  income  the  amount  of  any  patronage  dividend  (other  than 
one  described  in  sec.  1385(b))  received  during  the  taxable  year  from 
a  taxable  or  an  exempt  cooperative  to  which  part  I  of  subchapter  T 
applies,  if  paid  in  money,  a  qualified  written  notice  of  allocation,  or 
other  property  (except  a  nonqualified  written  notice  of  allocation). 
Subsection  (a)(2)  requires  inclusion  in  the  gross  income  of  the  patron 
of  distributions  (other  than  those  paid  in  nonqualified  written  notices 
of  allocation)  paid  on  a  patronage  basis  by  a  farmers’  cooperative 
exempt  under  section  521  with  respect  to  earnings  derived  either  from 
business  done  for  the  United  States  or  from  sources  other  than  patron¬ 
age.  The  patron  must  include  patronage  dividends  in  gross  income 
for  the  taxable  year  during  which  they  are  received,  even  though  the 
cooperative  does  not  take  them  into  account  in  computing  taxable 
income  for  its  preceding  taxable  year  because  they  were  paid  during 
the  payment  period  for  such  preceding  taxable  year.  Patronage 
dividends  are  includible  in  the  patron’s  gross  income  under  section 
1385  even  if  the  cooperative  is  not  permitted  any  adjustment  lor  such 
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patronage  dividends  because  they  were  not  paid  during  the  payment 
period  for  the  taxable  year  in  which  the  patronage  occurred. 

(6)  Exclusion  from  gross  income. — Subsection  (b)(1)  of  section  1385 
excludes  from  gross  income  a  patronage  dividend,  or  an  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  nonqualified 
written  notice  of  allocation  which  was  previously  paid  as  a  patronage 
dividend,  which  is  properly  taken  into  account  as  an  adjustment  to 
basis  of  property.  For  example,  if  a  patronage  dividend  is  attribut¬ 
able  to  the  purchase  of  a  capital  asset  or  property  used  in  a  trade  or 
business,  such  patronage  dividend  will  not  be  included  in  the  distrib¬ 
utee’s  gross  income  but  will  reduce  the  basis  of  such  asset  or  property. 
Subsection  (b)(2)  provides  that  a  patronage  dividend,  or  an  amount 
received  on  the  redemption,  sale,  or  other  disposition  of  a  nonqualified 
written  notice  of  allocation  which  was  previously  paid  as  a  patronage 
dividend,  which  is  paid  to  a  patron  with  respect  to  the  purchase  of  a 
personal,  rather  than  a  business,  expense  item,  is  not  includible  in 
gross  income.  These  provisions  are  to  be  applied  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 

(c)  Treatment  oj  certain  nonqualified  written  notices  of  allocation. — 
Subsection  (c)(1)  of  section  1385  describes  the  kind  of  nonqualified 
written  notices  of  allocation  to  which  section  1385(c)  applies.  This 
subsection  applies  to  a  nonqualified  written  notice  of  allocation  which 
was  paid  as  a  patronage  dividend  by  a  taxable  or  an  exempt  coopera¬ 
tive,  and  to  a  nonqualified  written  notice  of  allocation  which  was  paid 
on  a  patronage  basis  by  a  farmers’  cooperative  exempt  under  section 
521  out  of  earnings  derived  either  from  business  done  for  the  United 
States  or  from  sources  other  than  patronage. 

Subsection  (c)(2)(A)  of  section  1385  provides  that  such  a  non¬ 
qualified  written  notice  of  allocation  is  to  have  a  zero  basis  in  the 
hands  of  the  patron  to  whom  it  was  paid.  Subsection  (c)(2)(B)  of 
section  1385  provides  that  the  basis  of  a  nonqualified  written  notice  of 
allocation  described  in  subsection  (c)(1)  acquired  from  a  decedent  is  to 
be  its  basis  in  the  hands  of  the  decedent.  Any  amount  which  the 
beneficiary  is  required  to  report  as  ordinary  income  on  the  redemption, 
sale,  or  other  disposition  of  such  written  notice  of  allocation  is  income 
in  respect  of  a  decedent  under  section  691  of  the  code.  Subsection 
(c)(2)(C)  provides  that  any  gain  on  the  redemption,  sale,  or  other 
disposition  of  a  nonqualified  written  notice  of  allocation  described  in 
subsection  (c)(1)  is  to  be  ordinary  income  to  the  extent  that  its  stated 
dollar  amount  exceeds  its  basis.  This  is  true  whether  such  gain  is 
realized  by  the  patron  who  received  the  nonqualified  written  notice  of 
allocation  or  any  subsequent  holder.  For  example,  farmer  A  receives 
a  patronage  dividend  paid  in  the  form  of  a  nonqualified  written  notice 
of  allocation  which  is  attributable  to  the  sale  of  his  crop  to  the  X  Co¬ 
operative.  The  stated  dollar  amount  of  the  nonqualified  written 
notice  of  allocation  is  $100.  The  basis  of  the  written  notice  of  alloca¬ 
tion  in  the  hands  of  farmer  A  is  zero  and  he  must  report  any  amount 
up  to  $100  received  by  him  on  its  redemption,  sale,  or  other  disposi¬ 
tion  as  ordinary  income.  If  farmer  A  gives  the  written  notice  of 
allocation  to  his  son  B,  B  takes  farmer  A’s  (the  donor’s)  basis  which  is 
zero,  and  any  gain  up  to  $100  which  B  later  realizes  on  its  redemption, 
sale,  or  other  disposition  is  ordinary  income.  Similarly,  if  A  dies 
before  realizing  any  gain  on  the  nonqualified  written  notice  of  alloca¬ 
tion,  B,  his  legatee,  has  a  zero  basis  for  such  written  notice  of  alloca- 
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tion  and  any  gain  up  to  $100  which  he  then  realizes  on  its  redemption, 
sale,  or  other  disposition  is  also  ordinary  income.  Any  amounts 
realized  on  the  redemption,  sale,  or  other  disposition  of  such  nonquali¬ 
fied  written  notice  of  allocation  in  excess  of  $100  will  be  treated  under 
the  applicable  provisions  of  the  code.  These  provisions  in  section 
1385(c)(2)(C)  are  not  intended  to  reflect  in  any  way  on  how  gain  on 
the  redemption,  sale,  or  other  disposition  of  a  written  notice  of  allo¬ 
cation  would  be  treated  under  existing  law. 


Part  III — Definitions;  Special  Rules 

Part  III  of  subchapter  T,  consisting  of  section  1388,  defines  “patron¬ 
age  dividend,”  “written  notice  of  allocation,”  “qualified  written 
notice  of  allocation,”  and  “nonqualified  written  notice  of  allocation,” 
and  provides  special  rules  for  determining  amounts  paid  or  received. 


SECTION  1388.  DEFINITIONS;  SPECIAL  RULES 


(a)  Patronage  dividend. — Under  subsection  (a)  of  section  1388,  the 
term  “patronage  dividend”  means  an  amount  paid  to  a  patron  by  a 
cooperative  to  which  part  I  of  subchapter  T  applies  (1)  on  the  basis  of 
quantity  or  value  of  business  done  with  or  for  such  patron,  (2)  under 
an  obligation  to  pay  such  amount,  which  obligation  existed  before  the 
cooperative  received  the  amount,  and  (3)  which  is  determined  by 
reference  to  the  net  earnings  of  the  cooperative  from  business  done 
with  or  for  its  patrons.  It  is  made  clear  that  there  are  not  to  be  in¬ 
cluded  as  patronage  dividends  any  amounts  which  are  out  of  earnings 
other  than  from  business  done  with  or  for  patrons,  or  any  amounts 
paid  to  patrons  which  are  attributable  to  the  patronage  of  other 
patrons  to  whom  no  amounts  are  paid,  or  to  whom  smaller  amounts 
are  paid,  with  respect  to  substantially  identical  transactions.  Thus, 
if  a  cooperative  does  not  pay  any  patronage  dividends  to  nonmembers, 
any  portion  of  the  amounts  paid  to  members  which  is  out  of  net  earn¬ 
ings  from  patronage  with  nonmembers,  and  which  would  have  been 
paid  to  the  nonmembers  if  all  patrons  were  treated  alike,  is  not  a 
patronage  dividend. 

(b)  Written  notice  of  allocation. — The  term  “written  notice  of  alloca¬ 
tion”  is  defined  in  subsection  (b)  of  section  1388  to  mean  any  capital 
stock,  revolving  fund  certificate,  retain  certificate,  certificate  of  in¬ 
debtedness,  letter  of  advice,  or  other  written  notice,  which  discloses 
to  the  recipient  the  stated  dollar  amount  allocated  to  him,  and  the 
portion  thereof,  if  any,  which  constitutes  a  patronage  dividend. 

This  definition  is  applicable  both  to  written  notices  of  allocation 
paid  as  patronage  dividends  and  to  written  notices  of  allocation  paid 
with  respect  to  nonpatronage  earnings  or  earnings  from  business 
done  for  the  United  States. 

(c)  Qualified  written  notice  of  allocation. — Subsection  (c)(1)  of 
section  1388  contains  the  definition  of  “qualified  written  notice  of 
allocation”.  Subsection  (c)(1)(A)  provides,  in  the  case  of  both 
taxable  and  exempt  cooperatives,  that  the  term  “qualified  written 
notice  of  allocation”  includes  a  written  notice  of  allocation  which  the 
patron  may  redeem  in  cash,  at  its  stated  dollar  amount,  at  any  time 
Within  a  period  beginning  on  the  date  such  written  notice  of  allocation 
is  paid  and  ending  not  earlier  than  90  days  from  such  date.  The 
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patron  must  be  notified  by  the  cooperative,  in  writing,  at  the  time  he 
receives  the  written  notice  of  allocation,  of  this  right  of  redemption. 
It  is  intended  that  this  notice  must  be  given  separately  to  each  patron 
and  not  in  the  form  of  a  notice  in  a  newspaper  or  posted  at  the  coopera¬ 
tive’s  headquarters.  If  the  patron  does  not  exercise  his  option  to 
redeem  the  written  notice  of  allocation,  he  must,  nevertheless,  take 
it  into  account,  at  its  stated  dollar  amount,  in  the  manner  provided  in 
section  1385(a). 

Subsection  (c)(1)(B)  of  section  1388,  also  applicable  to  both  taxable 
and  exempt  cooperatives,  provides  that  the  term  '‘qualified  written 
notice  of  allocation”  also  includes  a  written  notice  of  allocation  which 
the  patron  has  consented  to  take  into  account  at  its  stated  dollar 
amount  in  the  manner  provided  in  section  1385(a).  This  consent 
must  be  made  in  the  manner  provided  in  subsection  (c)(2)  of  section 
1388. 

Subsection  (c)(2)  of  section  1388  provides  the  two  different  ways 
in  which  the  consent  to  take  written  notices  of  allocation  into  account 
as  provided  in  section  1385(a)  may  be  made.  The  first  way  is  to 
make  such  consent  in  writing.  This  consent  must  be  made  by  the 
patron  before  the  close  of  the  cooperative’s  taxable  year  during  which 
the  patronage  to  which  the  written  notice  of  allocation  is  attributable 
occurred.  Such  consent  is,  under  subsection  (c)(3)(A)(i),  effective 
with  respect  to  all  patronage  occurring  during  the  taxable  year  of  the 
cooperative  in  which  such  consent  is  made  and,  unless  revoked  as 
provided  in  subsection  (c)(3)(B)(i),  all  subsequent  taxable  years. 
Subsection  (c)(3)(B)(i)  provides  that  such  a  consent  may  be  revoked 
by  the  patron  at  any  time.  The  revocation  must  be  in  writing  and 
filed  with  the  cooperative.  Thus,  any  such  written  consent  which  is, 
by  its  terms,  irrevocable  is  not  a  consent  that  would  qualify  a  written 
notice  of  allocation  under  subsection  (c)(1)(B).  A  revocation  is  only 
effective  with  respect  to  patronage  occurring  after  the  close  of  the 
cooperative’s  taxable  year  during  which  the  revocation  is  filed  with 
it.  in  the  case  of  a  patron  participating  in  a  pooling  arrangement 
described  in  section  1382(e),  a  written  consent  may  be  made  at  any 
time  before  the  close  of  the  cooperative’s  taxable  year  during  which 
the  pool  closes.  Any  subsequent  revocation  filed  by  the  patron, 
however,  would  not  be  effective  with  respect  to  that  pool. 

The  written  consent  described  in  the  preceding  paragraph  is  the 
only  method  by  which  a  nonmember-patron  may  consent  within  the 
meaning  of  subsection  (c)(1)(B).  For  a  patron  who  is  a  member  (or 
prospective  member)  of  the  cooperative,  there  is,  however,  another 
method  by  which  he  can  consent  to  take  written  notices  of  allocation 
into  account  as  provided  in  section  1385(a).  In  this  case,  the  consent 
may  be  made  by  the  patron  by  obtaining  or  retaining  membership 
in  the  cooperative  after — 

(A) ,  the  cooperative  has  adopted  a  bylaw  providing  that  mem¬ 
bership  in  the  cooperative  constitutes  such  consent,  and 

(B)  he  has  received  a  written  notification  and  copy  of  such 
bylaw. 

The  bylaw  described  in  (A)  must  be  adopted  by  the  cooperative 
after  the  date  of  enactment  of  this  bill  (the  Revenue  Act  of  1962) 
and  must  contain  a  clear  statement  that  membership  in  the  coopera- 
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tive  constitutes  the  prescribed  consent.  The  following  is  an  example 
of  a  bylaw  provision  which  would  meet  this  requirement: 

Each  person  who  hereafter  applies  for  and  is  accepted 
to  membership  in  this  cooperative  and  each  member  of  this 
cooperative  on  the  effective  date  of  this  bylaw  who  con¬ 
tinues  as  a  member  after  such  date  shall,  by  such  act  alone, 
consent  that  the  amount  of  any  distributions  with  respect  to 

his  patronage  occurring  after _ ,  which  are  made  in 

written  notices  of  allocation  (as  defined  in  26  U.S.C.  1388) 
and  which  are  received  by  him  from  the  cooperative,  will  be 
taken  into  account  by  him  at  their  stated  dollar  amounts  in 
the  manner  provided  in  26  U.S.C.  1385(a)  in  the  taxable  year 
in  which  such  written  notices  of  allocation  are  received  by 
him. 

Before  a  patron  shall  be  considered  to  have  consented  under  this 
second  alternative,  he  must  receive  the  written  notification  and  the 
copy  of  the  bylaw,  as  provided  in  (B)  above.  In  the  case  of  a  new 
member,  he  must  receive  the  notification  and  the  copy  of  the  bylaw 
before  he  becomes  a  member.  The  written  notification  must  inform 
the  patron  that  this  bylaw  has  been  adopted  and  of  its  significance. 
It  is  intended  that  the  notification  and  copy  of  the  bylaw  must  be 
given  to  each  individual  separately  and  not  in  the  form  of  a  notice 
in  a  newspaper  or  posted  at  the  cooperative’s  headquarters. 

Under  subsection  (c)(3)(A)(ii)  of  section  1388,  this  alternative 
consent  will  be  effective  with  respect  to  all  patronage  of  the  member- 
patron  occurring  after  he  receives  the  notification  and  copy  of  the 
bylaw  provision.  In  the  case  of  a  pooling  arrangement  described  in 
section  1382(e),  the  consent  will  only  be  effective  with  respect  to  the 
member’s  actual  patronage  occurring  after  he  receives  the  notification 
and  copy  of  the  bylaw  and  shall  not  be  effective  with  respect  to  any 
of  his  patronage  under  the  pool  before  this  time.  Subsection 
(c)  (3)  (B)  (ii)  provides  that  this  alternative  consent  will  not  apply  to 
any  patronage  of  the  patron  after  he  ceases  to  be  a  member  of  the 
cooperative  or  after  the  bylaw  provision  is  repealed  by  the  cooperative. 
In  the  case  of  a  pooling  arrangement,  this  refers  to  the  time  when  the 
patronage  actually  occurred.  Thus,  if  the  patron  resigns  his  member¬ 
ship  in  the  cooperative  during  the  period  a  pool  is  in  operation,  he 
will  not  be  considered  to  have  consented  with  respect  to  any  of  his 
patronage  under  the  pool  after  the  date  of  his  resignation. 

( d )  Nonqualified  written  notice  of  allocation. — Subsection  (d)  of  sec¬ 
tion  1388  defines  “nonqualified  written  notice  of  allocation”  to  mean 
a  written  notice  of  allocation  which  is  not  described  in  section  1388(c). 

(e)  Determination  of  amount  paid  or  received. — Subsection  (e)  of  sec¬ 
tion  1388  provides  that,  for  purposes  of  the  new  subchapter  T,  in  de¬ 
termining  amounts  paid  or  received:  (1)  Property,  other  than  a  writ¬ 
ten  notice  of  allocation,  is  to  be  taken  into  account  at  its  fair  market 
value,  and  (2)  a  qualified  written  notice  of  allocation  is  to  be  taken 
into  account  at  its  stated  dollar  amount.  Thus,  if  a  cooperative  pays 
a  patronage  dividend  in  qualified  written  notices  of  allocation,  a.nd  the 
requirements  of  section  1382  are  met,  the  cooperative  will  not  be  re¬ 
quired,  to  take  the  stated  dollar  amounts  of  such  written  notices  of 
allocation  into  account  in  determining  its  taxable  income.  Con¬ 
versely,  the  patron  receiving  a  qualified  written  notice  of  allocation 
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must  take  it  into  account,  as  provided  in  section  1385(a),  at  its  stated 
dollar  amount.  If  a  cooperative  pays  a  patronage  dividend  in  non¬ 
qualified  written  notices  of  allocation,  it  is  required  to  include  the 
stated  dollar  amount  thereof  in  gross  income  and  is  allowed  no  de¬ 
duction  (and  the  patrons  are  not  required  to  include  such  amount  in 
gross  income)  at  the  time  such  written  notices  of  allocation  are  paid 
(or  received). 

In  determining  the  amount  of  a  patronage  dividend  which  is  paid 
by  a  cooperative,  there  is  included  the  amount  of  tax  which  is  deducted 
and  withheld  under  section  3471  (added  to  the  1954  Code  by  section 
19  of  this  bill).  The  amount  of  tax  deducted  and  withheld  is  treated 
as  a  cash  distribution  to  the  patron.  For  example,  if  Cooperative  X, 
which  pays  its  patronage  dividends  through  the  use  of  qualified  writ¬ 
ten  notices  of  allocation,  determines  that  it  will  pay  patron  A  a  pa¬ 
tronage  dividend  of  $100  and  this  patronage  dividend  is  subject 
to  withholding  at  the  rate  of  20  percent  under  the  new  section  3471, 
it  will  issue  patron  A  a  qualified  written  notice  of  allocation  with 
a  stated  dollar  amount  of  $80  and  withhold  and  remit  $20  to  the 
Government.  In  determining  its  taxable  income,  Cooperative  X 
will,  if  all  the  conditions  are  met,  not  take  $100  into  account.  In  turn, 
patron  A,  in  computing  his  tax  liability,  will  take  $100  into  account 
as  a  patronage  dividend  under  section  1385(a) — $80  as  the  stated 
dollar  amount  of  the  qualified  written  notice  of  allocation  and  $20 
as  a  cash  distribution. 

SECTION  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 

PATRONS  (Continued) 

( b )  Technical  amendments. — Subsection  (b)  of  section  17  of  the  bill 
makes  certain  technical  amendments  to  reflect  the  provisions  of  the 
new  subchapter  T. 

Paragraph  (1)  amends  section  521(a)  (relating  to  exemption  of 
farmers’  cooperatives  from  tax)  to  insert  references  to  part  I  of  the 
new  subchapter  T. 

Paragraph  (2)  repeals  section  522  (relating  to  tax  on  farmers’ 
cooperatives  exempt  under  sec.  521). 

Paragraph  (3)  amends  section  6044  to  revise  the  provisions  relating 
to  information  returns  which  must  be  filed  by  cooperatives.  Under 
existing  law,  a  cooperative  must  file  an  information  return  only  with 
respect  to  patronage  dividends  which  it  pays.  Paragraph  (3)  amends 
section  6044  to  provide  that  a  cooperative  must,  when  required  by  the 
Secretary  of  the  Treasury  or  his  delegate,  report  on  its  information 
return  (1)  patronage  dividends  paid  in  cash,  qualified  written  notices 
of  allocation,  or  other  property  (except  nonqualified  written  notices 
of  allocation),  (2)  amounts  paid  in  redemption  of  nonqualified  written 
notices  of  allocation  previously  paid  as  a  patronage  dividend, 
and  (3)  in  the  case  of  an  exempt  farmers’  cooperative,  amounts 
described  in  section  1382(c)(2)  (relating  to  amounts  paid  with  respect 
to  nonpatronage  earnings).  The  cooperative  may  be  required  to 
report  these  amounts  even  though  it  must  pay  tax  with  respect  to  them 
because  they  were  not  paid  within  the  prescribed  time  limits.  Returns 
need  only  be  filed,  under  section  6044,  by  organizations  subject  to  the 
provisions  of  part  I  of  subchapter  T. 
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Section  6044  is  also  amended  to  remove  the  existing  requirement 
that  all  payments  of  $100  or  more  must  be  reported.  Under  the 
amended  section  6044  the  Secretary  of  the  Treasury  or  his  delegate 
may  prescribe  the  minimum  dollar  amount  of  pajunents  which  must 
be  reported. 

Paragraph  (4)  amends  section  6072(d)  (relating  to  time  for  filing 
income  tax  returns  of  exempt  cooperative  associations)  to  extend  the 
time  for  filing  income  tax  returns  of  certain  taxable  cooperatives. 
Under  this  amendment,  these  cooperatives  need  not  file  returns  for 
a  taxable  year  until  the  15th  day  of  the  9th  month  following  the  close 
of  such  taxable  year.  Under  existing  law,  these  nonexempt  coopera¬ 
tives  must  file  returns  for  a  taxable  year  on  or  before  the  15th  day  of 
the  3d  month  following  the  close  of  such  taxable  year.  The  taxable 
cooperatives  which  may  take  advantage  of  this  filing  date  provision 
are  those  described  in  section  1381(a)(2)  which  either  (1)  are  under 
an  obligation  to  pay  patronage  dividends  in  an  amount  equal  to  50 
percent  or  more  of  net  earnings  from  business  done  with  or  for  patrons, 
or  (2)  actually  paid  patronage  dividends  in  such  an  amount  out  of 
net  earnings  from  business  done  with  or  for  patrons  during  the  most 
recent  taxable  year  for  which  they  had  such  net  earnings.  Under 
existing  law,  exempt  farmers’  cooperatives  are  not  required  to  file 
returns  for  a  taxable  year  until  the  15th  day  of  the  9th  month  following 
the  close  of  such  taxable  year,  and  this  rule  is  not  changed. 

(c)  Effective  dates. — Subsection  (c)  of  section  17  of  the  bill  pre¬ 
scribes  the  effective  dates  for  subsections  (a)  and  (b). 

Paragraph  (1)  of  subsection  (c)  provides  that,  in  the  case  of  coop¬ 
eratives,  the  amendments  made  by  subsections  (a)  and  (b)  of  the 
bill  will,  except  as  provided  in  paragraph  (3),  apply  to  taxable  years 
of  organizations  described  in  section  1381(a)  beginning  after  Decem¬ 
ber  31,  1962. 

Paragraph  (2)  of  subsection  (c)  provides  that,  in  the  case  of  patrons, 
section  1385  will,  except  as  provided  in  paragraph  (3),  apply  with 
respect  to  any  amount  received  from  any  organization  described  in 
section  1381(a),  to  the  extent  that  such  amount  is  paid  by  such 
organization  in  a  taxable  year  of  such  organization  beginning  after 
December  31,  1962. 

Paragraph  (3)  of  subsection  (c)  provides  that,  in  the  case  of  any 
money,  written  notices  of  allocation,  or  other  property,  paid  by  any 
organization  described  in  section  1381(a) — 

(A)  before  the  first  day  of  the  first  taxable  year  of  such  organi¬ 
zation  beginning  after  December  31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to  patronage 
occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notices  of  allocation,  or 
other  property  (including  the  tax  treatment  of  gain  or  loss  on  the 
redemption,  sale,  or  other  disposition  of  such  written  notices  of 
allocation)  by  any  cooperative  or  patron  is  to  be  made  under  the 
1954  Code  without  regard  to  the  new  subchapter  T.  For  example, 
if  a  cooperative  pays  a  patronage  dividend  during  its  taxable  year 
beginning  January  1,  1963,  out  of  net  earnings  for  its  taxal  le  year 
ending  on  December  31,  1962,  the  tax  treatment  of  such  a  patronage 
dividend  (including  the  determination  of  when  it  is  considered  paid) 
would  be  determined  under  existing  law.  Furthermore,  the  provisions 
of  section  1382  (b)(2)  and  (c)(2)(B)  (relating  to  deduction  for  amounts 
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paid  in  redemption  of  certain  nonqualified  written  notices  of  alloca¬ 
tion)  and  section  1383  (relating  to  computation  of  tax  where  a 
cooperative  redeems  nonqualified  written  notices  of  allocation)  are 
not  applicable  to  amounts  paid  in  redemption  of  a  written  notice  of 
allocation  which  was  paid  (whether  before  or  after  January  1,  1963) 
with  respect  to  patronage  occurring  before  such  date. 

SECTION  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY 

IN  THE  GROSS  ESTATE 

(a)  Amendments  to  include  foreign  real  property. — Subsection  (a) 
of  section  18  of  the  bill  amends  sections  2031(a),  2033,  2034,  2035(a) 
2036(a),  2037(a),  2038(a),  2040,  and  2041(a)  of  the  1954  Code  by 
striking  from  each  section  the  language  which  requires  the  exclusion 
from  the  gross  estate  of  real  property  situated  outside  of  the  United 
States.  The  result  ol  these  amendments,  subject  to  the  effective  date 
provisions  of  subsection  (b)  of  section  18,  is  to  include  in  the  gross 
estate  of  decedents  who  are  citizens  or  residents  of  the  United  States, 
the  fair  market  value  of  their  interest  in  real  property  which  is  situated 
outside  of  the  United  States.  Under  existing  law  real  propertv 
situated  outside  ol  the  United  States  is  excluded  in  determining  the 
value  of  the  gross  estate. 

( b )  Effective  date. — Subsection  (b)  of  section  18  provides  that  the 
amendments  which  repeal  the  exclusion  for  real  property  situated 
outside  ol  the  United  States  are  effective  with  respect  to  the  estates 
of  decedents  dying  after  the  date  of  the  enactment  of  the  bill.  How¬ 
ever,  special  provisions  apply  in  the  case  of  decedents  dying  after  such 
date  of  enactment  and  before  July  1,  1964. 

Under  one  ol  these  provisions,  the  value  of  real  property  situated 
outside  ol  the  United  States  is  not  included  in  the  gross  estate  of  the 
decedent  under  section  2033,  2034,  2035(a),  2036(a),  2037(a),  or 
2038(a)  to  the  extent  the  decedent’s  interest  in  it  was  acquired  before 
February  1,  1962.  Under  another  of  these  special  provisions,  the 
value  of  real  property  situated  outside  the  United  States  is  excluded 
from  the  gross  estate  of  a  decedent  who  dies  after  the  date  of  the 
enactment  of  the  bill  and  before  July  1,  1964,  to  the  extent  the  property 
or  interest  therein  was  either  held  by  the  decedent  and  the  surviving 
tenant  in  a  joint  tenancy  or  tenancy  by  the  entirety  before  February 
1,  1962,  or,  even  though  the  joint  tenancy  or  tenancy  bv  the  entirety 
was  created  on  or  after  February  1,  1962,  to  the  extent  the  property 
or  interest  therein  was  acquired  by  the  decedent  before  February  1, 
1962.  Under  still  another  of  these  special  provisions,  in  the  case  of 
decedents  dying  after  the  date  of  the  enactment  of  the  bill  and  before 
July  1,  1964,  the  value  of  real  property  situated  outside  the  United 
States  is  excluded  from  the  gross  estate  to  the  extent  that  before 
February  1,  1962,  it  was  subject  to  a  general  power  of  appointment 
possessed  by  the  decedent. 

lor  purposes  ol  applying  these  three  special  provisions,  the  real 
property,  interests  therein,  and  general  powers  of  appointment  to 
which  these  special  provisions  apply,  which  are  acquired  by  the 
decedent  after  January  31,  1962,  by  gift,  within  the  meaning  of  section 
2511,  or  from  a  prior  decedent  by  devise  or  inheritance,  or  by  reason  of 
death,  form  of  ownership,  or  other  conditions  (including  the  exercise  or 
inn-exercise  of  a  power  of  appointment),  are  treated  as  acquired  before 
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February  1,  1962,  if  the  donor  or  prior  decedent  acquired  the  property, 
his  interest  therein,  or  a  power  of  appointment  (whether  or  not  a  gen¬ 
eral  power)  in  respect  thereof,  before  that  date.  For  example,  assume 
that  A,  who  bought  foreign  real  property  on  December  1,  1961,  dies 
on  March  1,  1962,  and  by  will  leaves  the  property  to  B  who  dies  after 
the  date  of  the  enactment  of  the  bill  and  before  July  1,  1964.  In 
this  example  B  will  be  treated  as  having  acquired  the  property  before 
February  1,  1962,  since  A,  the  prior  decedent  from  whom  B  acquired 
the  property,  had  acquired  it  before  February  1,  1962. 

For  purposes  of  the  amendments  made  by  section  18(b)  of  the  bill, 
substantial  capital  additions  and  improvements  to  real  property  made 
after  January  31,  1962,  are  to  be  treated  as  separate  properties. 
Capital  additions  or  improvements  to  either  commercial  or  residential 
property  which  do  not  materially  increase  the  value  of  the  property 
are  to  be  disregarded. 

SECTION  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE 
ON  INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS 

(a)  In  general. — Subsection  (a)  of  section  19  of  the  bill  amends  sub¬ 
title  C  of  the  Internal  Revenue  Code  of  1954  by  redesignating  chapter 
25  as  chapter  26  and  by  inserting  after  chapter  24  a  new  chapter  25, 
entitled  “Collection  of  Income  Tax  at  Source  on  Interest,  Dividends, 
and  Patronage  Dividends.”  The  new  chapter  provides  a  system  for 
the  withholding  of  tax  at  the  source  on  interest,  dividends,  and  patron¬ 
age  dividends.  Chapter  25  consists  of  subchapters  A,  B,  C,  and  D. 

Subchapter  A — Interest 

SECTION  3451.  INCOME  TAX  COLLECTED  AT  SOURCE  ON  INTEREST 

( a )  Requirement  of  withholding. — Section  3451(a)  provides  that, 
except  as  otherwise  provided  in  chapter  25,  every  person  who  pays 
interest  (as  defined  in  sec.  3452)  is  to  deduct  and  withhold  on  such 
interest  a  tax  equal  to  20  percent  of  the  amount  thereof.  The  person 
who  pays  interest  is  the  person  obligated  on  the  debt  out  of  which  the 
interest  arises.  Therefore,  even  though  remittance  of  interest  to 
bondholders  is  made  by  use  of  an  intermediary  paying  agent,  such  as 
a  bank,  the  corporation  obligated  on  the  bonds  is  the  person  required 
to  deduct  and  withhold  tax  on  the  interest. 

The  tax  must  be  withheld  at  the  time  payment  of  interest  is  made. 
The  term  “payment”  includes  constructive  payment.  For  example, 
A  is  a  depositor  in  S  Savings  &  Loan  Co.  S  Company  pays  interest  on 
deposits  quarterly.  On  March  31,  1963,  S  Company  credits  the 
accounts  of,  and  makes  available  to,  its  depositors  the  interest  due  for 
the  first  quarter  of  the  year.  On  March  31,  1963,  S  Company  must 
deduct  and  withhold  an  amount  equal  to  20  percent  of  the  total  amount 
credited  to  the  accounts  of  depositors  who  do  not  have  exemption 
certificates  in  effect,  even  though  A  does  not  present  his  account  book 
to  S  Company  to  have  the  interest  recorded  until  April  5,  1963. 

Similarly,  if  the  M  Corporation  pays  interest  on  its  outstanding 
coupon  bonds  on  April  1,  it  is  required  to  deduct  and  withhold  an 
amount  equal  to  20  percent  of  the  total  interest  payment  on  April  1 
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regardless  of  when  the  coupons  are  presented  for  collection.  Thus, 
if  A  owns  one  of  the  bonds  and  presents  on  April  8,  1963,  the  coupon 
due  on  April  1,  1963,  M  Corporation  is  required  to  deduct  and  withhold 
the  tax  on  April  1  and  not  at  the  time  the  coupon  is  presented  by  A. 

However,  in  the  case  of  series  E  United  States  savings  bonds,  with¬ 
holding  is  not  required  until  the  bonds  are  surrendered  or  redeemed. 
If,  pursuant  to  regulations  prescribed  under  the  Second  Liberty  Bond 
Act,  the  owner  of  a  series  E  bond  exchanges  such  obligation  for  another 
obligation  issued  under  such  act,  and  gain  or  loss  is  not  recognized  be¬ 
cause  of  the  provisions  of  section  1037  (or  so  much  of  sec.  1031  as 
relates  to  sec.  1037),  withholding  on  the  increment  on  the  series  E 
bond  is  not  required  until  the  obligation  received  in  exchange  is  sur¬ 
rendered  or  redeemed.  If  the  property  received  in  the  exchange 
consists  not  only  of  property  permitted  to  be  received  without  the 
recognition  of  gain  but  also  of  other  property  or  money,  then  with¬ 
holding  is  required  at  the  time  of  the  exchange  to  the  extent  of  20 
percent  of  the  gain  recognized. 

(6)  Payee  unknown. — Section  3451(b)  provides  that  if  the  with¬ 
holding  agent  is  unable  to  determine  the  person  to  whom  interest  is 
payable,  the  tax  is  to  be  deducted  and  withheld  at  the  time  payment 
thereof  would  be  made  if  such  person  were  known.  Thus,  if  a  with¬ 
holding  agent  is  unable  to  ascertain  the  identity  of  the  owner  of 
certain  bonds  in  respect  of  which  interest  is  payable,  or  is  unable  to 
determine  the  true  owner  of  bonds  due  to  the  existence  of  conflicting 
claims  to  such  bonds  asserted  by  two  or  more  persons,  the  withholding 
agent  is  nevertheless  required  to  deduct  and  withhold  the  tax  on  the 
amount  of  the  interest  payable  in  respect  of  such  bonds  at  the  time 
payment  would  have  been  made  if  the  owner  were  known. 

SECTION  3452.  INTEREST  DEFINED 

(a)  General  rule. — Section  3452(a)  defines  the  term  “interest”  as 
used  in  chapter  25  to  mean: 

(1)  Interest  (A)  on  evidences  of  indebtedness  (including  bonds, 
debentures,  notes,  and  certificates)  issued  by  a  corporation  with 
interest  coupons  or  in  registered  form,  and  (B)  to  the  extent  provided 
in  regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his 
delegate,  on  other  evidences  of  indebtedness  issued  by  a  corporation 
of  a  type  offered  by  corporations  to  the  public.  For  this  purpose,  an 
instrument  is  in  registered  form  if  its  transfer  must  be  effected  by  the 
surrender  of  the  old  instrument  and  either  the  reissuance  of  the  old 
instrument  by  the  corporation  to  the  new  holder  or  the  issuance  by  the 
corporation  of  a  new  instrument  to  the  new  holder.  If  an  instrument 
can  be  transferred  by  endorsement  it  is  not  in  registered  form  even 
though  a  list  is  maintained  by  the  corporation  of  the  negotiable 
instruments  issued  by  it.  Therefore,  an  evidence  of  indebtedness 
issued  by  a  corporation  falls  into  category  (A)  if  it  either  is  non- 
negotiable  or,  if  negotiable,  was  issued  with  interest  coupons. 

To  the  extent  provided  in  regulations  prescribed  by  the  Secretary 
of  the  Treasury  or  his  delegate,  interest  on  negotiable  instruments 
issued  by  corporations  without  interest  coupons  (i.e.,  evidences  of 
indebtedness  which  do  not  fall  into  category  (A))  will  constitute 
interest  on  evidences  of  indebtedness  falling  into  category  (B)  and 
subject  to  withholding  under  section  3451  if  the  instruments  are  of  a 
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type  offered  by  corporations  to  the  public.  However,  it  is  not  ex¬ 
pected  that  the  Secretary  of  the  Treasury  or  his  delegate  will  extend 
withholding  to  interest  on  instruments  described  in  category  (B) 
unless  he  is  able  to  describe  the  instruments  with  such  definiteness  that 
both  the  issuers  and  holders  thereof  will  encounter  no  difficulty  in 
determining  whether  the  interest  is  subject  to  withholding. 

As  used  in  section  3452(a)(1),  the  term  “of  a  type  offered  by  cor¬ 
porations  to  the  public”  refers  to  a  type  of  instrument.  In  determin¬ 
ing  whether  a  particular  instrument  comes  within  the  scope  of  the 
term  it  is  immaterial  whether  the  particular  instrument  (or  any  instru¬ 
ment  of  the  issue  of  which  it  is  a  part)  actually  was  offered  to  the 
public  so  long  as  it  is  of  a  type  which  is  offered  by  corporations  to  the 
public.  Therefore,  in  a  case  where  an  entire  issue  is  offered  by  a 
corporation  only  to  its  shareholders,  the  instruments  come  within  the 
scope  of  the  term  if  they  are  of  a  type  offered  by  corporations  to  the 
public.  The  term  does  not  have  reference  to  instruments  of  a  type 
offered  by  corporations  only  to  other  corporations. 

(2)  Interest  on  deposits  with  persons  carrying  on  the  banking 
business.  This  paragraph  includes  interest  payments  by  any  indi¬ 
vidual  or  organization  carrying  on  the  banking  business. 

(3)  Amounts  (whether  or  not  designated  as  interest)  paid  by  a 
mutual  savings  bank,  savings  and  loan  association,  building  and  loan 
association,  cooperative  bank,  homestead  association,  credit  union, 
or  similar  organization,  in  respect  of  deposits,  investment  certificates, 
or  withdrawable  or  repurchasable  shares. 

(4)  Interest  on  amounts  held  by  an  insurance  company  under  an 
agreement  to  pay  interest  thereon.  This  paragraph  includes  interest 
paid  with  respect  to  dividends  held  by  an  insurance  company,  and 
interest  on  the  proceeds  of  an  insurance  policy  held  by  an  insurer  under 
an  agreement  to  pay  interest  thereon.  This  paragraph  does  not  apply 
to  amounts  which  represent  the  so-called  “interest  element”  in  the 
case  of  annuity  or  installment  payments  under  a  life  insurance  or 
endowment  contract. 

(5)  Interest  on  deposits  with  stockbrokers. 

(6)  Interest  on  obligations  of  the  United  States,  including  interest 
paid  on  postal  savings  certificates  of  deposit  regardless  of  when  the 
deposits  were  made. 

(7)  In  the  case  of  a  non-interest-bearing  obligation  of  the  United 
States  issued  on  a  discount  basis,  and  having  a  maturity  date  more 
than  1  year  from  the  date  of  issue,  the  amount  by  which  the  amount 
paid  on  surrender  or  redemption  exceeds  the  issue  price.  For  example, 
the  increment  earned  on  series  E  United  States  savings  bonds  is  sub¬ 
ject  to  withholding  when  the  bonds  are  surrendered  or  redeemed. 

Generally,  interest  paid  by  individuals  is  not  included  within  the 
definition  of  interest  on  which  withholding  is  required.  For  example, 
A,  an  individual,  makes  installment  payments  upon  the  contract  price 
of  a  washing  machine  purchased  from  M  Company.  No  withholding 
is  required  on  the  amount  of  the  installment  payment  which  constitutes 
interest.  Similarly  no  withholding  is  required  on  interest  paid  by 
one  individual  to  another  individual  in  connection  with  a  loan.  How¬ 
ever,  if  B,  an  individual  who  is  a  stockbroker,  retains  sums  of  money 
belonging  to  C,  a  client,  and  pays  interest  thereon,  B  is  required  to 
deduct  and  withhold  20  percent  of  the  amount  of  interest  paid. 


a  142 


REVENUE  ACT  OF  196  2 


Except  in  the  case  of  those  United  States  obligations  described  in 
section  3452(a)(7),  for  purposes  of  chapter  25  discount  is  not  treated 
as  interest  and  there  is  no  withholding  on  the  amount  of  such  discount  . 

(6)  Exceptions. — Subsection  (b)  of  section  3452  provides  that  for 
purposes  of  chapter  25  the  term  “interest”  does  not  include: 

(1)  Interest  on  obligations  described  in  section  103(a)  (1)  or  (3) 
(relating  to  obligations  of  a  State,  etc.). 

(2)  Any  amount  paid  by  (A)  a  foreign  government  or  international 
organization ;  (B)  a  foreign  corporation  not  engaged  in  trade  or  business 
within  the  United  States;  (C)  a  nonresident  alien  individual  not  en¬ 
gaged  in  trade  or  business  within  the  United  States;  or  (D)  a  partner¬ 
ship  not  engaged  in  trade  or  business  within  the  United  States  ami 
composed  in  whole  or  in  part  of  nonresident  aliens.  The  term  “inter¬ 
national  organization”  means  an  organization  defined  as  such  under 
section  7701  (a) (18)  of  the  1954  Code. 

(3)  Interest  on  deposits  with  persons  carrying  on  the  banking  busi¬ 
ness  paid  to  (A)  a  foreign  corporation  not  engaged  in  trade  or  business 
within  the  United  States;  (B)  a  nonresident  alien  individual  not 
engaged  in  trade  or  business  within  the  United  States;  or  (C)  a  partner¬ 
ship  not  engaged  in  trade  or  business  within  the  United  States  and 
composed  in  whole  or  in  part  of  nonresident  aliens. 

(4)  Any  amount  paid  by  one  corporation  to  another  corporation,  if 
both  are  members  of  the  same  affiliated  group  which  filed  a  consoli¬ 
dated  return  under  chapter  6  of  the  1954  Code  for  the  preceding 
taxable  year  of  the  affiliated  group.  In  determining  whether  botli 
corporations  are  members  of  the  same  affiliated  group  at  the  time  the 
amount  is  paid,  the  rules  provided  under  chapter  6  of  the  1954  Code 
(relating  to  consolidated  returns  of  income  tax)  will  govern. 

(5)  Interest  subject  to  withholding  under  section  1441  or  1442 
by  the  person  paying  such  interest  or  which  would  be  so  subject  to 
withholding  but  for  the  fact  that  it  is  not  treated  as  income  from 
sources  within  the  United  States.  Under  this  paragraph,  if  a  person 
is  required  to  withhold  under  section  1441  or  1442  (including  a  person 
required  to  withhold  under  such  section  by  reason  of  sec.  1444(a)) 
on  interest  by  reason  of  it  being  paid  to  a  person  who  is  a  nonresident 
alien  individual,  a  partnership  not  engaged  in  trade  or  business  within 
the  United  States  and  composed  in  whole  or  in  part  of  nonresident 
aliens,  or  a  foreign  corporation  not  engaged  in  trade  or  business 
within  the  United  States,  such  person  is  not  required  to  withhold  on 
such  interest  under  chapter  25. 

(6)  Any  amount  on  which  the  withholding  agent  is  required  to 
deduct  and  withhold  a  tax  under  section  1451  (relating  to  tax-free 
covenant  bonds),  or  would  be  so  required  but  for  section  1451(d) 
(relating  to  benefit  of  personal  exemptions).  Thus,  the  payment  of 
interest  on  a  tax-free  covenant  bond  issued  before  January  1,  1934, 
is  not  subject  to  withholding  under  chapter  25.  The  fact  that  the 
person  entitled  to  receive  such  interest  files  with  the  withholding 
agent  a  signed  notice  in  writing,  as  provided  in  section  1451(d) 
of  the  1954  Code,  claiming  the  benefit  of  the  deduction  for  personal 
exemptions  provided  in  section  151  of  the  code,  thereby  relieving  the 
withholding  agent  of  any  duty  to  withhold  a  tax  under  section  1451(a), 
does  not  abrogate  the  exemption  provided  in  this  paragraph. 

(7)  To  the  extent  provided  in  regulations  prescribed  by  the  Secre¬ 
tary  of  the  Treasury  or  his  delegate,  any  amount  payable  with  respect 
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to  deposits  in  school  savings  accounts.  It  is  expected  that  this 
exemption  will  apply  to  interest  on  deposits  made  by  students  of  an 
elementary  or  secondary  school  under  a  program  participated  in  by  the 
school  for  the  purpose  of  teaching  thrift. 

(8)  Any  of  the  following  amounts  if  paid  to  a  State,  a  foreign  gov¬ 
ernment,  or  an  international  organization:  (A)  Interest  on  deposits 
with  persons  carrying  on  the  banking  business;  (B)  amounts  (whether 
or  not  designated  as  interest)  paid  by  a  mutual  savings  bank,  savings 
and  loan  association,  building  and  loan  association,  cooperative  bank, 
homestead  association,  credit  union,  or  similar  organization,  in  respect 
of  deposits  or  nontransferable  certificates  or  shares;  or  (C)  in  the  case 
of  a  non-interest-bearing  obligation  of  the  United  States  issued  on  a 
discount  basis,  and  having  a  maturity  date  more  than  1  year  from 
the  date  of  issue,  the  amount  by  which  the  amount  paid  on  surrender 
or  redemption  exceeds  the  issue  price.  In  order  for  payors  to  effect 
an  exemption  for  these  amounts  it  is  contemplated  that  they  will 
require  a  statement  from  the  payee  identifying  itself  as  a  State,  foreign 
government,  or  international  organization. 

(c)  Exemption  for  United  States. — Subsection  (c)  of  section  3452 
provides  that  the  Secretary  of  the  Treasury  may  authorize  exemption 
from  withholding  on  interest  paid  by  the  United  States  or  any  wholly 
owned  agency  or  instrumentality  thereof  to  the  United  States  or  any 
wholly  owned  agency  or  instrumentality  thereof  if  withholding  on  the 
interest  will  cause  a  burden  or  expense  which  can  be  avoided  by 
granting  the  exemption.  For  example,  the  Secretary  of  the  Treasury 
can  exempt  from  withholding  interest  paid  by  the  United  States  on 
obligations  held  by  the  Federal  old-age  and  survivors  insurance  trust 
fund. 

Subchapter  B — Dividends 

SECTION  3461.  INCOME  TAX  COLLECTED  AT  SOURCE  ON  DIVIDENDS 

(a)  Requirement  of  withholding. — Section  3461(a)  provides  that,  ex¬ 
cept  as  otherwise  provided  in  chapter  25,  every  person  who  pays  a 
dividend  is  to  deduct  and  withhold  on  such  dividend  a  tax  equal  to 
20  percent  of  the  amount  thereof.  The  person  who  pays  a  dividend 
(as  defined  in  sec.  3462(a)(1))  is  the  corporation  upon  whose  stock 
the  dividend  is  being  paid.  Therefore,  even  though  remittance  of 
the  dividend  to  the  shareholders  is  accomplished  by  the  use  of  a  dis¬ 
bursing  agent,  the  corporation  upon  whose  stock  the  dividend  is  paid 
remains  the  person  paying  the  dividend  and,  consequently,  the  person 
required  to  deduct  and  withhold  tax  on  the  dividend.  For  example, 
the  M  Corporation  on  June  1,  1963,  pays  a  dividend  (through  a  dis¬ 
bursing  agent)  of  60  cents  per  share  to  its  stockholders.  A,  an  indi¬ 
vidual,  owns  100  shares  of  M  stock.  The  total  amount  of  the  divi¬ 
dend  payable  to  A  is  $60.  The  M  Corporation  is  required  to  deduct 
and  withhold  the  sum  of  $12.  If  the  total  dividend  paid  and  subject 
to  withholding  amounted  to  $1,200,000,  the  corporation  would  remit 
to  the  Internal  Revenue  Service  20  percent  of  the  total,  or  $240,000. 

The  tax  must  be  withheld  at  the  time  payment  of  a  dividend  is 
made.  The  term  “payment”  includes  constructive  payment,  as  was 
previously  explained  with  reference  to  the  payment  of  interest. 

(b)  Payee  unknown. — Section  3461(b)  provides  that,  if  the  with¬ 
holding  agent  is  unable  to  determine  the  person  to  whom  the  dividend 
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is  payable,  the  tax  is  to  be  deducted  and  withheld  at  the  time  pay¬ 
ment  of  the  dividend  would  be  made  if  such  person  were  known.  The 
explanation  given  above  with  respect  to  the  comparable  provision  in 
section  3451,  relating  to  interest,  is  equally  applicable  with  reference 
to  dividends. 

(c)  Amount  oj  dividend  unknown. — Section  3461(c)  provides  that 
if  the  withholding  agent  is  unable  to  determine  the  portion  of  a 
distribution  which  is  a  dividend  the  tax  required  to  be  deducted  and 
withheld  under  this  section  is  to  be  computed  on  the  entire  amount 
of  the  distribution.  Thus,  the  total  amount  of  a  distribution  made 
by  a  regulated  investment  company,  which  includes  gains  realized  on 
the  sale  or  exchange  of  property,  must  be  withheld  upon  if  at  the  time 
such  distribution  is  made  the  withholding  agent  is  unable  to  determine 
the  portion  of  the  distribution  which  is  a  dividend. 

SECTION  3462.  DIVIDEND  DEFINED 

(a)  General  rule. — Section  3462(a)  defines  the  term  “dividend"  as 
used  in  chapter  25  to  mean:  (1)  Any  distribution  by  a  corporation 
which  is  a  dividend  as  defined  in  section  316;  and  (2)  any  payment 
made  by  a  stockbroker  to  any  person  as  a  substitute  for  a  dividend 
(as  so  defined).  Withholding  is  applicable  to  a  dividend  whether  it 
is  paid  in  cash  or  in  property.  A  dividend  paid  by  an  insurance  com¬ 
pany  to  a  policyholder,  other  than  a  dividend  upon  the  capital  stock 
of  such  insurance  company,  is  not  a  dividend  within  the  meaning  of 
section  3462(a).  Certain  distributions  which  are  dividends  under 
the  foregoing  definition  are  exempt  from  the  requirement  of  withhold¬ 
ing  under  chapter  25.  These  exemptions  are  discussed  below. 

(b)  Exceptions. — Section  3462(b)  provides  that,  for  purposes  of 
chapter  25,  the  term  “dividend"  does  not  include: 

(1)  Any  amount  paid  in  the  stock,  or  rights  to  acquire  the  stock, 
of  the  distributing  corporation,  if  the  distribution  is  not  includible 
in  the  gross  income  of  the  recipient  under  the  provisions  of  section  305 
of  the  1954  Code  (relating  to  distributions  of  stock  and  stock  rights). 

(2)  Distributions  to  shareholders  which  are  treated  for  income  tax 
purposes  as  amounts  received  on  the  sale  or  exchange  of  property,  or 
distributions  with  respect  to  which  gain  or  loss  is  not  recognized  to  the 
shareholders.  Capital  gain  dividends  distributed  by  regulated  in¬ 
vestment  companies  or  real  estate  investment  trusts  are  within  this 
exception. 

In  addition,  tax  is  not  required  to  be  withheld  on  distributions  sub¬ 
ject  to  section  331  of  the  1954  Code,  relating  to  amounts  distributed  in 
complete  or  partial  liquidation  of  a  corporation.  Also,  a  distribution 
which  is  made  without  the  recognition  of  gain  or  loss  under  the  pro¬ 
visions  of  section  355  (relating  to  distributions  of  stock  and  securities 
of  a  controlled  corporation)  is  not  subject  to  withholding. 

(3)  Any  amount  which  is  includible  in  gross  income  as  a  taxable 
dividend  by  reason  of  the  provisions  of  section  302  (relating  to  redemp¬ 
tions  of  stock),  section  306  (relating  to  disposition  of  certain  stock), 
section  356  (relating  to  receipt  of  additional  consideration  in  connec¬ 
tion  with  certain  reorganizations),  or  section  1081(e)(2)  (relating  to 
certain  distributions  pursuant  to  order  of  the  Securities  and  Exchange 
Commission).  Section  1081(e)(2)  provides  that,  in  the  case  of  certain 
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exchanges  not  solely  in  kind,  gain  realized  by  the  taxpayer  may  be 
taxed  as  a  dividend. 

(4)  Any  amount  paid  by  a  corporation  to  another  corporation,  if 
both  corporations  are  members  of  the  same  affiliated  group  which 
filed  a  consolidated  return  under  chapter  6  of  the  1954  Code  for  the 
preceding  taxable  year  of  the  affiliated  group.  In  determining 
whether  both  corporations  are  members  of  the  same  affiliated  group 
at  the  time  the  amount  is  paid,  the  rules  provided  under  chapter  6 
of  the  1954  Code  (relating  to  consolidated  returns  of  income  tax) 
will  govern. 

(5)  Any  amount  which  (A)  is  subject  to  withholding  under  section 

1441  or  1442  (including  an  amount  required  to  be  withheld  upon 
under  such  section  by  reason  of  sec.  1444(a))  by  the  person  paying  the 
amount,  or  (B)  would  be  subject  to  withholding  under  section  1441  or 

1442  by  the  person  paying  the  amount  but  for  the  fact  that  it  is 
attributable  to  income  from  sources  outside  the  United  States,  or  for 
the  Tact  that  the  payor  thereof  is  excepted  from  the  application  of 
section  1441(a)  by  the  provisions  of  section  1441(c).  Under  this 
paragraph,  if  a  corporation  pays  a  dividend  to  a  person  who  is  a  non¬ 
resident  alien  individual,  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in  whole  or  in  part 
of  nonresident  aliens,  or  a  foreign  corporation  not  engaged  in  trade 
or  business  within  the  United  States,  withholding  will  not  be  required 
under  chapter  25. 

(6)  Any  amount  paid  by  a  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States. 

(7)  Amounts  treated  under  section  1373  as  amounts  distributed  as 
dividends.  Thus,  amounts  of  the  undistributed  taxable  income  of 
an  electing  small  business  corporation  which  a  shareholder  of  such 
corporation  must  include  in  his  gross  income  are  not  subject  to 
withholding  under  the  provisions  of  chapter  25.  Amounts  actually 
distributed  by  such  a  corporation  to  its  shareholders  are  subject  to 
the  requirement  of  withholding  if  they  are  included  within  the 
definition  of  dividends  contained  in  chapter  25. 

(8)  Amounts  paid  pursuant  to  the  terms  of  a  lease  entered  into 
before  January  1,  1954,  if  under  such  lease  the  shareholders  of  the 
lessor  corporation  are  entitled  to  such  amounts  without  deduction  for 
any  tax  which  any  law  of  the  United  States  might  require  to  be 
deducted  and  withheld  on  the  payment  of  dividends.  This  exception 
is  applicable  to  amounts  paid  under  any  lease  entered  into  before 
January  1,  1954,  if  the  lessee  corporation  has  agreed  to  reimburse  the 
shareholders  of  the  lessor  corporation  for  any  tax  required  to  be 
deducted  and  withheld  upon  the  payment  of  dividends  to  them. 

Subchapter  C — Patronage  Dividends 

SECTION  3471.  INCOME  TAX  COLLECTED  AT  SOURCE  ON  PATRONAGE 

DIVIDENDS 

(a)  Requirement  oj  withholding. — Section  3471(a)  provides  that 
every  cooperative  which  is  governed  by  part  I  of  subchapter  T  of 
chapter  1  of  the  code  (added  by  sec.  17  of  the  bill)  must  withhold 
20  percent  of  certain  amounts  which  it  pays  to  its  patrons.  The 
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withholding;  tax  imposed  by  section  3471(a)  applies  to  amounts  de¬ 
scribed  in  section  3472. 

( b )  Payee  unknown. — Section  3471(b)  is  similar  to  sections  3451(b) 
and  3461(b),  and  provides  that  if  the  withholding  agent  is  unable  to 
determine  the  person  to  whom  the  amount  described  in  section  3472 
is  payable,  he  nevertheless  is  required  to  withhold  at  the  time  pay¬ 
ment  would  be  made  if  the  person  were  known. 

SECTION  3472.  AMOUNTS  SUBJECT  TO  WITHHOLDING 

(a)  General  rule. — Section  3472(a)  provides  that  t he  amounts  sub¬ 
ject  to  withholding  under  section  3471  are — 

(1)  the  amount  of  any  patronage  dividend  (as  defined  in  sec. 
1388(a))  which  is  paid  in  money,  qualified  written  notices  of 
allocation  (as  defined  in  sec.  1388(c)),  or  other  property  (except 
nonqualified  written  notices  of  allocation  as  defined  in  sec.  1388 
(d));  and 

(2)  any  amount  described  in  section  1382(c)(2)(A)  (relating 
to  certain  nonpatronage  distributions)  which  is  paid  in  money, 
qualified  written  notices  of  allocation,  or  other  property  (except 
nonqualified  written  notices  of  allocation)  by  an  exempt  farmers’ 
cooperative  described  in  section  521. 

There  is  no  withholding  on  amounts  paid  by  a  cooperative  in  non¬ 
qualified  written  notices  of  allocation  or  in  redemption  of  nonqualified 
written  notices  of  allocation. 

(b)  Exceptions. — -Section  3472(b)  lists  the  exceptions  to  the  general 
rule.  Paragraph  (1)  is  similar  to  sections  3452(b)(4)  and  3462(b)(4) 
and  provides  that  amounts  paid  bv  one  corporation  to  another  are 
not  subject  to  withholding  if  both  corporations  are  members  of  the 
same  affiliated  group  and  a  consolidated  return  was  filed  by  such 
group  for  the  preceding  taxable  year.  Paragraph  (2)  is  similar  to 
sections  3452(b)(5)  and  3462(b)(5)  and  provides  that  amounts  subject 
to  withholding  by  the  cooperative  under  section  1441  or  1442  are  not 
subject  to  withholding  under  section  3471.  Also  excepted  under 
paragraph  (2)  are  amounts  which  otherwise^ would  be  subject  to  with¬ 
holding  by  the  cooperative  under  section  1441  or  1442,  but  for  the 
fact  that  they  are  not  treated  as  income  from  sources  within  the 
United  States.  Paragraph  (3)  is  similar  to  sections  3452(b)(2)(B) 
and  3462(b)(6)  and  provides  that  amounts  paid  by  a  foreign  corpora¬ 
tion  not  engaged  in  trade  or  business  within  the  United  States  are  not 
subject  to  the  provisions  of  section  3471. 

(c)  Exemptions  for  certain  consumer  cooperatives. — -Since  patronage 
dividends  attributable  to  the  purchase  of  personal,  living,  or  family 
items  are  not  includible  in  the  patron’s  gross  income,  section  3472(c) 
provides  that  any  cooperative  which  the  Secretary  of  the  Treasury  or 
his  delegate  determines  to  be  primarily  engaged  in  selling  at  retail 
goods  or  services  of  a  type  that  are  generally  for  personal,  living,  or 
family  use  shall  be  granted  exemption  from  the  withholding  tax 
imposed  by  section  3471.  For  this  exemption  to  apply,  the  coopera¬ 
tive  must  file  an  application  with  the  Secretary  of  the  Treasury  or  his 
delegate  in  accordance  with  regulations  to  be  prescribed. 

(d)  Determination  of  amount  paid. — Section  3472(d)  provides  that, 
in  determining  amounts  paid,  property  other  than  a  written  notice  of 
allocation  is  to  be  taken  into  account  at  its  fair  market  value,  and 
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qualified  written  notices  of  allocation  are  to  be  taken  into  account  at 
their  stated  dollar  amount.  This  treatment  is  consistent  with  that 
accorded  under  subchapter  T  of  chapter  1.  Thus,  in  determining 
the  amount  which  must  be  deducted  and  withheld  on  a  patronage 
dividend,  the  portion  of  the  dividend  paid  in  qualified  written  notices 
of  allocation  must  be  valued  at  the  stated  dollar  amount  of  the  written 
notices  of  allocation.  For  example,  if  a  cooperative  pays  a  patronage 
dividend  of  $100,  it  can  pay  that  dividend  by  a  written  notice  of 
allocation  with  a  stated  dollar  value  of  $80;  the  remaining  $20  must 
be  deducted  and  withheld  by  the  cooperative  and  will  be  considered 
a  patronage  dividend  paid  in  cash.  No  amount  is  required  to  be 
deducted  and  withheld  on  any  amount  of  a  patronage  dividend  paid 
in  nonqualified  written  notices  of  allocation. 

Subchapter  D — General  Provisions 

SECTION  3481.  LIABILITY  FOR  RETURN  AND  PAYMENT  OF  WITHHELD  TAX 

(a)  General  rule. — Section  3481(a)  provides  that  every  person  who 
is  required  to  deduct  and  withhold  tax  under  section  3451,  3461,  or 
3471  is  to  make  a  return  of  the  tax  required  to  be  deducted  and  with¬ 
held  by  him  during  each  quarter  of  his  taxable  year.  The  return 
must  be  filed  and  the  tax  must  be  paid  to  the  officer  designated  in 
section  6151  (relating  to  time  and  place  for  paying  tax  shown  on  re¬ 
turns)  on  or  before  the  last  day  of  the  first  month  following  the  close 
of  the  quarter  of  the  taxable  year  during  which  it  was  deducted  and 
withheld.  Under  the  provisions  of  section  3481(a)  a  withholding 
agent  is  made  liable  for  payment  of  the  taxes  required  to  be  deducted 
and  withheld  on  interest,  dividends,  and  patronage  dividends.  A 
withholding  agent’s  obligations  will  be  satisfied  by  computing  his 
tax  by  taking  20  percent  of  the  total  amount  of  dividends,  interest, 
and  patronage  dividends  on  which  he  is  required  to  deduct  and  with¬ 
hold  and  which  are  paid  within  the  period  covered  by  the  return,  by 
filing  the  return,  and  by  paying  to  the  Government  the  amount  so 
computed.  He  will  not  thereafter  be  liable  to  any  person  for  the 
amount  so  deducted  and  withheld  and  paid  to  the  Government. 

(b)  Tax  paid  by  recipient. — In  any  case  where,  for  whatever  reason, 
a  withholding  agent  fails  to  deduct  and  withhold  the  tax  required  b}^ 
chapter  25  and  the  recipient  of  the  interest,  dividend,  or  patronage 
dividend  actually  pays  the  income  tax  he  owes  on  such  payment, 
the  withholding  agent  is  relieved  of  liability  for  payment  of  the 
tax  which  he  failed  to  deduct  and  withhold.  However,  payment 
of  the  tax  by  the  recipient  does  not  relieve  the  withholding  agent  of 
liability  for  any  penalties  or  additions  to  the  tax  otherwise  applicable 
in  respect  of  his  failure  to  deduct  and  withhold  the  tax. 

SECTION  3482.  RETURN  AND  PAYMENT  BY  UNITED  STATES 

Under  the  provisions  of  section  3482  if  the  person  required  to  file 
a  return  and  pay  the  tax  under  the  provisions  of  section  3481  is  the 
United  States  or  any  wholly  owned  agency  or  instrumentality  thereof, 
the  return  of  the  tax  deducted  and  withheld  may  be  made  either  by  the 
officer  or  employee  having  control  of  the  payment  of  the  amount 
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subject  to  withholding,  or  by  an  officer  or  employee  appropriately 
designated  for  that  purpose. 

SECTION  3483.  EXEMPTION  CERTIFICATES 

(a)  General  rules—  Section  3483 (a)  provides  for  an  exemption  from 
withholding  under  chapter  25  on  certain  amounts  paid  to  certain 
persons  who  file  exemption  certificates  with  the  withholding  agent. 

The  amounts  which  may  be  exempted  from  withholding  under 
section  3483(a)  in  the  case  of  individuals  are  all  amounts  subject  to 
withholding  under  chapter  25  except  (A)  amounts  described  in  section 
3452(a)(1),  relating  to  interest  on  evidences  of  indebtedness  issued  by 
corporations,  (B)  amounts  described  in  section  3452(a)(3)  which  are 
paid  in  respect  of  a  transferable  certificate  or  share,  and  (C)  amounts 
described  in  section  3452(a)(6),  relating  to  interest  on  certain  obliga¬ 
tions  of  the  United  States. 

Under  the  provisions  of  subsection  (a)(1),  any  individual  under 
age  18  who  wishes  to  claim  the  exemption  may  do  so  by  fifing  with 
any  withholding  agent,  who  pays  amounts  described  above,  an  exemp¬ 
tion  certificate  on  which  he  certifies  the  date  of  his  birth.  If  such 
a  certificate  is  filed,  all  amounts  described  above  which  are  payable 
by  the  withholding  agent  to  the  individual,  on  and  after  the  effective 
date  for  the  certificate  and  before  the  beginning  of  the  calendar  year 
during  which  the  certificate  indicates  that  the  individual  will  attain 
the  age  of  18,  are  to  be  exempt  from  withholding  under  chapter  25. 
It  is  contemplated  that  the  regulations  will  permit  the  individual  to 
revoke  such  a  certificate. 

Exemption  certificates  are  not  required  with  respect  to  interest 
paid  on  school  savings  accounts  which  are  excepted  from  withholding 
by  section  3452(b)(7). 

Under  the  provisions  of  subsection  (a)(2),  any  individual  who  is 
over  age  17  at  the  beginning  of  a  calendar  year  may  claim  an  exemption 
by  filing  with  any  withholding  agent,  who  pays  amounts  described 
above,  an  exemption  certificate  on  which  he  certifies  that  he  will  have 
attained  the  age  of  18  before  the  close  of  the  calendar  year  for  which 
such  certificate  is  filed  and  that  he  reasonably  believes  that  he  will  not 
(after  the  application  of  the  credits  against  tax  provided  by  pt.  IV 
of  subch.  A  of  ch.  1,  other  than  the  credits  under  secs.  31  and  39)  be 
liable  for  the  payment  of  any  tax  under  chapter  1  for  each  of  his 
taxable  years  any  portion  of  which  is  included  in  the  period  for  which 
such  certificate  will  be  in  effect.  Thus,  an  individual  over  age  17 
who  would  be  liable  for  payment  of  income  tax  for  his  taxable  year 
except  for  the  fact  that  tax  was  withheld  on  his  wages,  or  on  interest, 
dividends,  or  patronage  dividends  received  by  him,  is  not  eligible  for 
exemption  under  section  3483.  If  the  taxable  year  of  an  individual 
over  17  is  other  than  a  calendar  year,  he  must  be  able  to  make  the 
certification  as  to  nonliability  for  tax  with  respect  to  each  taxable  year 
any  portion  of  which  is  included  in  the  period  for  which  the  exemption 
certificate  is  effective.  An  individual  who  expects  to  file  a  joint 
return  for  any  taxable  year  a  part  or  all  of  which  is  included  in  the 
effective  period  of  an  exemption  certificate  must  be  able  to  certify 
that  there  will  be  no  tax  liability  on  such  joint  return.  If  a  certificate 
is  filed  under  the  provisions  of  section  3483(a)  (2),  all  amounts  described 
above  which  are  payable  by  the  withholding  agent  to  the  individual 
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during  the  period  the  certificate  is  in  effect  are  to  be  exempt  from 
withholding  under  chapter  25.  Except  as  the  Secretary  of  the 
Treasury  or  his  delegate  may  otherwise  provide  in  regulations,  an 
exemption  certificate  filed  by  an  individual  over  age  17  will  remain  in 
effect  only  for  the  period  beginning  on  the  effective  date  of  the  certifi¬ 
cate  and  ending  at  the  close  of  the  calendar  year  in  which  such  period 
begins.  It  is  expected  that,  if  the  Secretary  or  his  delegate  finds  that 
certain  individuals,  such  as  those  over  age  65,  generally  remain  in  a 
nontaxable  status,  he  may  provide  by  regulations  a  procedure  per¬ 
mitting  exemption  certificates  filed  by  such  individuals  to  remain 
effective  for  more  than  a  year.  The  individual  would,  however,  be 
required  to  revoke  the  certificate  if  he  becomes  taxable. 

Under  the  provisions  of  section  3483(a)(3),  an  organization  (other 
than  a  cooperative  described  in  sec.  521)  which  is  exempt  from  the 
tax  imposed  by  chapter  1  may  claim  exemption  from  withholding  on 
certain  amounts.  The  amounts  which  may  be  exempted  from  with¬ 
holding  under  this  subsection  are  those  amounts  described  in  section 
3452(a)(2)  (relating  to  interest  on  deposits  with  persons  carrying  on 
the  banking  business),  section  3452(a)(3)  (relating  to  amounts  paid 
by  mutual  savings  banks,  savings  and  loan  associations,  building  and 
loan  associations,  etc.,  in  respect  of  deposits,  investment  certificates, 
or  withdrawable  or  repurchasable  shares),  and  section  3452(a)(7) 
(relating  to  increment  in  value  of  series  E  savings  bonds,  etc.).  A 
tax-exempt  organization  may  claim  the  exemption  by  filing  with  any 
withholding  agent  who  pays  any  of  these  amounts  an  exemption 
certificate  on  which  it  certifies  that  it  is  such  an  organization.  If 
such  a  certificate  is  filed,  all  amounts  described  above  which  are  pay¬ 
able  by  the  withholding  agent  to  the  organization  on  and  after  the 
effective  date  for  the  certificate  will  (except  as  provided  in  sec.  3483 
(a)(3)(B))  be  exempt  from  the  requirement  of  withholding  under 
chapter  25.  Section  3483(a)(3)(B)  provides  that  an  exemption  cer¬ 
tificate  filed  by  a  tax-exempt  organization  will  cease  to  be  effective 
on  the  30th  day  after  the  day  on  which  the  withholding  agent  with 
whom  the  certificate  was  filed  is  notified  by  either  the  organization 
or  the  Secretary  of  the  Treasury  or  his  delegate  that  the  organization 
is  no  longer  exempt  from  the  tax  imposed  by  chapter  1.  If  an  organ¬ 
ization  ceases  to  be  an  organization  which  is  exempt  from  the  tax 
imposed  by  chapter  1,  it  must,  within  the  time  specified  in  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  so  notify 
each  withholding  agent  with  whom  it  has  an  exemption  certificate  in 
effect. 

In  general,  a  person  entitled  to  exemption  need  file  only  one  exemp¬ 
tion  certificate  with  any  withholding  agent.  Thus,  an  individual  who 
has  two  savings  accounts  in  the  same  bank  need  file  only  one  exemption 
certificate  to  exempt  the  interest  on  both  accounts  from  withholding. 

Withholding  agents  are  required  to  honor  an  exemption  certificate 
which  on  its  face  indicates  that  the  person  filing  it  is  entitled  to 
exemption,  regardless  of  whether  such  person  is  in  fact  entitled  to  file 
it.  Penalties  for  willfully  filing  a  false  and  fraudulent  certificate 
under  section  3483  are  provided  in  section  7205. 

(6)  Exceptions  and  special  rules. — Subsection  (b)  of  section  3483 
provides  exceptions  and  special  rules  governing  the  application  of 
subsection  (a).  Paragraph  (1)  of  subsection  (b)  provides  that  section 
3483  is  not  to  apply  to  any  amount  described  in  section  3452(a)(1), 
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section  3452(a)(3)  paid  in  respect  of  a  transferable  certificate  or  share, 
or  section  3452(a)(6).  Thus,  an  exemption  certificate  filed  with  a 
savings  and  loan  association  does  not  apply  with  respect  to  interest 
paid  on  an  investment  certificate  which  is  transferable.  Paragraph 
(2)  of  subsection  (b)  provides  that  a  separate  certificate  is  to  be  filed 
in  the  case  of  each  transaction  involving  the  redemption  of  one  or  more 
obligations  described  in  section  3452(a)(7)  (relating  to  certain  obliga¬ 
tions  of  the  United  States  issued  on  a  discount  basis,  such  as  series  E 
bonds).  Paragraph  (3)  provides  that  the  Secretary  of  the  Treasury  or 
his  delegate  may  by  regulation  extend  the  exemption  provided  by  sec¬ 
tion  3483  to  amounts  (other  than  dividends  as  defined  in  sec.  3462(a)) 
paid  through  nominees,  amounts  paid  to  custodians,  and  amounts 
paid  jointly  to  two  or  more  individuals.  Thus,  the  exemption  may 
not  be  extended  to  dividends  paid  on  stock  held  in  a  street  name. 

Paragraph  (4)  provides  that  any  exemption  certificate  under  section 
3483  will  take  effect  on  such  day  as  is  specified  in  accordance  with 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate. 
Paragraph  (5)  provides  that  exemption  certificates  under  section  3483, 
and  notices  under  section  3483(a)(3)(B),  are  to  be  in  such  form  and 
contain  such  information  as  the  Secretary  of  the  Treasury  or  his 
delegate  may  prescribe  by  regulations. 

A  person  who  is  entitled  to  file  exemption  certificates  under  section 
3483  need  not  do  so,  but  may  file  a  claim  for  refund  under  the  appli¬ 
cable  provisions  of  section  3484  or  3485.  A  credit  or  refund  of  the 
tax  deducted  and  withheld  with  respect  to  amounts  for  which  no 
exemption  from  withholding  is  provided  under  section  3483  may'  be 
obtained  under  section  39  or  3484  in  the  case  of  an  individual,  or  under 
section  39,  3485,  or  3505  in  the  case  of  a  tax-exempt  organization. 

SECTION  3484.  REFUND  OF  TAX  TO  INDIVIDUALS 

Section  3484  provides  for  refunds  during  the  year,  to  certain  in¬ 
dividuals,  of  the  tax  deducted  and  withheld  on  interest,  dividends,  and 
patronage  dividends  received  by  them  during  the  first  three  quarters 
of  the  taxable  year.  The  amount  refundable  to  an  individual  may  not 
exceed  his  refund  allowance  which  is  determined  in  the  manner  pro¬ 
vided  in  subsection  (b).  In  general,  a  married  couple  which  expects 
to  file  a  joint  income  tax  return  for  the  taxable  year  is  treated  as  one 
individual  for  purposes  of  obtaining  a  refund  under  section  3484. 

(a)  General  rule. — Subsection  (a)  of  section  3484  provides  for  a 
prompt  refund  (as  an  overpayment  of  tax)  of  the  tax  deducted  and 
withheld  under  chapter  25  on  amounts  received  by  an  individual 
during  any  quarter  of  his  taxable  year  (other  than  the  fourth  quarter) 
to  the  extent  such  tax  does  not  exceed  his  refund  allowance  at  the 
time  the  claim  is  filed.  The  claim  for  refund  filed  during  any  quarter 
of  the  individual’s  taxable  year  may  also  include  the  tax  withheld  on 
amounts  received  by  him  during  any  prior  quarter  of  the  same  taxable 
year  if  no  allowable  claim  for  refund  has  been  filed  under  section  3484 
with  respect  to  such  tax.  No  claim  for  refund  may  be  filed  under 
section  3484  with  respect  to  tax  withheld  on  amounts  received  during 
the  fourth  quarter  of  an  individual’s  taxable  year.  Any  tax  with¬ 
held  with  respect  to  amounts  received  during  the  fourth  quarter,  to¬ 
gether  with  tax  withheld  on  amounts  received  during  the  first  three 
quarters  of  such  year  for  which  no  allowable  claim  for  refund  has  been 
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filed  under  section  3484,  may  be  claimed  as  a  credit  under  section  39 
against  the  tax  imposed  by  chapter  1.  A  refund  of  tax  is  to  be  made 
under  section  3484  only  if  the  amount  claimed  and  allowable  equals 
or  exceeds  $10. 

( b )  Refund  allowance. — -Subsection  (b)  of  section  3484  provides  that, 
for  purposes  of  section  3484,  the  refund  allowance  of  an  individual  as 
of  the  time  a  claim  for  refund  is  filed  is  an  amount  equal  to  the  ex¬ 
cess,  if  any,  of — - 

(1)  22  percent  of— 

(A)  the  amounts  of  the  deductions  which,  on  the  basis  of 
facts  existing  at  the  time  the  claim  for  refund  is  filed,  such 
individual  would  be  allowed  for  the  taxable  year  under  sec¬ 
tion  151  (relating  to  deductions  for  personal  exemptions), 
plus 

(B)  if  the  individual,  at  the  time  the  claim  for  refund  is 
filed,  reasonably  expects  that  he  will  be  allowed  a  credit 
under  section  37  for  the  taxable  year,  the  amount  which,  at 
such  time,  such  individual  reasonably  expects  to  be  the 
amount  of  his  retirement  income  (as  defined  in  sec.  37(c) 
and  as  limited  by  sec.  37(d))  for  the  taxable  year,  less 

(C)  the  amounts  (other  than  amounts  on  which  tax  is  re¬ 
quired  to  be  deducted  and  withheld  under  eh.  25)  which,  at 
the  time  the  claim  for  refund  is  filed,  such  individual  reason¬ 
ably  expects  to  be  includible  in  his  gross  income  for  the  tax¬ 
able  year;  over 

(2)  the  amounts  of  tax  with  respect  to  which  an  allowable  claim 
for  refund  has  been  previously  filed  under  section  3484  during  the 
taxable  year. 

For  purposes  of  paragraph  (1)(C)  of  subsection  (b),  an  individual 
who  files  a  second,  third,  or  fourth  claim  for  refund  under  section  3484 
for  any  taxable  year  may  use  the  estimate  for  the  preceding  claim 
unless  he  reasonably  expects  the  amounts  referred  to  in  subparagraph 
(C)  to  exceed  such  prior  estimate  by  more  than  $100.  Thus,  an 
individual  who,  at  the  time  he  files  his  second  claim,  reasonably 
expects  that  he  will  receive  for  the  year  $150  more  in  wages  than 
he  estimated  at  the  time  he  filed  his  first  claim,  must  recompute  his 
refund  allowance  on  his  second  claim. 

(c)  Married  individuals. — Subsection  (c)  of  section  3484  provides 
that,  for  purposes  of  subsections  (a),  (b),  and  (d),  married  individuals 
are  to  be  treated  as  one  individual  if,  at  the  time  the  claim  for  refund 
is  filed,  they  reasonably  expect  that  they  will  file  a  joint  return  for 
the  taxable  year  in  which  the  claim  is  filed.  If  a  husband  and  wife 
reasonably  expect  at  the  time  a  claim  for  refund  is  filed  that  they 
will  file  a  joint  income  tax  return  for  their  current  taxable  year,  they 
must  compute  a  single  refund  allowance  taking  into  account  both 
the  husband’s  and  wife’s  income  not  subject  to  withholding  under 
chapter  25,  as  well  as  the  other  factors  on  which  the  allowance  is 
based.  In  such  a  case,  they  must  file  a  joint  claim  and  the  single 
refund  allowance  will  be  the  maximum  amount  which  may  be  refunded 
with  respect  to  tax  withheld  on  both  the  husband  and  the  wife. 

(d)  Time  for  filing  claim. — Subsection  (d)  of  section  3484  provides 
that  not  more  than  one  claim  may  be  filed  under  section  3484  by  any 
individual  during  anv  quarter  of  his  taxable  year.  The  claim  may 
be  filed  at  any  time  during  the  quarter.  A  refund  of  tax  deducted  and 
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withheld  on  amounts  received  during  a  taxable  year  is  to  be  made 
under  this  section  only  if  claim  therefor  is  filed  on  or  before  the  last  day 
of  such  taxable  year.  A  claim  filed  during  the  first  three  quarters 
may  include  the  tax  withheld  on  amounts  received  during  the  quarter 
in  which  the  claim  is  filed  or  during  any  prior  quarter  if  no  allowable 
claim  for  refund  has  been  filed  under  section  3484  for  such  tax.  Al¬ 
though  no  claim  may  be  filed  under  section  3484  with  respect  to  tax 
deducted  and  withheld  on  amounts  received  during  the  fourth  quarter 
of  an  individual’s  taxable  year,  a  claim  may  be  filed  during  the  fourth 
quarter  with  respect  to  tax  withheld  on  amounts  received  during  prior 
quarters  to  the  extent  not  previously  claimed.  No  claim  may  cover 
tax  on  amounts  not  yet  received. 

The  claim  for  refund  filed  by  an  individual  for  the  first  quarter  of 
his  taxable  year  will  contain  a  computation  of  his  refund  allowance, 
made  in  the  manner  provided  in  section  3484(b).  Upon  receipt  of  the 
claim,  the  Internal  Revenue  Service  will  establish  a  refund  account  for 
the  individual.  The  Internal  Revenue  Service  will  mail  to  the  indi¬ 
vidual  a  refund  claim  form  for  the  second  quarter,  which  will  show 
the  maximum  amount  which  may  be  refunded  to  him  based  upon  his 
refund  allowance  as  computed  by  the  Service  from  the  facts  stated 
on  his  first  claim.  If  there  are  no  changes  requiring  a  recomputation 
of  his  refund  allowance,  the  individual  will  so  certify  on  tne  claim 
form  and  will  specify  the  net  amounts  of  interest,  dividends,  and 
patronage  dividends,  on  which  tax  has  been  withheld  under  chapter 
25,  which  he  has  received  and  which  were  not  included  on  his  prior 
claim.  When  the  claim,  properly  signed,  is  returned  to  the  Internal 
Revenue  Service  it  will  constitute  his  claim  for  refund  of  the  tax 
withheld  with  respect  to  the  net  amounts  specified  and,  to  the  extent 
that  the  amount  of  such  tax  does  not  exceed  the  individual’s  refund 
allowance,  it  will  be  promptly  refunded  to  him.  If  the  facts  on 
which  his  refund  allowance  computation  is  based  have  changed,  the 
individual  must  recompute  his  refund  allowance  on  the  form  provided 
on  the  back  of  the  claim.  The  amount  of  his  refund  may  not  exceed 
the  amount  of  the  new  refund  allowance  thus  determined.  An  indi¬ 
vidual  is  not  required  to  recompute  his  refund  allowance  because  of 
a  change  in  his  estimate  of  amounts  (other  than  amounts  on  which 
tax  is  required  to  be  deducted  and  withheld  under  ch.  25)  which  he 
reasonably  expects  to  be  includible  in  his  gross  income  for  the  taxable 
year,  unless  his  new  estimate  exceeds  the  prior  estimate  by  more  than 
$100.  If  an  individual  chooses,  he  need  not  wait  until  he  receives 
the  claim  form  from  the  Internal  Revenue  Service,  but  may  file  a 
claim  for  refund  under  this  section  at  any  time  during  the  quarter. 
If  he  does  so,  he  may  not  file  another  claim  during  that  quarter. 

Procedures  similar  to  those  described  in  the  preceding  paragraph 
will  be  followed  by  the  Internal  Revenue  Service  and  the  individual 
for  the  third  quarter. 

It  is  anticipated  that  at  the  close  of  the  year,  the  Internal  Revenue 
Service  will  mail  to  each  individual  who  files  claims  for  refund  under 
the  above  procedure  a  statement  showing  the  total  amount  of  refunds 
made  to  him  during  the  year. 

(e)  Individuals  not  eligible  for  refund. — Subsection  (e)  of  section 
3484  provides  that  no  claim  for  rbfund  may  be  filed  under  this  section 
by— 


REVENUE  ACT  OF  1962 


a153 


(1)  any  individual  (other  than  an  individual  referred  to  in 
par.  (2)  or  (3)  of  such  subsec.  (e))  unless,  at  the  time  the  claim  for 
refund  is  filed,  he  reasonably  expects  that  his  gross  income  for  the 
taxable  year  will  not  exceed  $5,000; 

(2)  any  married  individual  unless,  at  the  time  the  claim  for 
refund  is  filed,  he  reasonably  expects  that  the  aggregate  of  his 
gross  income  and  that  of  his  spouse  for  the  taxable  year  will  not 
exceed  $10,000; 

(3)  a  head  of  a  household  (as  defined  in  sec.  1(b)(2))  or  a  sur¬ 
viving  spouse  (as  defined  in  sec.  2(b))  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  expects  that  his  gross 
income  for  the  taxable  year  will  not  exceed  $10,000;  or 

(4)  any  child,  unless,  at  the  time  the  claim  for  refund  is  filed, 
he  reasonably  expects  that  no  deduction  would  be  allowed  for 
him  under  section  151(e)(1)(B)  for  the  taxable  year  of  his  parent 
(or  parents)  beginning  with  or  within  the  calendar  year  in  which 
the  claim  for  refund  is  filed. 

The  application  of  section  3484  may  be  illustrated  by  the  following 
example: 

H  and  W,  married  individuals  both  over  65  and  under  72,  receive 
dividends  of  $350  on  January  1,  April  1,  July  1,  and  October  1,  and 
interest  of  $600  on  April  1  and  October  1.  The  interest  is  received 
by  W  and  the  dividends  by  H.  H  and  W  each  expect  to  have  $1,000 
of  wages  during  the  year.  H  and  W  expect  to  file  a  joint  return  for 
their  taxable  year  ending  on  December  31,  and  will  be  allowed  four 


exemptions. 

(1)  Allowance  for  exemptions  (4  X  $600) _  $2,400 

(2)  Reasonable  estimate  of  retirement  income _  2,  400 

(3)  Total,  (1)  and  (2) _  4,  800 

(4)  Less:  Wages _  2,  000 

(5)  Balance  ((3)  minus  (4)) _  2,  800 

(6)  22  percent  of  line  (5) _  616 


1st  quarter 

2d  quarter 

3d  quarter 

$70 

$190 

$70 

(6)  Line  (6) _ _ _ _ _ 

616 

616 

616 

70 

260 

(d)  Refund  allowance  ((6)  —  (c)) _ 

616 

546 

356 

(e)  Refund  (smaller  of  (a)  or  (d)) _ 

70 

190 

70 

The  $190  of  tax  deducted  and  withheld  on  the  interest  and  dividends 
received  on  October  1  may  be  claimed  as  a  credit  under  section  39  on 
H  and  W’s  joint  income  tax  return  for  the  year. 


SECTION  3485.  REFUND  OF  TAX  TO  STATES,  TAX-EXEMPT  ORGANIZATIONS, 

ETC. 

Section  3485  provides  that  in  the  case  of  a  person  which  is  the 
United  States,  a  State,  a  foreign  government  or  international  organiza¬ 
tion,  an  organization  (other  than  a  cooperative  described  in  sec.  521) 
exempt  from  the  income  tax,  or  a  foreign  central  bank  of  issue,  if  the 
amount  withheld  as  tax  with  respect  to  dividends,  interest,  or  patron- 
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age  dividends  received  during  any  calendar  quarter  exceeds  the  credit, 
if  any,  claimed  by  and  allowable  to  such  person  for  that  quarter  under 
section  3505,  which  is  added  to  the  1954  Code  by  subsection  (d)(1)  of 
section  19  of  the  bill,  the  excess  (together  with  any  such  excess  for 
any  prior  quarter  of  the  same  calendar  year  with  respect  to  which  no 
refund  has  been  claimed  and  allowed  under  sec.  3485)  is  to  be  promptly 
refunded  or  credited  to  such  person  as  an  overpayment  of  the  tax- 
imposed  by  chapter  25.  (For  provisions  excluding  from  withholding 
certain  amounts  paid  to  persons  described  in  sec.  3485,  see  sec. 
3452(b)(8)  (relating  to  States,  foreign  governments,  and  international 
organizations),  sec.  3452(c)  (relating  to  the  United  States),  and  sec. 
3483(a)(3)  (relating  to  tax-exempt  organizations).)  The  term  “an 
organization  (other  than  a  cooperative  described  in  sec.  521)  exempt 
from  the  tax  imposed  by  chapter  1”  does  not  include  a  taxpayer  merely 
because  its  deductions  exceed  its  gross  income. 

Any  person  entitled  under  this  section  to  claim  a  refund  of  tax 
withheld  upon  dividends,  interest,  or  patronage  dividends  paid  to  it 
may  file  the  claim  immediately  after  the  close  of  the  calendar  quarter 
in  which  they  were  received  by  it.  The  term  “received”  as  used  in 
this  section  includes  constructive  receipt.  Therefore,  in  any  case 
where  a  person  exempt  from  income  taxation  constructively  receives 
interest  in  any  calendar  quarter,  the  tax  withheld  upon  that  interest 
may  be  included  in  the  claim  filed  for  that  quarter,  even  though  the 
interest  may  not  actually  be  collected  until  a  subsequent  quarter. 
A  claim  for  refund  under  this  section  need  not  be  filed  for  each  calendar 
quarter  in  which  dividends,  interest,  or  patronage  dividends  are 
received.  Thus,  one  claim  may  cover  tax  withheld  on  amounts 
received  during  more  than  one  quarter.  However,  no  claim  in  respect 
of  tax  withheld  upon  dividends,  interest,  or  patronage  dividends  may 
be  filed  before  the  close  of  the  calendar  quarter  in  which  such  amounts 
are  received. 

If  the  person  claiming  a  refund  under  this  section  for  a  calendar 
quarter  also  claims  a  credit  under  section  3505  for  the  same  calendar 
quarter  and  the  credit  is  allowable,  the  amount  which  may  be  refunded 
under  section  3485  with  respect  to  that  quarter  may  not  exceed  the 
tax  withheld  with  respect  to  dividends,  interest,  or  patronage  dividends 
received  during  that  quarter,  less  the  amount  of  such  credit  which  is 
allowable  under  section  3505.  However,  the  credit  allowable  under 
section  3505  is  not  required  to  be  claimed  by  a  person  entitled  to 
file  a  claim  for  refund  under  section  3485.  Such  person  may  pay 
its  liability,  if  any,  for  the  taxes  imposed  by  chapters  21  and  24  for 
a  calendar  quarter  and  file  a  claim  for  refund  of  the  total  amount  in 
respect  of  tax  withheld  upon  dividends,  interest,  or  patronage 
dividends  received  by  it  during  that  quarter. 

In  the  case  of  a  foreign  central  bank  of  issue,  the  provisions  of 
section  3485  apply  oidy  to  the  tax  under  section  3451  deducted  and 
withheld  on  interest  on  those  obligations  of  the  United  States  which 
are  not  held  for,  or  used  in  connection  with,  the  conduct  of  the  bank’s 
commercial  banking  functions  or  other  commercial  activities. 

SECTION  3486.  REFUND  OF  TAX  TO  CORPORATION 

Section  3486  provides  that  in  the  case  of  a  corporation  (other  than 
a  corporation  described  in  sec.  3485(a)),  if  the  amount  withheld  as 
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tax  on  interest,  dividends,  or  patronage  dividends  received  during  any 
quarter  (other  than  the  fourth  quarter)  of  its  taxable  year  exceeds 
the  credit,  if  any,  claimed  hy  and  allowable  to  the  corporation  for 
that  quarter  under  section  3487  (which  permits  a  corporation  to  offset 
the  tax  withheld  under  ch.  25  on  amounts  received  hy  it  against  the 
tax  it  is  required  to  withhold  under  ch.  25  on  amounts  paid  by  it), 
the  excess  (together  with  any  such  excess  for  any  prior  quarter  of 
the  same  year  with  respect  to  which  no  refund  has  been  claimed  and 
allowed  under  sec.  3486)  is  to  be  promptly  refunded  to  the  corpora¬ 
tion  as  an  overpayment  of  tax.  A  claim  for  refund  under  section 
3486  must  be  filed  by  the  corporation  after  the  .close  of  the  quarter 
to  which  it  pertains  and  on  or  before  the  close  of  its  taxable  year. 
Any  tax  under  chapter  25  withheld  on  amounts  received  by  the  cor¬ 
poration  during  the  fourth  quarter  of  its  taxable  year  may  be  claimed 
as  a  credit  under  section  39  against  its  income  tax  liability  for  the  year. 

SECTION  3487.  CREDIT  FOR  TAX  WITHHELD  ON  CORPORATION 

Section  3487(a)  provides  that  tax  deducted  and  withheld  under 
chapter  25  on  interest,  dividends,  or  patronage  dividends  received  by 
a  corporation  (other  than  a  corporation  described  in  sec.  3485(a)) 
during  a  taxable  year  will,  to  the  extent  not  claimed  and  allowable 
as  a  credit  or  refund  to  the  corporation  during  a  prior  quarter  under 
section  3486,  be  allowed,  under  regulations  prescribed  by  the  Secretary 
of  the  Treasury  or  his  delegate,  as  a  credit  against  (but  not  in  excess 
of)  the  tax  for  which  the  corporation  is  liable  under  chapter  25  in 
respect  of  dividends,  interest,  and  patronage  dividends  paid  by  it 
during  such  year.  The  credit  must  be  claimed  on  the  quarterly 
return  required  under  section  3481.  For  example,  if  a  corporation 
received  during  the  first  quarter  of  its  1963  taxable  year  dividends  of 
$1,000  upon  which  tax  was  required  to  be  withheld  by  the  payor 
corporation  under  section  3461,  the  amount  of  the  tax  required  to  be 
withheld,  or  $200,  may  be  applied  by  the  corporation  as  a  credit 
against  its  liability  for  the  tax  which  it  is  required  to  deduct  and 
withhold  upon  any  dividends  or  interest  paid  by  it  during  the  first  or 
any  later  quarter  of  the  same  taxable  year.  If,  in  this  example,  the 
corporation  paid  dividends  of  $750  during  the  first  quarter  on  which  it 
withheld  $150,  it  may  claim  a  credit  of  $150  against  this  $150  which 
it  would  otherwise  be  required  to  remit  to  the  Government.  The 
company  may  file  a  claim  under  section  3486  for  refund  of  the  remain¬ 
ing  $50, ~ or,  if  it  does  not  file  such  a  claim  for  refund,  it  may  claim  a 
credit  under  section  3487  for  that  amount  against  its  liability  for  tax 
deducted  and  withheld  by  it  under  chapter  25  during  a  subsequent 
quarter  of  the  same  taxable  year. 

Section  3487(b)  provides  that  if  a  dividend  is  treated  as  paid 
during  the  taxable  year  of  a  regulated  investment  compan}^  under  sec¬ 
tion  855(a)  or  a  real  estate  investment  trust  under  section  858(a), 
such  dividends  may  be  considered  for  purposes  of  section  3487  as 
having  been  paid  within  the  taxable  year.  Thus,  the  amount  of  tax 
withheld  under  chapter  25  with  respect  to  dividends  and  interest  re¬ 
ceived  by  a  regulated  investment  company  or  a  real  estate  invest¬ 
ment  trust  during  a  taxable  year  may  be  allowed,  under  regulations 
prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate,  as  a 
credit  against  the  tax  which  the  company  or  trust  is  required  to  de- 
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duct  and  withhold  upon  the  payment  of  any  dividend  declared  and 
paid  by  it  after  the  close  of  its  taxable  year,  if  the  dividend  is  treated 
as  having  been  paid  during  such  taxable  year  under  the  provisions  of 
section  855(a)  or  858(a).  Likewise,  in  the  case  of  a  personal  holding 
company,  the  tax  deducted  and  withheld  on  dividends  and  interest 
received  by  it  during  the  taxable  year  may  be  allowed,  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  as  a  credit  under 
section  3487  against  any  tax  under  chapter  25  for  which  it  is  liable  in 
respect  of  any  dividend  paid  after  the  close  of  the  taxable  year  and  on 
or  before  the  15th  day  of  the  third  month  following  the  close  of  such 
taxable  year,  if  such  personal  holding  company  elected  under  section 
563(b)  to  have  such  dividend  considered  as  paid  during  such  taxable 
year.  Comparable  rules  apply  in  the  case  of  cooperatives. 

Section  3487(c)  provides  that  (to  the  extent  and  subject  to  such 
'  conditions  as  the  Secretary  or  his  delegate  may  provide  in  regulations) 
a  credit  under  section  3487  (a)  may  be  allowed  to  one  corporation  for 
tax  withheld  on  amounts  received  by  another  corporation  during  the 
same  taxable  year,  if  both  corporations  are  members  of  an  affiliated 
group  which  filed  a  consolidated  return  under  chapter  6  of  the  1954 
Code  for  the  preceding  taxable  year  of  the  affiliated  group. 

SECTION  3488.  OBLIGATION  SOLD  BETWEEN  INTEREST-PAYMENT  DATES 

Section  3488  provides  that,  for  purposes  of  any  credit  or  refund 
authorized  by  chapter  25,  the  amount  required  to  be  deducted  and 
withheld  on  the  interest  at  the  end  of  the  interest-payment  period 
will,  in  a  case  where  the  obligation  is  sold  or  exchanged  between  the 
interest-payment  dates,  be  treated  by  the  transferor  and  the  trans¬ 
feree  in  the  manner  provided  in  section  39(c).  Section  39(c)  provides 
for  the  manner  in  which  the  tax  shall  be  apportioned  and  the  date  on 
which  the  tax  is  treated  as  withheld  from  the  transferor.  If  the 
transferor  is  eligible  for  a  quarterly  credit  or  refund  under  one  of  the 
provisions  of  chapter  25,  he  may  claim  the  credit  or  refund  of  his 
allocable  portion  of  the  tax  which  will  be  deducted  and  withheld 
at  the  end  of  the  interest-payment  period  as  if  such  tax  were  actually 
withheld  on  the  date  of  the  transfer  (since  that  is  when  it  is  treated  as 
withheld  under  sec.  39(c)). 

SECTION  3489.  PRESUMPTION 

The  credits  and  refunds  authorized  by  sections  39,  3505,  and  3484 
through  3487  are  based  on  the  amount  of  tax  “deducted  and  with¬ 
held”,  and  not  on  the  amount  “required  to  be  deducted  and  with¬ 
held.”  Tn  many  cases  recipients  of  amounts  subject  to  withholding 
under  chapter  25  will  not  receive  statements  from  the  withholding 
agent  showing  the  amount  deducted  and  withheld  and,  accordingly, 
will  not  have  evidence  in  their  possession  to  prove  that  the  tax 
actually  was  deducted  and  withheld.  Section  3489  provides  that, 
for  purposes  of  establishing  that  any  person  is  entitled  to  a  credit  or 
refund  under  one  of  those  sections,  any  tax  under  chapter  25  which 
was  required  to  be  deducted  and  withheld  will,  in  the  absence  of 
evidence  to  the  contrary,  be  presumed  to  have  been  deducted  and 
withheld. 
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The  presumption  in  section  3489  is  a  rebuttable  one.  Therefore, 
a  recipient  of  interest,  dividends,  or  patronage  dividends  who  knows 
that  the  tax  actually  was  not  deducted  and  withheld  is  not  entitled  to 
claim  a  credit  or  refund  of  such  tax.  Furthermore,  in  any  case  where 
the  Government  can  show  that  the  tax  for  which  credit  or  refund  was 
claimed  and  allowed  actually  had  not  been  deducted  and  withheld,  the 
allowance  of  the  credit  or  refund  will  be  erroneous  and  the  amount 
thereof  may  be  recovered  by  the  Government.  However,  no  penalty 
will  be  imposed  on  a  recipient  of  amounts  with  respect  to  which  tax  is 
required  to  be  deducted  and  withheld  under  chapter  25  if  such  re¬ 
cipient  in  good  faith,  and  in  reliance  on  the  presumption  contained 
in  section  3489,  claimed  a  credit  or  refund  of  tax  which  later  is  shown 
not  to  have  been  deducted  and  withheld. 

SECTION  3490.  DEFINITIONS 

The  term  “person”  as  used  in  chapter  25  includes  the  United  States, 
a  State,  a  foreign  government,  and  an  international  organization. 
Definitions  of  certain  of  these  terms  are  set  forth  in  section  3490.  For 
example,  the  term  “State”  is  defined  as  including  a  State,  the  District 
of  Columbia,  a  possession  of  the  United  States,  any  political  subdivi¬ 
sion  of  any  of  the  foregoing,  and  any  wholly  owned  agency  or 
instrumentality  of  any  one  or  more  of  the  foregoing.  See  section 
7701  (a) (18)  for  definition  of  the  term  “international  organization.” 

The  term  “nonresident  alien  individual”  is  defined  as  including  an 
alien  resident  of  Puerto  Rico.  Thus,  for  example,  interest  on  deposits 
in  a  bank  in  the  United  States  paid  to  an  alien  resident  of  Puerto 
Rico  not  engaged  in  trade  or  business  within  the  United  States  is 
exempt  from  the  provisions  of  section  3451  which  provide  for  the 
deduction  and  withholding  of  tax  on  interest. 

SECTION  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE 
ON  INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS  (Continued) 

(6)  Credits  against  income  tax  for  tax  withheld. — -Subsection  (b)  of 
section  19  of  the  bill  amends  part  IV  of  subchapter  A  of  chapter  1  of 
the  code  (relating  to  credits  against  tax)  by  inserting  after  the  new 
section  38  (added  by  sec.  2  of  the  bill)  a  new  section  39.  Subsection 
(b)  amends  section  584(c)  (relating  to  the  income  of  participants  of 
common  trust  funds),  by  adding  a  new  paragraph  at  the  end  thereof, 
and  section  642(a)  (relating  to  special  rules  for  credits  and  deductions 
in  the  case  of  estates  and  trusts),  by  adding  a  new  paragraph  at  the 
end  thereof. 

SECTION  39.  TAX  WITHHELD  ON  INTEREST,  DIVIDENDS,  AND  PATRONAGE 

DIVIDENDS 

(a)  General  rule. — The  credit  provided  by  section  39(a)  is  allowed 
to  the  taxpayer  against  his  income  tax  liability  for  the  taxable  year 
in  which  the  interest,  dividend,  or  patronage  dividend  is  received. 
The  term  “received”  includes  constructive  receipt. 

Under  the  withholding  system  incorporated  in  chapter  25,  no  re¬ 
ceipt  or  statement  of  the  amount  of  dividends,  interest,  or  patronage 
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dividends  paid  to  the  recipient  or  the  amount  of  tax  withheld  is 
required  to  be  furnished  tty  the  payor  of  these  amounts. 

An.  appropriate  schedule  will  be  supplied  on  which  a  recipient  of 
interest,  dividends,  or  patronage  dividends  upon  which  tax  is  required 
to  be  withheld  at  the  source  may  determine  the  proper  amount  to  be 
reported  in  gross  income  and  the  amount  to  be  claimed  as  a  credit 
under  section  39(a).  The  recipient  will  enter  on  the  form  (1)  the  net 
amount  of  interest,  dividends,  and  patronage  dividends  received  after 
withholding,  (2)  the  amount  withheld  which,  at  the  20-percent  with¬ 
holding  rate,  will  be  determined  by  computing  one-fourth  of  the  net 
amount  received,  and  (3)  the  sum  of  the  amount  actually  received 
and  the  amount  withheld.  The  total  of  the  amount  actually  received 
and  the  amount  withheld  is  the  sum  to  be  taken  into  account  in  com¬ 
puting  gross  income.  The  recipient  will  be  allowed  a  credit  against 
his  tax  liability  for  the  amount  determined  as  tax  withheld  at  source. 

The  “grossing-up”  method  which  will  be  incorporated  on  the  form 
may  be  illustrated  by  the  following  example : 

A,  an  individual,  prepares  his  income  tax  returns  on  the  cash 
receipts  and  disbursements  method  of  accounting  and  on  the  basis  of 
the  calendar  year.  During  the  calendar  year  1964,  A  receives  the 
following  items  of  income : 

(1)  Dividends: 

(a)  A  net  amount  of  $800  from  M  Corporation  representing 
dividends  of  $1,000,  less  the  tax  withheld. 

( b )  A  net  distribution  of  $130  from  N  Corporation,  a  regulated 
investment  company,  representing  a  capital  gain  dividend  of  $50, 
and  an  ordinary  dividend  of  $100,  less  tax  of  $20  withheld  on  the 
ordinary  dividend. 

(2)  Interest: 

(а)  A  net  amount  of  $64,  representing  $80  of  interest  on  two 
$1,000  coupon  bonds  of  P  Corporation,  less  the  tax  withheld. 

(б)  A  net  amount  of  $240,  representing  $300  of  interest  upon 
the  proceeds  of  a  $10,000  life  insurance  policy  (which  were  left 
with  the  company  under  an  agreement  to  pay  interest),  less  the 
tax  withheld,  paid  by  the  Q  Insurance  Company. 

A^will  exclude  from  the  “gross-up”  computation  the  payment  of  $50 
received  by  him  from  the  N  Corporation,  which  represents  a  capital 
gain  dividend,  since  a  capital  gain  payment  by  a  regulated  investment 
company  is  excluded  by  section  3462(b)(2)(A)  from  withholding  on 
dividends.  With  respect  to  dividends  upon  which  tax  is  required  to 
be  withheld  at  source,  he  will  include  on  the  form  the  net  amounts  of 
$800  received  from  M  Corporation  after  withholding,  and  $80  received 
from  N  Corporation  after  withholding.  Thus,  the  total  net  amount 
of  dividends,  after  withholding,  included  on  the  form  will  be  $880. 
A  will  then  enter,  as  the  tax  withheld,  one-fourth  of  this  amount,  or 
$220.  He  will  then  enter  $1,100  as  the  total  amount  of  dividends 
received  which  were  subject  to  withholding. 

In  the  “gross-up”  of  interest,  A  will  enter  $64  on  the  form  as  interest 
received  upon  coupon  bonds  of  P  Corporation  and  $240  as  interest 
received  from  the  Q  Insurance  Company.  He  will  then  enter  the  total 
net  amount  of  interest  received  after  withholding,  or  $304.  One- 
fourth  of  this  amount,  or  $76,  will  be  entered  on  the  form  as  the  amount 
of  tax  withheld  at  the  source.  A  will  then  add  the  amount  of  tax  with¬ 
held  and  the  total  net  amount  of  interest  received  after  withholding 
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and  enter  the  sum,  or  $380,  on  the  form  as  the  total  interest  received. 
The  total  amounts  of  income  tax  withheld  as  shown  on  the  form, 
$220  on  dividends  plus  $76  on  interest,  or  $296,  is  the  amount  allowable 
to  A  as  a  credit  under  section  39(a)  against  his  final  tax  liability.  If 
any  of  the  $296  has  been  refunded  to  A  during  the  year  under  section 
3484,  his  credit  under  section  39(a)  will  be  reduced  by  the  amount  so 
refunded. 

( b )  Special  rule  J or  dependent  children. — Subsection  (b)  of  section 
39  provides  that  if  a  taxpayer  for  his  taxable  year  is  entitled  to  a 
deduction  under  section  151(e)(1)(B)  for  a  child  and  the  child  had 
less  than  $600  of  gross  income  for  the  calendar  year  ending  with  or 
within  the  taxpayer’s  taxable  year,  and  in  addition  the  child  had  no 
wages  during  such  calendar  year  which  were  subject  to  wage  with¬ 
holding  under  chapter  24,  then  the  taxpayer-parent  may,  under 
regulations  prescribed  by  the  Secretary  of  the  Treasury  or  his  delegate, 
claim  for  the  child  against  his  (the  parent’s)  tax  the  credit  provided 
in  section  39(a)  for  the  tax  withheld  under  chapter  25  on  amounts 
paid  to  the  child  during  such  calendar  year.  However,  the  parent 
may  claim  the  credit  only  if  the  child  has  not  filed  any  claim  for 
credit  or  refund  of  any  portion  of  the  tax  deducted  and  withheld 
under  chapter  25  with  respect  to  such  amounts. 

(c)  Apportionment  oj  credit.— Subsection  (c)  of  section  39  provides 
that  where  an  obligation  is  sold  or  exchanged  between  interest-pay¬ 
ment  dates,  the  credit  for  the  tax  withheld  on  the  interest  paid  at 
the  end  of  the  interest-payment  period  is  apportioned  between  the 
transferor  and  the  transferee.  The  part  apportioned  to  the  trans¬ 
feror  is  that  part  which  is  allocable  to  the  portion  of  the  interest- 
payment  period  which  ends  on  the  date  of  the  sale  or  exchange  and 
is  treated  as  an  amount  withheld  from  the  transferor  on  the  date  of 
the  sale  or  exchange.  The  part  apportioned  to  the  transferee  is  that 
part  which  is  allocable  to  the  portion  of  the  interest-payment  period 
which  begins  on  the  day  after  the  date  of  the  sale  or  exchange.  It  is 
expected  that,  as  a  result  of  these  apportionment  rules,  the  purchaser 
of  an  obligation  will  pay  the  seller  only  four-fifths  of  the  amount  of 
accrued  interest.  For  example,  assume  that  on  December  30,  1963, 
A  sells  to  B  a  bond  on  which  interest  of  $100  is  payable  on  March  31 
and  September  30  of  each  year.  B  pays  A  for  the  bond  and  $40 
(80  percent  of  the  $50  of  interest  then  accrued)  in  cash  for  the  accrued 
interest.  Twenty  dollars  will  be  withheld  on  the  $100  interest  payment 
when  it  is  paid  on  March  31,  1964.  One-half  of  the  $20,  or  $10,  is 
apportioned  to  A  and  is  treated  as  though  withheld  from  him  on 
December  30,  1963,  for  purposes  of  the  credit  or  refund  provided  in 
section  39(a). 

(d)  Limitations. — Subsection  (d)  of  section  39  contains  several 
provisions  which  prevent  the  allowance  of  duplicate  credits  for  the 
same  amount  of  tax.  Among  these  provisions  is  one  which  prohibits 
the  allowance  of  any  credit  under  section  39  to  a  person  described  in 
section  3485  (States,  tax-exempt  organizations,  etc.)  for  any  amount 
for  which  a  credit  could  have  been  allowed  under  section  3505  or  for 
which  a  credit  or  refund  is  allowable  under  section  3485.  Another 
provision  prohibits  the  allowance  of  credit  under  section  39  to  any 
person  required  to  deduct  and  withhold  tax  under  section  1441  or  1442 
for  any  amount  for  which  a  credit  is  allowed  to  such  person  under 
section  1444(b). 


a160 


REVENUE  ACT  OF  1962 


SECTION  584.  COMMON  TRUST  FUNDS 

The  amendment  made  to  section  584(c)  of  the  1954  Code  by  section 
19(b)(2)  of  the  bill  provides  that,  for  purposes  of  any  credit  or  refund 
provided  in  section  39  or  3505,  or  chapter  25,  any  tax  deducted  and 
withheld  under  chapter  25  on  any  amounts  received  during  any  tax¬ 
able  year  by  a  common  trust  fund  will,  in  accordance  with  regulations 
prescribed  by  the  Secretary  or  his  delegate,  be  considered  as  having 
been  deducted  and  withheld  proportionately  from  each  participant 
in  the  common  trust  fund. 

SECTION  642.  ESTATES  AND  TRUSTS 

The  amendment  made  to  section  642(a)  of  the  1954  Code  by  sec¬ 
tion  19(b)(3)  of  the  bill  provides  that,  for  purposes  of  any  credit  or 
refund  provided  by  section  39  or  3505,  or  by  chapter  25,  any  tax  de¬ 
ducted  and  withheld  under  chapter  25  on  any  amounts  received  by 
an  estate  or  trust  will,  in  accordance  with  regulations  prescribed  by 
the  Secretary  of  the  Treasury  or  his  delegate,  be  considered  as  having 
been  deducted  and  withheld  from  each  beneficiary  in  an  amount  which, 
when  added  to  the  amounts  paid,  credited,  or  required  to  be  distrib¬ 
uted  to  him,  equals  the  amounts  which  would  have  been  paid,  credited, 
or  required  to  be  distributed  to  him  in  the  absence  of  chapter  25.  Any 
tax  under  chapter  25  which  is  deducted  and  withheld  on  amounts  re¬ 
ceived  by  the  estate  or  trust  are  to  be  considered  as  withheld  from  the 
estate  or  trust,  to  the  extent  not  considered  as  withheld  from  a  bene¬ 
ficiary. 

The  estate  or  trust  will  “gross-up”  the  net  dividends  and  interest 
received  by  it.  This  procedure  will  enable  it  to  determine  the  distri¬ 
butions  to  the  beneficiaries  and  the  amount  of  the  tax  to  be  considered 
as  withheld  from  each  beneficiary.  The  beneficiary  will  not  include 
any  dividends  or  interest  received  from  the  estate  or  trust  in  the 
“grossing-up”  schedule  on  his  return.  He  will,  instead,  show  in  the 
schedule  provided  on  the  return  for  reporting  income  from  estates  or 
trusts  the  information  supplied  to  him  by  the  executor  or  trustee  as 
to  his  share  of  the  dividends  and  interest  and  of  the  withheld  tax. 

The  following  examples  illustrate  the  application  of  these  provisions : 

Example  (1).—A  is  the  beneficiary  of  a  trust  the  entire  income  of 
which  is  interest  received  from  domestic  corporations.  Under  the 
terrm  of  the  trust  instrument,  the  entire  net  income  is  currently  dis¬ 
tributable  to  A.  Both  A  and  the  trust  report  on  the  calendar  year 
basis.  During  the  taxable  year,  the  trustee  received  from  the  corpora¬ 
tions  a  net  amount  of  $8,000,  representing  interest  of  $10,000  less  tax 
withheld  of  $2,000.  The  trust  had  expenses  of  $1,000  during  the  year 
and  distributes  $7,000  in  cash  to  A.  The  trustee  claims  a  deduction 
on  the  fiduciary  return  of  $9,000  under  section  651  for  income  dis¬ 
tributed  to  A,  computed  as  follows : 
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Interest  (grossed-up) - $10,000 

Less  expenses _  j’  qoo 

Distributable  net  income  (sec.  643) _  9i  000 

Tax  under  chapter  25  in  the  amount  of  $2,000  is  considered  as  withheld  from  A 
computed  as  follows: 

Total  amount  of  interest  which  would  have  been  distributed  to  A  in  the 

absence  of  chapter  25 _  $9  000 

Less  amount  paid  to  A _ 7’  QOO 

Tax  considered  withheld  from  A _  2,  000 


The  amount  of  interest  received  from  the  trust  which  is  to  be  included 
in  A’s  gross  income  is  $9,000.  A  is  entitled  to  claim  a  credit  of  $2,000 
for  the  tax  considered  as  withheld  from  him. 

Example  (2). — -A,  B,  and  C  are  beneficiaries  of  a  trust  which  receives 
income  in  the  form  of  interest  and  rentals  from  real  estate.  Under 
the  terms  of  the  trust  instrument,  all  of  the  income  derived  from 
certain  designated  improved  real  estate  is  currently  distributable  to 
A,  and  all  the  income  from  other  sources  is  currently  distributable  in 
equal  portions  to  B  and  C.  The  income  distributable  to  B  and  C  in¬ 
cludes  interest  from  which  tax  was  withheld.  B  and  C  are  each 
entitled  to  one-half  of  the  credit  for  the  tax  withheld  since  one-half  of 
the  tax  is  treated  as  having  been  withheld  from  each. 

Example  ( 3 ). — A  and  B  are  beneficiaries  of  a  trust.  B  is  a  minor. 
Under  the  terms  of  the  trust  instrument,  one-half  of  the  net  income 
of  the  trust  is  currently  distributable  to  A  and  the  other  half  is  re¬ 
quired  to  be  accumulated  by  the  trustee  and  added  to  corpus  until 
B  reaches  the  age  of  21  years.  Thereafter,  the  net  income  of  the 
trust  is  currently  distributable  one-half  to  A  and  one-half  to  B.  Both 
A  and  the  trust  report  on  the  calendar  year.  During  the  taxable  year 
the  trust  received  the  net  amount  of  $8,000  from  domestic  corpora¬ 
tions,  representing  interest  of  $10,000  less  tax  withheld  of  $2,000.  It 
had  other  income  not  subject  to  withholding,  against  which  the  trustee 
elected  to  offset  the  expenses  of  the  trust.  Interest  of  $5,000  ($4,000 
in  cash  plus  $1,000  tax  which  is  treated  as  withheld  from  A)  may  be 
distributed  to  A  and  deducted  by  the  trust  under  section  661.  A 
would  include  $5,000  in  his  gross  income  and  would  be  allowed  a  credit 
of  $1,000  for  the  tax  which  is  treated  as  having  been  withheld  from 
him.  The  trust  would  be  entitled  to  a  credit  of  $1,000  of  tax  withheld 
which  is  attributable  to  the  portion  of  interest  ($5,000)  taxable  to  it 
as  income  not  distributable  to  any  beneficiary  during  the  taxable 
year. 

SECTION  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE 
ON  INTEREST,  DIVIDENDS,  AND  PARTONAGE  DIVI¬ 
DENDS  (Continued) 

Technical  amendments 

Section  19(b)(4)  of  the  bill  makes  several  technical  changes  in  the 
1954  Code.  It  amends  section  164(b)(1),  relating  to  nondeductibility 
of  certain  taxes  in  computing  taxable  income  for  purposes  of  subtitle  A 
of  such  code,  by  adding  a  new  subparagraph  (D)  to  provide  that  no 
deduction  is  to  be  allowed  for  tax  withheld  at  source  under  chapter  25. 
Section  874(a)  of  the  1954  Code,  which  makes  the  filing  of  a  return  a 
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preioipUHl  te  to  the  allowance  ol  deductions  and  ercditM  to  it  non  mm 
•  li  iil  alien,  in  amended  lo  udil  the  credit  under  section  ,'ill  l,o  the  credits 
fill  tax  withheld  nl:  Homed  w hi<’li  section  87'l(tt)  in  nol,  |,o  be  construed 
a  it  dun  viiii'.  Section  i:t|4(d)  ol  I. Im  code,  riil  a.  li  1 1  p  to  lioilii|)|)l  i  >i  1 1 1,  y 
ol  pari.  II  ol  subchaptcr  Q  ol  cliaptur  I  (mil ipation  of  cHeet  of  liinita 
lions)  Id  Hllld.itld  (I  In',  mi,  in  lUiumddd  to  nliovv  l-lm.l  Muld.illd  (  id  I  nl  cm 
l.o  collddl.ioii  ol  1 1 1 co 1 1 1 d  lav  nl  Homed,  iih  vvull  an  to  employment  taxon. 
Hoc  lion  (1*211  of  1 1 1  n  code,  mlatiup  to  tlm  ddfimtion  of  a  deficiency,  in 
aimillddd  to  include  tlm  credit  provided  by  section  ill)  uinonp  tlm  il.dinn, 
hiicIi  ii.h  pity i iidli I.H  ol  i *.m li 1 1 1 it, ted  lux,  wliieli  am  to  In'  diHrcpurdod  mi 
dclormininp  wlutt  coiihIi tn I dn  “tlm  tax  impound  by  chapter  I”  and 
“llm  In  v  shown  on  tlm  return"  Im  purposes  ol  such  unction. 

( (■ )  f nitres t  mill  ihnitlt  ml*  /uiul  l<>  noiirrshlnil  ulirns,  etc  Section 
lll(n)  ol  tlm  loll  anioiidrt  nubeliiiptoi  A  of  chapter  A  of  tlm  coiln  by 
addmp  now  niafdrial  to  auction  Mil  (I'cletiiip  lo  witliholdiup  of  tax 
oil  uoiirenidelit  aliniin)  and  ncction  I  •  I •  I ‘J!  (rein, Imp  to  withholding  of 
tax  on  loreipii  corpora, I, joint)  and  by  addmp  a.  new  section  I  Ti  l 

The  withhnldiiip  rate  itpplicitblc  peiiorully  under  cxislilip  sections 
1'TII  a, ml  I  II',!  to  interest  and  dividnlldn  in  .'III  percent,  but  I.Ium  with 
bolt  blip,  i  al  n  ban  bet'll  mod  died  by  reputations  to  cm  dorm  to  I  lie  v  arm  on 
lower  tax  rali'M,  nmpmp  all  tlm  way  down  to  y.ero,  providi'd  by  tux 
treatii'H. 

Section  lll(e)(  I)  ol  tin'  bill  an  lent  In  Heel,  ions  II  1 1  and  I  IT.!  to  provide 
ilia, I  tlm  lav  required  to  be  deducted  and  withheld  undci  tlmne 
Hectionn  will  not  by  manon  of  flic  provisions  of  any  treaty  be  less  Ilian 
’.!()  pm  ecu  I  m  flic  cane  of  aiiiomitn  denenbed  in  Heetion  !l  lf)'2(a)  (rt'lal  nip 
to  iuferent),  Heetion  TlU'.!(a)  (rein, I mp  to  dividends),  and  nection  11472(a) 
(rclalmp  to  patronape  divideudn), 

Section  I 11(e)(2)  ol  llm  bill  addn  nection  I  I  I  I  to  the  code.  Snlmec 
lion  (a)  ol  llm  new  neclion  I  I  I  I  aiilbon/.eH  a  nominee  of  a  nonresident 
alien  or  of  a.  foreipn  corporation,  who  in  required  to  deduct  and 
withhold  lav  under  nection  Mil  or  III'.!  on  intercMh,  divideudn,  or 
patronape  divideudn  Irannmittcd  by  him  lo  such  beneficial  owner,  to 
notily  a  payor  id  in  h  aniountn  to  tlial  elleel.  Thereafter  Hitch  payor 
in  not  to  deduct  and  withhold  tav  under  chapter  'Jfi  on  ntieh  amounts 
Iml  in  required  lo  deduct  and  withhold  lav  under  nection  II  I  I  or  I  M2 
oil  the  aiuouutn  paid  to  the  nominee  at  the  Hit  me  rate  an  the  payor 
would  deduct  and  w  ithhold  if  the  payor  were  pay i up,  such  aiuouutn 
directly  to  the  beuoliciid  owner,  If  the  nominee  ho  uofiliea  the  payor, 
the  nominee  in  relieved  of  reMponnibility  for  deductiup  and  withholding 
lav  under  nection  II  I  I  or  I  I  I'J, 

In  any  cane  where  lav  under  chapter  2  A  w  an  deducted  and  w  ithheld 
(or,  m  (In'  cane  of  a  transfer  between  interest  payment  daten,  wan 
treated  an  deducted  and  withheld  under  nee,  110(e))  on  aniountn 
received  by  a  pernou  who  in  undi'r  an  obligation  to  di'duct  and  withhold 
lav  under  nection  II  1 1  or  I  I  I'J  on  the  Hume  aniountn,  nucli  pernou  eau, 
under  ni'ction  I  I  I  lib),  claim  a  credit  for  the  chanter  2ft  lav  deducted 
a  ud  w  1 1 1 1  lii'h  I  (or  no  treated)  from  him  a  pa  mnt  bin  I  in  bill  I  v  for  pa  vnii'iit 
ol  the  lav  which  he  in  required  to  deduct  and  withhold  undi'r  Heetion 
ITII  or  III'.’  Section  II  I  1(b)  applies  to  all  pernonn,  and  nol  pint 
nominees,  required  to  deduct  and  withhold  under  section  I  I  I  I  or  I  I  I'J. 

(</)  ('red  it  for  Stohs  anti  tux  exempt  ortjuni  ‘iitions.  Subsection  (d)  of 
Heetion  IP  of  I  lie  bill  adds  a  new  neclion  HftOft  to  chapter  .'(1  of  the  code 


HKVKNtIK  A OT  Of  Ml  O'/  A  I  m 

(K<  ih  ih J  provision*  I'-liilinj/  to  <  uijiloy/oi-nl.  In •.  nml  inoouu  in/, 
wiihhohl  II  I.  o/niri  <-,;, 

Til'  /)(■•//  IW  <  Uni  I  Iff/Ofi  |//OVj<|i:-,  tllllt,  in  <-,HW.  III  II.  pOlnOU  All  I  li  1 1 

i-  a  '  itnto  Ua-.  /jcliia/j  111  ',A'M)(2)  'il  lh<  will  )  hi  wliii  li  ia  mi  o/f/ mu 

/nlioii  foil  iii  Hi  .in  ii.  o/ioyoi  M  r/o  ill  m  nltiil  in  <■'  V2  J  ol  I, li<-  n, i \,  ) 
•  /'  in  pi.  floiil  ni'oun  lux,  Ua  I, ha  'J"Juol"l  n,in  |  vvil,)iln-|/J  i/ikJi  /  <,|iHpl,<  i 
with  n  -.poi  l,  Oi  a  ni'am  l<  ii  i  i'i vi’i I  hy  ii  ihiinip  n,ny  riili.inhu  tpinh 1/ 
in  to  la  a,|Jow<-/j,  m  i<| <•/  n yyilniion  p/'<  nla-<l  hy  tla  ’o-.oi oinry  ol  I, hi 
'I'll  II  ■III  y  Ol  1  III',  ill  h ■■/nil ■  /  II.:,  <uu  jil,  |ij/a|/a-,l,  l'1/ul,  JIOl,  III  o/.ot  ■  of  y  H<  Ii 

pi/v/n'*  lialnlity  6i.fU:/  Ua  ialjnnl,f/a-/il,fc,  it  any,  wovuhul  lot  in 
1/2  h',<n.)  .mil  <A  I  An )  ol  iln  1  o/Jcy  loi  4111  h  ipnu  i<  1  lot  Ua-  in /<-:-.  unpo.-.i  <1 
hy  ohnpUi  21  (i‘ Inti /<(/  I/O  Ua-,  i'/lc/iil  |fr.-,ii//i,/ii<  <  '.oninimUnn Ail,; 
iioij  f/y  1  hnpU  1  24  ( riihi.il nv  U,  Ua  'oll<  '  hon  ol  naona-  in/  ni  wnm  o.  on 
wn  .'/i-ttj  'I  Ian  i  in  III,  I/;  la  hMowiuI  only  if  rlnnii  lino  of  01  1/  intuh-,  in 
a/  / /  it  tin  in  •’  //il.li  ‘••.nr.h  1 i-'/iihi.iioim,  ni  f,J«-  iimo  ol  iln ■  lili/ij/  of  I, In-  n  him 
with  /i  '.j;i  i  I,  to  I, |a  l  .a  ./<  -,  ii/ufoi  o.hnpU-i  21  a./al  nhnpU-.i  24  lo/  nooli 

ljllii.1  l.ci 

HiU’Aion  V,TMf,  O'  l'inltM  it,  -  >  zomp i  oij/a/»i/,«.tiO!i  lo  ittfml 

iho  iii ./<■■.  v/illilaM  nnth'i  ohnpU'.i  2'/  00  ninonnU.  m  i-.r/nl  hy  it  ilmintf 
n  'iilinAni  ipmiU-.i  nytuunl  ii-.  hni/llily  ioi  iln  i  n  zo  o  nnno  i  ll  hy 
o.imnU-.i  21  H/i/J  i.hiipU-.i  24  lo/  1, la  nana  ohI/ii'Ih/  ifinihi  It  I  In  I, a,/ 
wiiiiho.lA  from  ttmmmiM  \mui  to  -  lt#U  0/  tfcxwouonpt  my...../... Hoo 
'  /'/  <  <!■■■  I,li<:  '  /"Jit  p/ovi/J"J  hy  wa  1,10/1  2!, ho,  tin-,  o/>  <  ///II  la  /<:fui«l"i 

0/1/J'  /  Ua  p/ovr-aon-.  of  w.iion  ’.'AM, 

'I  In  Uum  "n  111/14 mu  A  in  “  hon  2//0a  innluiii  •,  04,1, nil iio.ii vo 
11-44', ipl,  Tliu-.,  (/i  l.fa  of  mlonM  i/m.-.il  ni.iivi-ly  inz.i-iiA  in  n. 

i.alooija/  ijofc/U-/,  l.lio  l,a,/  w(U/la-|/J  opo/i  i-.o/.h  inh,t<  , i  in.,/  la  daio/'i] 
a  -  h  irnUi,  •  von  ihmi/h  1,1a  (oi.o/'aI,  not  »a;l,oa,|Jy  04M04.UA  nniil  n. 

*.u\>>A4\nnnl  /fijni  U-i 

'I  h'  r.io/hi  pro/uhA  loi  in  iion  ‘.'.'J)'o  imty  la  ‘Innnnl  only  with 
I'  tpi'A  U,  in/  Ao/I  n.UA  n.nA  v/iihhohi  on  nntoonlM  ro<  ‘  tvoA  Aunrif/  a. 
onlonilhi  ffuniU  i  It  in/,  wiihhol/l  upon  nino  n.i/  fOA/ovo/ J  <\  ,ni.y  a, 
o4t.ln.ihti  <\  mtU-t  /■••  //'it  /,J„»//a*/J  a  .  a  ',/<-/Jtl.  o/al'-/  “Anm  ‘.'oh',  npnm-.-.i 
ln./<  <1  a  /,','l<  /  i.hnpUi  2  J  a/ai  /.'ntt.pU'i  24  foi  4wh  >,  .„/!,</,  no  ';/"l/l, 

mny  ih  11  i  .fU.t  I,'-,  oh.  1  tn‘ A  foi  /ii'-, h  in./  unh  1  •  ‘.iton  Uov/ovn , 

a  1  of  nut  j  mny  ho  olnnnml  foi  ■  a  //  Ui./  omloi  “  hon  .'Ah',  'l  ho  <  oAii 
provnhA  hy  “.iton  in  a  /  /,ot  tla-  ihAnhiy  (nfU  /  a  ny  aij.oat 

ini'ii i  iiiHAh  .mini  or  h7,< t  ot  <A  .  Uftff  of  Ua  Ua U- 0/  ta*  onoir.pl 
/a,  turn  lot  i  ho  onlon'hii  ipmrUtt  fm  iho  in /' •.  impomi  hy  Amp  Cut 
2;  „-■/)  / „  f/U:/  24 

2  fietioo  J'U  of  I.l/"  (all  a.//.-  --  '  ol 

tla  '//'I'  hy  h4i<i,f.'/,  a  /a  //  ,o.a /;» .0/1  ‘o.,  ih‘  ,oU,  who  n  pn/viAi  -  ihni 
Ua  *.a/  /J'/J  a.U/J  nn J  wiii/mM  unh  >,  ampin  2 ,'1  /,ot  *o  la  ;,:.o'//"i 
a  -I' o' a  •  aa,  a.  '///.-, ,0  / 1  ,-,y  ta,/a  ol'  11,04,0,0.  >/al<  /  sul/UU'  A  < -U/<  /  l/i  1  la 
ja  / ••//.'•  'J  /la.U'.y  avJ  ///U. -,o,'o ,/,y  Ua:  t#>,/  0/  l/i  Ua-,  of  Ua: 

a.'/iO'i/.U  *oli]ay;t  <//  ///t/,lio)/J//i^ 

Mw  UsAhMil  wmawIimiiJIa  '  .o\o-4  o-  .nt.  (0,1  of  / 1  ;<,n  Ih  ol  iho 

I//II  nm />■■•.  >4-. van l  U-4.\, oo  ni  niiioi.AmaM  u,  ihiiiU  I  of  iln  04 Mo 
who  o  mo  ■  o4-4**ilnUA  hy  tin-  >,i)o  1  piovi/.m  •  of  >  i.o  1.  Ih  of  ho,  hill 
\)o4.\h :  nil/,:,  of  <  a:  a.t'/j  004,110  in/  hy  ooir/iA'..  o-oiion 
)Vo/Jyo  ?  Ua  f/,JI  -o:  “ion.  </)!', o  f  tla:  .V/>  Co-J",  U'/lai,/,;/  l/i 
‘h’4.\an'..t,n>.  of  <--,t inmUu:  f 0/00.0  ta/  *//  ,-af. /,'J  ,aj*y  l/i  a,Vi 

n/4/,  o.i  tnt  wiihio  o',  11, /ioi  oi.npU'.i  ‘/S,  ooioo.,  hh\‘,  m,w  pio‘/A<* 
ihni  a.  Ao/lmniiZf  of  '  -U  //,aU/l  ta/  .  -  to  la-  f,a-/j  fo/  Ua-,  Inznhlo  yom 


a164 


REVENUE  ACT  OF  1962 


if  (1)  the  gross  income  for  such  taxable  year  can  reasonably  be  expected 
to  exceed  certain  specified  amounts,  or  (2)  the  gross  income  for  the 
taxable  year  from  sources  other  than  wages  subject  to  withholding  can 
reasonably  be  expected  to  exceed  $200.  Section  6015,  as  amended, 
will  change  the  latter  requirement  so  as  to  require  the  filing  of  a  decla¬ 
ration  if  the  gross  income  from  sources  other  than  wages,  interest, 
dividends,  or  patronage  dividends  subject  to  withholding  can  reason¬ 
ably  be  expected  to  exceed  $200. 

Adjustment  of  tax  (underpayments):  Section  19(e)(2)  of  the  bill 
amends  section  6205  of  the  code  to  extend  to  tax  deducted  and  with¬ 
held  under  chapter  25  the  special  rules  for  adjustment  of  underpay¬ 
ments  of  tax  now  applicable  to  tax  deducted  and  withheld  on  wages. 
Under  these  rules,  as  revised,  if  less  than  the  correct  amount  of  tax  is 
paid  or  deducted  with  respect  to  any  remuneration,  interest,  dividends, 
or  other  amounts,  proper  adjustments  are  to  be  made,  without  interest, 
in  such  manner  and  at  such  times  as  the  Secretary  of  the  Treasury  or 
his  delegate  may  by  regulations  prescribe.  If  the  underpayment  of 
tax  cannot  be  adjusted,  it  is  to  be  assessed  and  collected,  in  such 
manner  and  at  such  times  (subject  to  the  statute  of  limitations  prop¬ 
erly  applicable  thereto)  as  may  be  prescribed  by  regulations. 

Use  of  Government  depositaries:  Section  19(e)(3)  of  the  bill  amends 
section  6302(c),  relating  to  the  use  of  Government  depositaries,  to 
provide  that,  in  the  case  of  tax  required  to  be  deducted  and  withheld 
under  chapter  25  (relating  to  collection  of  income  tax  at  source  on 
interest,  dividends,  and  patronage  dividends),  deposit  of  the  tax  in  a 
Government  depositary  may  not  be  required  under  section  6302(c) 
at  any  time  before  the  last  day  prescribed  in  section  3481  for  payment 
of  the  tax;  that  is,  the  last  day  of  the  first  month  following  the  close 
of  the  quarter  in  which  the  tax  was  deducted  and  withheld. 

Excessive  withholding  treated  as  overpayment:  Section  19(e)(4) 
of  the  bill  amends  section  6401(b)  of  the  code,  relating  to  excessive 
withholding.  Section  6401(b)  now  provides  that  if  the  amount 
allowable  as  a  credit  under  section  31  (relating  to  credit  for  tax  with¬ 
held  at  the  source  on  wages  under  ch.  24)  exceeds  the  taxes  imposed 
by  chapter  1  against  which  such  credit  is  allowable,  the  amount  of  the 
excess  is  considered  an  overpayment.  Such  section  is  amended  to 
provide  that  if  the  amounts  allowable  as  credits  under  section  31  and 
section  39  (relating  to  credit  for  tax  withheld  under  ch.  25)  exceed  the 
taxes  imposed  by  chapter  1  against  which  such  credits  are  allowable, 
the  amount  of  such  excess  is  to  be  considered  an  overpayment. 

Adjustment  of  tax  (overpayments):  Section  19(e)(5)  of  the  bill 
amends  section  6413  of  the  code  to  extend  to  tax  deducted  and  with¬ 
held  under  chapter  25  the  special  rules  for  adjustment  of  overpay¬ 
ments  of  tax  now  applicable  to  tax  deducted  and  withheld  on  wages. 
Under  these  rules,  as  revised,  if  more  than  the  correct  amount  of  tax 
is  paid  or  deducted  with  respect  to  any  remuneration,  interest,  divi¬ 
dends,  or  other  amounts,  proper  adjustments  are  to  be  made,  without 
interest,  in  such  manner  and  at  such  times  as  the  Secretary  of  the 
Treasury  or  his  delegate  may  by  regulations  prescribe.  If  the  over¬ 
payment  of  tax  cannot  be  adjusted,  it  is  to  be  refunded  in  such  manner 
and  at  such  times  (subject  to  the  statute  of  limitations  properly 
applicable  thereto)  as  may  be  prescribed  by  regulations. 

Overpayment  not  deducted  and  withheld:  Section  19(e)(6)  of  the 
bill  amends  section  6414  of  the  code,  relating  to  refunds  or  credits  to 
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employers  or  withholding  agents,  so  as  to  extend  the  restrictions  on 
such  credits  or  refunds  to  amounts  withheld  under  chapter  25. 

Presumptions  as  to  date  of  payment:  Section  19(e)(7)  of  the  bill 
amends  section  6513(b)  of  the  code,  which  relates  to  the  time  tax 
withheld  on  wages  and  estimated  income  tax  payments  are  deemed 
to  have  been  paid  for  purposes  of  determining  the  time  within  which 
an  allowable  claim  for  credit  or  refund  must  be  filed.  New  sentences 
are  added  to  section  6513(b)  to  provide  that  the  amount  allowable 
as  a  credit  under  section  39  (relating  to  credit  for  tax  withheld  under 
ch.  25),  or  as  a  credit  or  refund  under  chapter  25  (other  than  sec. 
3487),  will,  in  respect  of  the  person  entitled  to  such  credit  or  refund, 
be  deemed  to  have  been  paid  by  him  on  the  last  day  prescribed  for 
filing  the  return  under  section  6012  (determined  without  regard  to 
any  extension  of  time  for  filing  such  return)  for  his  taxable  year  in 
which  the  amount  subject  to  withholding  under  chapter  25  is  received 
by  him.  As  used  in  the  amendment  to  section  6513(b),  the  term 
“taxable  year  in  which  the  amount  subject  to  withholding  under 
chapter  25  is  received  by  him”  means  in  a  case  where  an  amount  sub¬ 
ject  to  withholding  is  required  to  be  included  in  the  gross  income  of  a 
taxpayer  even  though  not  actually  distributed  to  him,  the  taxable 
year  in  which  such  amount  is  includible  in  the  taxpayer’s  gross  income. 
The  new  sentences  also  provide  special  rules  as  to  the  time  tax  is 
considered  paid  by  persons  (such  as  States,  tax-exempt  organizations, 
etc.)  not  required  to  file  returns,  and  by  a  parent  claiming  credit  for 
tax  withheld  on  amounts  received  by  his  child..  These  rules  will,  by 
reason  of  a  reference  to  section  6513  contained  in  section  6611,  also 
be  applicable  in  determining  when  interest  will  be  paid  on  overpay¬ 
ments  attributable  to  withholding  under  chapter  25. 

Failure  to  pay  estimated  income  tax:  Section  19(e)(8)  of  the  bill 
amends  section  6654  of  the  code,  relating  to  failure  by  an  individual 
to  pay  estimated  income  tax,  to  provide  in  respect  of  the  credit  under 
section  39  (relating  to  credit  for  tax  withheld  under  ch.  25)  the  same 
treatment  as  is  now  provided  in  respect  of  the  credit  under  section  31 
(relating  to  credit  for  tax  withheld  on  wages) .  As  amended,  section 
6654(e)  provides  that  the  estimated  tax  will  be  computed  without 
any  reduction  for  the  amount  which  the  individual  estimates  as  his 
credit  under  section  31  or  section  39.  It  further  provides  that  the 
amount  of  credit  allowed  under  sections  31  and  39  for  the  taxable 
year  will  be  deemed  a  payment  of  estimated  tax,  and  that  an  equal 
part  of  such  amount  shall  be  deemed  paid  on  each  installment  date 
for  such  taxable  year,  unless  the  taxpayer  establishes  the  dates  on 
which  all  amounts  were  actually  withheld  (or  in  the  case  of  an  amount 
described  in  sec.  39(c)(1)  the  date  when  the  amount  is  treated  as 
withheld),  in  which  case  the  amounts  so  withheld  will  be  deemed 
payments  of  estimated  tax  on  the  dates  on  which  such  amounts  were 
actually  withheld  (or  so  treated  as  withheld).  Section  6654(f),  as 
amended  by  section  19(e)(8)  of  the  bill,  provides  that  for  purposes 
of  determining  the  amount  of  the  underpayment  under  section  6654(b) 
and  the  applicability  of  the  exceptions  contained  in  section  6654(d), 
the  term  “tax”  means  the  tax  imposed  by  chapter  1  reduced  by  the 
credits  against  tax  allowed  by  part  IV  of  subchapter  A  of  chapter  1, 
other  than  the  credits  against  tax  provided  by  sections  31  and  39. 

Section  19(e)(8)  of  the  bill  also  amends  section  6655  of  the  code, 
relating  to  failure  by  a  corporation  to  pay  estimated  income  tax,  to 
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provide  that  the  estimated  tax  is  to  be  computed  without  any  reduc¬ 
tion  for  the  amount  which  the  corporation  estimates  as  its  credit  under 
section  39,  that  the  credit  allowed  the  corporation  under  section  39 
for  the  taxable  year  is  to  be  deemed  a  payment  of  estimated  tax,  an 
equal  part  of  which  is  to  be  deemed  paid  on  each  installment  date  for 
the  taxable  year,  unless  the  dates  on  which  the  tax  was  actually  with¬ 
held  (or  in  the  case  of  an  amount  described  in  sec.  39(c)(1)  the  date 
when  the  amount  is  treated  as  withheld)  are  established,  and  that,  for 
purposes  of  determining  the  amount  of  the  underpayment  under  sec¬ 
tion  6655(b)  and  the  applicability  of  the  exceptions  contained  in 
section  6655(d),  the  term  “tax”  means  the  tax  without  any  reduction 
for  the  amount  which  the  corporation  estimates  as  its  credit  under 
section  39. 

Penalty  for  filing  fraudulent  exemption  certificate  or  failure  to  give 
required  notice:  Section  19(e)(9)  of  the  bill  amends  section  7205  of 
the  code  to  provide  a  penalty  for  the  willful  filing  of  an  exemption  cer¬ 
tificate  under  section  3483  which  is  known  by  the  person  filing  it  to  be 
false  or  fraudulent  as  to  any  material  matter.  The  penalty  is  a  fine 
of  not  more  than  $500,  imprisonment  for  not  more  than  1  year,  or 
both.  A  similar  penalty  is  provided  in  respect  of  the  willful  failure 
of  an  organization  which  has  lost  its  tax-exempt  status  to  give  notice 
of  that  fact,  as  required  by  section  3483(a)(3)(B),  to  each  payor  with 
which  it  has  filed  an  exemption  certificate. 

Separate  accounting  for  collected  taxes:  Section  19(e)  (10)  of  the 
bill  amends  section  7215,  which  provides  a  penalty  for  failure  to 
comply  with  any  provision  of  section  7512(b),  relating  to  separate 
accounting  for  the  taxes  imposed  by  subtitle  C  or  by  chapter  33. 
Section  7215  provides  that  the  penalty  is  not  to  apply  to  any  person 
who  shows  that  his  failure  to  comply  was  due  to  circumstances  beyond 
his  control.  The  section  also  provides  however,  that  a  lack  of  funds 
existing  immediately  after  the  payment  of  wages  (whether  or  not 
created  by  the  payment  of  such  wages)  will  not  be  considered  to  be 
circumstances  beyond  the  control  of  a  person.  Section  19(e)  (10) 
of  the  bill  amends  this  latter  provision  so  that  it  will  apply  not  only  to 
wages  but  also  to  amounts  subject  to  withholding  under  chapter  25. 

Definition  of  withholding  agent:  Section  19(e)(ll)  of  the  bill  makes 
a  conforming  amendment  to  section  7701(a)  (16)  of  the  code,  relating 
to  the  definition  of  “withholding  agent,”  by  adding  references  therein 
to  sections  3451,  3461,  and  3471. 

(f)  Effective  dates. — Subsection  (f)  of  section  19  of  the  bill  provides 
effective  dates  for  such  section  19.  Paragraph  (1)  of  subsection  (f) 
makes  the  provisions  of  the  bill  generally  applicable  to  interest  and 
dividends  paid  on  or  after  January  1,  1963.  Special  rules  are  provided 
in  paragraph  (2)  with  respect  to  certain  transferable  obligations  and 
patronage  dividends.  Subparagraph  (A)  of  paragraph  (2)  provides 
that  in  the  case  of  interest  on  transferable  obligations  such  as  bonds, 
debentures,  notes,  certificates,  or  other  evidences  of  indebtedness 
issued  by  a  corporation,  and  in  the  case  of  interest  on  transferable 
obligations  of  the  United  States,  the  provisions  of  the  bill  are  to  apply 
only  to  such  interest  paid  with  respect  to  interest-payment  periods 
commencing  on  or  after  January  1,  1963.  Subparagraph  (B)  of 
paragraph  (2)  provides  the  effective  date  as  to  amounts  described  in 
section  3472.  Such  amounts  paid  on  or  after  January  1,  1963,  with 
respect  to  patronage  occurring  on  or  after  the  first  day  of  the  first 
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taxable  year  of  the  cooperative  beginning  on  or  after  January  1, 
1963,  are  to  be  subject  to  the  withholding  tax;  whereas,  amounts  paid 
on  or  after  January  1,  1963,  with  respect  to  patronage  occurring 
before  the  first  day  of  the  first  taxable  year  of  the  cooperative  beginning 
on  or  after  January  1,  1963,  are  not  to  be  subject  to  the  withholding 
tax. 

SECTION  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN 

FOREIGN  ENTITIES 

(a)  Information  to  be  furnished  by  individuals ,  domestic  corporations, 
etc.,  with  respect  to  certain  foreign  corporations. — Subsection  (a)  of 
section  20  of  the  bill  amends  section  6038  of  the  1954  Code.  Section 
6038(a)(1)  requires  every  United  States  person  to  furnish  the  informa¬ 
tion  required  by  such  section  with  respect  to  any  foreign  corporation 
which  such  person  controls  (as  defined  in  section  6038(d),  as  amended 
by  the  bill).  Under  existing  law,  the  obligation  to  furnish  information 
is  imposed  only  on  domestic  corporations  and  only  with  respect  to 
controlled  foreign  corporations  and  foreign  subsidiaries  of  such 
controlled  foreign  corporations. 

The  requirements  as  to  the  information  to  be  furnished  are  not' 
changed  except  that  (1)  because  of  the  redefinition  of  “control” 
including  the  addition  of  most  of  the  constructive  ownership  rules  of 
section  318(a)  of  the  1954  Code,  there  will  be  an  increase  in  the 
number  of  persons  whose  transactions  with  controlled  corporations 
must  be  reported,  and  (2)  the  Secretary  of  the  Treasury  or  his  delegate 
is  authorized  to  require  the  furnishing  of  any  other  information  which 
is  similar  or  related  in  nature  to  that  specified  in  paragraph  (1)  of 
section  6038(a)  as  amended  by  the  bill. 

Under  the  amendment  made  by  section  20(a)  of  the  bill,  the  period 
for  which  information  is  to  be  furnished  under  section  6038(a)(2)  is 
modified  to  provide  that,  in  all  cases,  such  period  is  that  ending  with 
or  within  the  United  States  person’s  taxable  year.  The  amendment 
does  not  change  the  period  with  respect  to  a  first-tier  foreign  corpora¬ 
tion.  However,  with  respect  to  a  foreign  subsidiary  of  such  corpora¬ 
tion,  the  period  is  changed  from  that  ending  with  or  within  the  first-tier 
corporation’s  annual  accounting  period  to  that  ending  with  or  within 
the  United  States  person’s  taxable  year.  Thus,  the  effect  of  the 
amendment  will  be  to  obtain  information  which  is  more  current  from 
the  sub-subsidiary. 

Section  6038(a)(3),  as  amended  by  the  bill,  is  the  same  as  existing 
law.  It  provides  that  no  information  will  be  required  to  be  furnished 
under  section  6038(a)  with  respect  to  any  foreign  corporation  for  any 
annual  accounting  period  unless  such  information  was  required  to 
be  furnished  under  regulations  in  effect  on  the  first  day  of  such  annual 
accounting  period. 

Section  6038(b),  which  sets  forth  the  penalty  for  failure  to  file  the 
required  information  within  the  prescribed  time,  is  amended  to  provide 
that  Jhe  reduction  in  foreign  taxes  paid  or  deemed  paid  now  provided 
by  section  6038(b)  will  occur  in  applying  section  901  as  well  as  section 
902',  .although  it  will  not  occur  under  both  sections  with  respect  to  the 
same  tax.  In  addition,  the  reduction  is  to  apply  in  respect  of  taxes 
deemed  paid  under  section  957  of  the  code  (added  by  sec.  13(a)  of 
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the  bill).  Also,  the  penalty  provided  by  section  6038(b),  as  amended 
by  the  bill,  is  extended  to  other  than  corporate  taxpayers. 

The  reduction  in  foreign  taxes  paid  or  deemed  paid  for  failure  to 
file  the  required  information  within  the  prescribed  time  is  not  to  apply, 
however,  in  computing  accumulated  profits  in  excess  of  income,  war 
profits,  and  excess  profits  taxes  under  section  902  (a)  and  (b)  of  the 
code  (relating  to  foreign  tax  credit  for  a  corporate  stockholder  of  a 
foreign  corporation). 

The  effects  of  section  6038(b),  as  amended  by  the  bill,  on  section  78 
as  added  by  section  1 1  of  the  bill,  and  on  the  computation  of  a  foreign 
tax  credit  under  section  902(a),  may  be  illustrated  by  the  following 
example  involving  corporation  A,  a  domestic  corporation  which  owns 
100  percent  of  the  voting  stock  of  corporation  B,  a  foreign  corporation. 
It  is  assumed  the  dividend  from  corporation  B  is  the  only  dividend 
received  from  a  foreign  corporation  by  corporation  A. 


(i)  Gains,  profits,  and  income  of  corporation  B _ 

(ii)  Foreign  tax  paid  by  corporation  B  with  respect  to  such  gains, 

profits,  and  income _ 

(iii)  Reduction  of  foreign  tax  paid  by  corporation  B,  resulting  from 

corporation  A’s  failure  to  file  information  with  respect  to  cor¬ 
poration  B  as  required  by  section  6038(a) :  90-day  failure  to 
file,  10  percent  reduction;  additional  3  months  failure  to  file, 
5  percent  reduction;  total  reduction,  15  percent.  $40,000  X 
15  percent _ 

(iv)  Foreign  tax  paid  by  corporation  B  after  section  6038(b)(1)(B) 

reduction _ 

(v)  Dividend  paid  by  corporation  B  to  corporation  A _ 

(vi)  Accumulated  profits  of  corporation  B  computed  without  reduc¬ 

tion  for  foreign  taxes  (sec.  902(c)) _ 

(vii)  Accumulated  profits  of  corporation  B  reduced  by  foreign  taxes 

(sec.  902(a)) - 

(viii)  Corporation  A  is  deemed  to  have  paid  the  same  proportion  of 
the  total  tax  paid  by  corporation  B,  after  reduction,  as  divi¬ 
dends,  without  regard  to  section  78,  bear  to  accumulated 
profits  in  excess  of  taxes,  without  reduction  by  reason  of  sec. 
6038(b)(1)(B):  $34,000  X  $45,000  -h  $60,000 _ 


$100,  000 
40,  000 


6,  000 

34,  000 
45,  000 

100,  000 

60,  000 


25,  500 


Corporation  A  must  include  $25,500  in  gross  income  as  a  dividend 
under  section  78.  The  above  example  illustrates  with  respect  to  re¬ 
ductions  in  foreign  taxes  paid  by  the  foreign  corporation  that  (1)  such 
reductions  are  taken  into  account  in  determining  the  amount  included 
in  gross  income  as  foreign  taxes  deemed  paid  under  section  78,  as 
added  by  section  11  of  the  bill,  and  (2)  such  reductions  are  not  taken 
into  account  in  computing  accumulated  profits  for  purposes  of  deter¬ 
mining  the  amount  of  foreign  taxes  deemed  paid  with  respect  to  a 
particular  dividend. 

Section  6038(c),  as  amended  by  the  bill,  provides  that  where  two 
or  more  persons  are  required  to  furnish  information  with  respect  to 
the  same  controlled  foreign  corporation  for  the  same  period,  the 
Secretary  of  the  Treasury  or  his  delegate  may  prescribe  that  such  in¬ 
formation  will  be  required  only  from  one  person.  To  the  extent  prac¬ 
ticable,  the  Secretary’s  determination  is  to  be  based  on  actual  owner¬ 
ship  of  stock  (as  distinguished  from  constructive  ownership). 

Section  6038(d)  defines  “control”  as  the  possession  of  more  than 
50  percent  of  the  combined  voting  power,  or  of  the  value,  of  all  classes 
of  stock.  A  person  in  control  of  a  corporation  which,  in  turn,  owns 
more  than  50  percent  of  the  combined  voting  power,  or  of  the  value, 
of  all  classes  of  stock  of  another  corporation  is  also  treated  as  in 
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control  of  such  other  corporation.  Thus,  for  example,  in  the  case  of 
a  chain  of  corporations  consisting  of  corporation  M,  owning  51  percent 
of  the  voting  stock  in  corporation  N,  owning,  in  turn,  51  percent  of 
the  voting  stock  in  corporation  O,  owning,  in  turn,  51  percent  of  the 
voting  stock  in  corporation  P;  corporation  P  is  controlled  by  cor¬ 
poration  M.  The  rules  of  section  318(a)  apply  in  determining  stock 
ownership,  except  that  the  rule  which  requires  ownership  of  50  percent 
of  the  stock  of  a  corporation  before  stock  owned  by  such  corporation 
is  attributed  to  its  stockholders  does  not  apply.  The  constructive 
ownership  rules  apply  in  determining  control  of  domestic  and  foreign 
corporations  but  not  in  determining,  under  section  6038(a)(l)(D')(iii), 
whether  a  transaction  is  with  a  corporation  10  percent  or  more  of  the 
value  of  any  class  of  stock  of  which  is  owned  by  a  United  States 
person. 

The  amended  section  6038(d)  defines  the  "annual  accounting  period” 
of  a  foreign  corporation  as  the  annual  pei’iod  on  the  basis  of  which 
such  corporation  regularly  computes  its  income  in  keeping  its  books. 

Section  6038(e)  provides  cross-references  to  sections  7203  and 
7701  (a) (30),  respectively,  for  provisions  relating  to  penalties  for 
violations  of  section  6038,  and  for  the  definition  of  the  term  “United 
States  person”. 

( b )  Information  as  to  organization  or  reorganization  of  foreign  corpora¬ 
tions  and  as  to  acquisitions  of  their  stock. — Subsection  (b)  of  section  20 
of  the  bill  amends  section  6046  of  the  1954  Code. 

Paragraph  (1)  of  section  6046(a),  as  amended  by  the  bill,  requires 
an  information  return  from  each  United  States  citizen  or  resident  who, 
on  January  1,  1963,  is  an  officer  or  director  of  a  foreign  corporation  or 
who  becomes  such  an  officer  or  director  at  any  time  after  that  date. 

Paragraph  (2)  of  section  6046(a)  requires  each  United  States  person 
to  file  an  information  return  under  any  of  the  following  circumstances : 

(1)  He  owns  5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation  on  January  1,  1963. 

(2)  He  owns  stock  of  a  foreign  corporation  on  January  1,  1963,  which 
has  a  value  of  less  than  5  percent  of  the  value  of  the  stock  of  such 
corporation,  or  owns  no  stock  on  January  1,  1963,  and  thereafter 
acquires  stock  which,  when  added  to  the  stock  held  on  January  1, 
1963,  if  any,  has  a  value  equal  to  5  percent  or  more  of  the  value  of  the 
stock  of  such  foreign  corporation. 

(3)  He  acquires  an  additional  5  percent  or  more  in  value  of  the 
stock  of  a  foreign  corporation. 

Paragraph  (3)  of  section  6046(a)  requires  each  person  who  becomes  a 
United  States  person  after  January  1,  1963,  while  owning  5  percent  or 
more  in  value  of  the  stock  of  a  foreign  corporation  to  file  an  information 
return. 

Example. — A,  a  United  States  person,  wJio  on  January  1,  1963,  owns 
2  percent  in  value  of  the  stock  of  foreign  corporation  M  is  not  required 
to  file  an  information  return  under  section  6046.  However,  when  he 
acquires,  on  April  1,  1963,  an  additional  block  of  stock  consisting  of  4 
percent  in  value  of  the  stock  of  such  corporation,  lie  is  required  by 
subparagraph  (A)  of  section  6046(a)(2)  to  make  an  information  return 
with  respect  to  corporation  M.  If,  on  December  31,  1964,  he  acquires 
a  6  percent  block  of  stock  in  addition  to  that  already  owned,  he  is 
required  to  file  a  return  under  subparagraph  (B)  of  section  6046(a)(2). 
He  is  not  required  to  report  when,  on  May  1,  1965,  he  acquires  an 
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additional  3  percent  block  of  stock,  but  he  is  required  to  report  under 
subparagraph  (B)  when,  on  November  30,  1965,  he  acquires  a  4  percent 
block  of  stock  because  the  last  two  blocks  of  stock  total  more  than 
5  percent. 

Subsection  (b)  of  section  6046,  as  amended  by  the  bill,  is  the  same 
as  existing  law.  It  provides  that  the  information  returns  required 
by  subsection  (a)  of  section  6046  shall  be  in  such  form  and  shall  set 
forth,  in  respect  of  the  foreign  corporation,  such  information  as  the 
Secretary  of  the  Treasury  or  his  delegate  prescribes  by  forms  or 
regulations  as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

Subsection  (c)  of  section  6046  is  amended  by  omitting  the  definition 
of  “United  States  shareholder”.  The  term  “United  States  person”, 
as  used  in  sections  6038  and  6046,  as  amended  by  the  bill,  has  the 
same  substantive  meaning  as  the  term  “United  States  shareholder”' 
in  existing  section  6046. 

Subsection  (d)  of  section  6046,  as  amended  by  the  bill,  provides  a 
limitation  on  the  time  for  filing  a  return  required  by  subsection  (a) 
of  such  section.  Such  return  must  be  filed  on  or  before  the  90th  day 
after  the  day  on  which,  under  any  provision  of  section  6046(a),  the 
United  States  citizen,  resident,  or  person  becomes  liable  to  file  such 
return. 

Subsection  (e)  of  section  6046,  as  amended  by  the  bill,  is  a  cross 
reference  to  section  7203,  relating  to  willful  failure  to  file  a  return,, 
supply  information,  or  pay  tax. 

(c)  Civil  penalty  for  failure  to  tile  return. — Subsection  (c)  of  section 
20  of  the  bill  amends  subchapter  B  of  chapter  68  (relating  to  assessable 
penalties)  by  adding  new  section  6678. 

Subsection  (a)  of  section  6678,  similar  in  purpose  to  section  6677 
(relating  to  failure  to  file  information  returns  with  respect  to  certain 
foreign  trusts)  as  added  by  section  9(g)  of  the  bill,  provides  that  in 
addition  to  any  criminal  penalty  provided  by  law,  any  person  required 
to  file  a  return  under  section  6046  who  fails  to  file  such  return  at  the 
time  provided  in  section  6046,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  must  pay  a 
penalty  of  $1,000,  unless  it  is  shown  that  such  failure  is  due  to  reason¬ 
able  cause. 

Subsection  (b)  of  section  6678  provides  that  subchapter  B  of  chap¬ 
ter  63  (relating  to  deficiency  procedure  for  income,  estate,  and  gift 
taxes)  is  inapplicable  in  respect  of  the  assessment  or  collection  of  any 
penalty  imposed  by  subsection  (a). 

.  {d)  Technical  amendments. — Subsection  (d)  of  section  20  of  the  bill 
contains  technical  amendments  adding  a  cross  reference  to  section  318 
of  the  Code  and  conforming  the  appropriate  table  of  sections  to  the 
change  in  the  heading  of  section  6046. 

(e)  Effective  date. — Under  subsection  (e)  of  section  20  of  the  bill, 
section  6038  of  the  code  as  amended  by  the  bill  is  to  apply  with  respect 
to  annual  accounting  periods  of  foreign  corporations  beginning  after 
December  31,  1962,  and  section  6046  of  the  code  as  amended  by  the 
bill  is  to  take  effect  on  January  1,  1963.  Under  subsection  (e)(1), 
existing  section  6038  will  continue  to  apply  in  respect  of  a  foreign 
corporation  or  foreign  subsidiary  whose  annual  accounting  period 
begins  before  January  1,  1963.  For  example,  assume  that  D,  a  do¬ 
mestic  corporation,  has  a  taxable  year  beginning  July  1,  1963,  and 


REVENUE  ACT  OF  1962 


a171 


ending  June  30,  1964.  F,  a  foreign  corporation  controlled  by  D,  has 
an  annual  accounting  period  beginning  January  1,  1963,  and  ending 
December  31,  1963.  FS,  a  foreign  subsidiary  of  F,  has  an  annual 
accounting  period  beginning  April  1,  1962,  and  ending  March  31, 
1963.  Under  the  effective  date  provision,  information  with  respect 
to  FS's  annual  accounting  period  beginning  April  1,  1962,  and  ending 
March  31,  1963,  is  to  be  furnished  under  existing  law,  and  information 
with  respect  to  F’s  annual  accounting  period  beginning  January  1, 
1963,  and  ending  December  31,  1963,  is  to  be  furnished  under  section 
6038  as  amended  by  the  bill. 

SECTION  21.  TREATIES 

Section  7852(d)  of  the  1954  Code  provides  that  no  provision  of  the 
1954  Code  shall  apply  in  any  case  where  its  application  would  be 
contrary  to  any  treaty  obligation  of  the  United  States  in  effect  on 
August  16,  1954.  Section  21  of  the  bill  provides  that  section  7852(d) 
shall  not  apply  in  respect  of  any  amendment  made  by  the  bill,  thus 
making  it  clear  that  in  the  event  there  is  any  conflict  with  any  treaty 
provision  (whether  or  not  such  provision  was  in  effect  on  Aug.  16, 
1954)  the  provisions  of  the  bill  are  to  govern. 
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SEPARATE  VIEWS  OF  THE  REPUBLICANS  ON  H.R.  10650 

General  Statement 

H.R.  10650  violates  the  concepts  of  sound  tax  policy  and  fiscal 
responsibility.  By  itself,  the  bill’s  $1.5  billion  loss  in  revenue  insures 
that  the  Kennedy  budget’s  proposed  $500  million  surplus  for  fiscal 
1963  will  become  a  $1  billion  deficit.  This  conscious  creation  of  a 
deficit  flies  in  the  face  of  the  President’s  warning  in  his  budget  message 
that  “to  plan  a  deficit  under  such  circumstances  would  increase  the 
risk  of  inflationary  pressures,  damaging  alike  to  our  domestic  economy 
and- to  our  international  balance  of  payments.” 

The  administration’s  approach  to  tax  reform  cannot  provide  this 
Nation  with  a  tax  structure  that  will  insure  continued  healthy  and 
noninflationary  economic  growth.  Further,  this  approach  can  only 
serve  to  pile  complexity  upon  complexity  for  the  citizen  who  must 
cope  with  a  tax  code  already  much  too  complex.  The  answer  to  our 
tax  problems  will  not  be  found  in  patchwork  legislation.  If  the  huge 
revenue  loss  in  this  bill  were  to  result  in  sound,  growth -inducing  tax 
policy,  Congress  might  be  justified  in  accepting  the  risks  involved. 
This  bill,  however,  does  not  represent  sound  tax  policy.  It  represents 
precisely  the  opposite. 

Our  concern  centers  on  its  three  major  provisions: 

(1)  The  so-called  “investment  credit”  perverts  the  tax  laws 
into  a  $2  billion  annual  subsidy  to  one  segment  of  the  business 
community  and  constitutes  nothing  less  than  a  discriminatory 
“loophole”  which  will  have  to  be  dealt  with  by  a  future  Congress 
(sec.  2). 

(2)  To  defray  part  of  the  cost  of  the  investment  subsidy,  20 
percent  will  be  withheld  on  dividends  and  interest,  regardless  of 
whether  or  not  money  is  actually  owed  to  the  Government.  To 
the  extent  that  part  of  the  investment  subsidy  is  paid  for  by  this 
departure  from  our  voluntary  compliance  system,  a  large  share 
will  be  money  to  which  the  Government  may  not  be  entitled 
(sec.  19). 

(3)  The  proposed  treatment  of  income  earned  abroad  by  a 
“controlled”  foreign  corporation  discards  the  long-established 
concept  that  our  economy,  our  national  security,  and  the  growth 
and  independence  of  the  free  world  depends  on  the  expansion  of 
American  foreign  trade  and  American  business  overseas  (sec.  13). 

The  so-called  “investment  credit”  (sec.  2)  and  taxation  of  the  un¬ 
distributed  income  of  the  “controlled”  foreign  corporation  (sec.  13) 
are  intended,  not  for  the  purpose  of  raising  revenue,  but  to  direct  and 
control  the  future  conduct  of  American  business  both  at  home  and 
abroad.  This  is  the  “carrot  and  stick”  method  of  Government  regu¬ 
lation  of  business. 

The  “investment  credit”  is  nothing  more  than  a  tax  “gimmick.” 
It  is  outright  annual  subsidy  of  $2  billion  to  a  segment  of  the  business 
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economy,  which  business  as  a  whole  neither  seeks  nor  wants.  It 
ignores  the  service  industries,  and  the  distribution  and  retail  segments 
of  our  economy.  It  favors  the  large,  and  it  penalizes  the  small.  For 
example,  one  large  company  and  its  affiliates  will  receive  a  subsidy  of 
more  than  $100  million,  which  the  company  is  not  seeking  and  does 
not  want.  This  is  the  equivalent  of  one-sixth  of  the  revenue  that 
withholding,  with  its  inconvenience  to  many  millions  of  small  in¬ 
vestors,  is  supposed  to  produce. 

Withholding  on  dividends  and  interest  will  be  an  administrative 
monstrosity,  as  was  apparent  by  the  difficulty  which  the  committee 
had  in  adopting  any  withholding  procedure.  The  provision  for  indi¬ 
vidual  exemption  certificates,  adopted  as  a  “last  minute”  measure, 
merely  compounds  the  problem.  The  withholding  provision  now  has 
all  the  inequities  of  massive  “overwithholding”  as  well  as  the  adminis¬ 
trative  burden  on  both  the  payer  and  the  Treasury  of  multitudinous 
exemption  certificates.  It  is  conservatively  estimated  that  there  will 
bo  more  than  500  million  dividend  and  interest  accounts  which 
are  affected  by  the  withholding  provision.  At  least  one-third  of  these 
will  involve  withholding  of  nominal  amounts,  probably  less  than  $1 
per  year.  The  qualification  for  filing  an  exemption  certificate  is  so 
restrictive  that  many  individuals  will  undoubtedly  be  hesitant  to  file, 
even  though  they  may  owe  no  tax. 

The  Government  is  investing  millions  of  dollars  in  “computers” 
for  processing  information  returns.  The  individual  taxpayer  is  paying 
for  that  equipment.  Indirectly,  the  individual  taxpayer  is  also  paying 
for  the  administrative  expense  which  will  be  incurred  bv  the  payer  in 
complying  with  these  withholding  procedures.  With  all  of  this,  the 
individual  must  still  be  put  to  the  unnecessary  trouble  and  expense 
of  annually  filing  exemption  certificates  and/or  claims  for  refund  for 
nominal  amounts  in  order  to  avoid  the  collection  of  a  tax  which  is 
not  due.  Instead,  we  urge  that  the  Government  be  required  to  utilize 
the  information  returns  procedure,  the  newly  authorized  taxpayer 
identification  numbers,  and  the  data-processing  equipment,  to  save 
the  individual  from  such  inconvenience  and  expense. 

With  respect  to  the  treatment  of  income  earned  abroad,  we  have 
in  the  past  proceeded  on  the  theory  that  the  expansion  of  American 
foreign  trade  and  American  business  overseas  was  indispensable  to 
our  national  defense,  to  our  domestic  economy,  and  to  the  growth 
and  freedom  of  the  free  world.  In  contrast  to  this  policy,  the  bill 
seeks  to  build  a  “Berlin  wall”  in  the  tax  laws  (o  keep  the  American 
businessman  at  home.  The  bill  would  deny  to  American  business 
the  right  enjoyed  by  its  foreign  competitors  to  go  into  any  area  of  the 
free  world  where  there  might  be  a  market,  a  source  of  raw  materials, 
or  the  workers  needed  to  make  the  business  a  success.  The  policy  of 
this  bill  is  a  policy  of  “internationalism”  as  to  foreign-owned  business 
and  “isolationism”  as  to  American-owned  business. 

D  iscussion  of  Credit  for  Investment  in  Depreciable  Property 

BILL  FORESHADOWS  $2.6  BILLION  BUDGET  DEFICIT 

For  the  fiscal  year  1903,  it  has  been  estimated  that  the  investment 
credit  will  result  in  a  revenue  loss  of  $1.8  billion,  without  taking  into 
account  any  increase  in  the  level  of  investment.  If  there  is  even  a 
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minimum  “incentive” — and  “incentive”  is  the  administration’s  justi¬ 
fication  for  the  proposal — the  revenue  loss  will  be  more  than  $2  bil¬ 
lion.  Offsetting  this,  the  estimated  revenue  provisions  of  the  bill  will 
produce  only  $250  million  in  fiscal  1963,  mainly  from  withholding. 
The  enactment  of  this  bill  will  result  in  a  loss  of  more  than  $1.5  billion 
in  the  Federal  revenues  for  fiscal  1963.  The  budget  as  presented  by 
the  President  for  the  fiscal  year  1963  showed  a  surplus  of  less  than 
$500  million.  It  can  readily  be  seen  that  this  bill  taken  by  itself  will 
convert  that  speculative  surplus  in  the  President’s  budget  to  a  deficit 
of  at  least  $1  billion. 

Even  on  a  “full  year  effect”  basis,  the  bill  produces  a  revenue  loss 
of  $775  million — and  this  has  been  heralded  as  only  the  “first  step”  in 
the  Kennedy  administration’s  tax  “reform”  program.  The  Treasury’s 
proposed  administrative  revision  of  the  depreciation  schedules,  soon 
to  be  released,  is  reported  to  involve  a  revenue  loss  of  an  additional 
$1.5  to  $2  billion.  When  this  is  added  to  the  cost  of  this  bill,  the  net 
result  will  be  a  deficit  in  fiscal  1963  of  $2.5  billion. 

BUSINESS  AND  LABOR  OPPOSE  INVESTMENT  CREDIT 

The  investment  credit  was  initially  proposed  by  the  Kennedy  ad¬ 
ministration  to  stimulate  new  “productive”  investment  which  would 
not  otherwise  be  undertaken.  In  this  bill,  however,  the  credit  was 
extended  to  all  investment  in  specific  types  of  property,  whether  or  not 
induced  by  the  credit.  It  is  also  extended  to  all  manufacturing  indus¬ 
tries,  hotels  and  motels,  public  carriers,  utilities,  farming,  and  any 
other  business  in  which  tangible  personal  property  is  used.  Although 
the  hotels  and  motels,  and  certain  regulated  public  utilities  were 
excluded  in  the  original  proposal,  the  committee  extended  the  credit 
to  them,  but  at  a  reduced  rate  in  the  case  of  the  utilities. 

In  the  hearings  on  the  tentative  bill  the  support  for  the  investment 
credit  consisted  almost  exclusively  of  administration  witnesses  from 
the  Departments  of  Treasury,  Labor,  and  Commerce.  The  invest¬ 
ment  credit  approach  has  been  opposed  by  almost  every  major  organ¬ 
ization  appearing  before  the  committee.  A  representative  list  of  those 
opposing  the  credit  included  the  following: 

Aerospace  Industries  Association. 

AFL-CIO. 

American  Institute  of  Certified  Public  Accountants. 

American  Machine  Tool  Distributors  Association. 

American  Meat  Institute. 

Brooklyn  Chamber  of  Commerce. 

Chamber  of  Commerce  of  the  United  States  of  America,. 

Committee  for  Economic  Development. 

Controllers  Institute  of  America. 

Copper  &  Brass  Research  Association. 

Council  of  State  Chambers  of  Commerce. 

Edison  Electric  Institute. 

Illinois  State  Chamber  of  Commerce. 

International  Union  of  Mine,  Mill  &  Smelter  Workers. 

Lithographers  &  Printers  National  Association. 

Machinery  Dealers  National  Association. 

National  Association  of  Manufacturers. 

National  Small  Business  Men’s  Association. 
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I {. 1 1 1 » I »<*r  Manufacturers  Associal  ion,  Inc, 

Southern  Stales  I ndusl cin I  ('otinc.il. 

Transportation  Association  of  America. 

I  f.S  .Junior  ( ,’hamber  of  ( ’omnierce. 

I  biited  Shareholders  ol  A Olerica. 

Virginia  Manufacturers  Association. 

Wisconsin  Manufael  lifers  Association, 

1 1.  in  ii,  Hil.iial.ion  uni(|uc  in  I  In*,  history  of  this  committee,  1,1ml,  l.lio 
committee  whould  insist  on  pro vifl injjf  a  tax  benefit  ho  overwhclminply 
opposed  by  all  sopments  of  our  society, 

1  N  V  KHTM HINT  ORIUDIT  Wll.l,  NOT  HTI  M  1 1 1, AT  111  HOUND  I  N  V  K.HTM  ICNT 

I  lia  investment  credit  in  not  a  Hound  “ineenti ve.”  A  recent  survey 
by  I, lie,  Wall  Si, it, at  Journal,  the  results  of  which  wurn  | > 1 1 bl if* 1 1 (*,« I  on 
February  K,  1(1(12,  disclosed  1,1  ml.  of  (IN  companies  h 1 1 r v <•  y »•< I ,  only  I 
belli1, veil  1,1ml,  the  credit  would  have  a  fipliilicunt  effect  on  ma  jor  ax 
paliHion  programs.  Tlmra  in  no  relationship  between  I, be  revenue  Iohh 
attributable  to  the  credit  and  flic  additional  expansion  wbieb  the 
ered if  might  produce.  ’ 

On  February  2d,  1(1(12,  the  A  I1'!,  (!|()  Kxceiifive  (Council,  meeting 
a,f  I tal  Harbour,  Kla,,  iHHiied  flic  following  statement: 

'I’lic  A IH  i  (JO  ban  Hfronply  and  vigorously  oppoHed  flic 
invcHtliicnf  fax  credit  propound  an  one  flint  would  grant  a, 
major  fax  windfall  to  corporations  without  accomp/ishinij  Ur 
hasir  par  i  tone  of  incrcaHiny  the  efficiency  o\  American  prod  a, e 
live  capacity,  [Italic,  supplied  | 

I  bis  conclusion  was  supported  by  an  array  of  witnesses  in  recent 
bearings  before  flic  Joint  lOeonomic  (  'nmmiftee. 

IN  VICMTMliiNT  I'HIDDIT  IH  A  THIIK  “ Min  1*1  lo I ,k” 

At  a  time  when  flic  Kennedy  administration  spokesmen  are  attack 
i n various  so  called  “loopholes”  in  the  revenue  laws,  flic  provision 
represents  a  “new  frontier”  in  the  Held  of  special  fax  concessions. 

The  investment  credit  will  not  be  rellerfed  in  Ibe  accounting  for 
renegotiation,  cost  plus  lived  fee  contracts,  and  redcformjnahle  price 
contracts,  In  other  words,  flic  lull  cost  of  flic  item  will  be  charged 
to  the  (lovornmonf  contract,  wifbouf  any  provision  for  recapture  of 
the  investment  credit  in  flic  case  of  excessive  prolife. 

The  provision  grants  a  credit  to  flic  fax  payin',  irrespective  either  of 
need  or  ol  prior  obligation  to  make  1 1  in  investment.  For  example, 
an  investment  credit  is  granted  for  investment  in  U.S.  Map  vessels 
all, lioupli  many  U.S.  Map  operators  are  already  obligated  to  replace 
their  older  vessels  and  have  funds  set  aside  for  that  purpose.  The 
(lovornmeiif  already  subsidizes  Al)  percent  of  the  construction  cost. 
The  bill  provides  an  “incentive”  of  X  percent  more. 

The  provision  permitting  either  the  lessor  or  the  lessee  of  property 
to  utilize  I  hti  credit,  at  I  lie  ('lection  of  the  lessor,  creates  a  further 
“loophole,”  A  deduction  or  credit  of  this  magnitude  should  not  be 
lelf  for  “trading”  as  between  taxpayers.  In  the  case  of  leasing  com¬ 
panies  and  other  predominantly  lousing  businesses  (» .o. ,  computer 
rentals),  I  hi'  investment  credit  is  tantamount  to  a  f>()  percent  fax 
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ml iicl ion,  or  an  effective  tax  rate  of  26  jiorccnt.  The  Ichmoc  in  the 
uaer  of  tlio  equipment/,  wIiohi!  huaineaH  ia  affected  by  com  petition. 
It  in  the  leaned  who  in  fact  ultimately  payn  for  the  equipment.  There 
fore,  if  anyone  in  to  receive,  a  credit,  for  leaned  equipment,  it  ahould 
he  the  leaaee. 

Many  lennorn  of  equipment  are,  in  auhatance,  nothing  more  than 
fimuicc  conqmnien.  In  aome  rcapectn  the,ne,  lennorn  compe.te,  with  the 
banka,  innuranee  companion,  and  other  lending  inntitijtiona.  The  hill 
given  thene,  typen  of  irintitufiona  a  tremendoun  advantage  over  the 
more  con vcritioriftl  financing  inatitutionn. 

INVKHTMKNT  CHI.OIT  1H  INIf  ICIIKNTLY  mnoillMINATOHV 

Ari  “incentive,”  approach  to  taxation  in  wrong.  What  conntituten 
an  incentive  to  one  taxpayer  in  a  penalty  to  another  taxpayei  The 
inveatment  credit  approach  pcnahzcH  taxpayer'll  who  have,  expanded 
and  modernized  without  having  to  rely  upon  any  tax  inducement. 
The.  allowance  of  a  credit  dincriminaten  in  favor  of  the,  taxpayer!',  in 
a  particular  induatry  who  have  not  knot  ahreant  of  technological 
developmcrifH  within  that  induatry  The  effect  in  to  nuhnidi zc  a 
company  which  hn lagged  behind  itn  competitor!!  in  plant  moderniza¬ 
tion,  at  the,  cxpenac  of  thoae,  compctitorn 

The  inveatment  credit,  diacriminatea  in  favor  of  tranaienl,  hoteln  and 
motcla  arnl  a<iamnt  reaidential  hoteln,  apartment,  and  other  rental 
houaing.  In  fact,  in  the  tax  treatment  of  any  inveatment  which  doe  -, 
not  qualify  for  the,  inveatment  credit,  the, re,  ia  unwarranted  dincrimi 
nation. 

An  inveatment  credit,  ia  provided  for  all  qualifier!  inveatment*, 
Opiniona  may  vary  with  reaped,  to  the  extent  to  which  the  credit  will 
act  aa  a  real  incentive  in  increaaing  invent, merit  over  t  he,  amount  which 
would  have  been  inveal.ed  unrler  exciting  law  However,  a  credit  a. a 
high  a h  8  percent  for  all  qualified  inveatmentn  in  an  exec-mi  ve  prir-e  to 
pay  for  the  relatively  leaner  amount  which  could  hr*  attributed  aolcly  to 
the  credit. 

'[’he  graduation  of  the  credit  baaed  upon  the  useful  life  of  the  aaacf, 
recognizee  a  haaic  inequit  y  from  the  atandpoint  of  the  inventor  In 
dealing  with  a-  eta  having  a.  uaefnl  life  of  8  yearn  and  over  and  moat, 
machinery  and  equipment  would  fall  in  that  category  an  inveal, ru¬ 
in  ar.'-.eta  having  a  JO  year  life  would  turn  over  hin  money  twice  an  faat 
aa  an  inventor  in  a  a,  net  a  having  a  20 -year  life  Thun,  on  the  name  rjollar 
inveatment  over  the  aarric  period  rd  time  the  inventor  in  the  10  year 
annetn  wmilrj  receive  a  credit,  that  wan  200  percent  r,f  the  credit  that 
would  accrue  to  the  inventor  in  the  20  year  annetn  However,  iri  the 
cane  of  public,  utilifien,  where  the  uneful  life  in  unually  20  yearn  arnl 
over,  the  credit  in  cut  in  half. 

Accelerated  depreeiatiori  operaten  morn  marly  in  /cbitionnhip  to 
incrcaaed  inveatment  than  the  in  vent, merit  credit.  In  the  cane  of  the 
inveatment  credit,  a  taxpayer  receive--,  a  benefit  each  yr>ar  irrenpeetive 
whether  hin  net  inveatment  in  increaaing  or  declining,  In  the  r-a-.-,e  of 
accelerated  depreciation,  the  benefit  decline!  if  the  inveatment  d< 
elinea,  arid  the  benefit  in  im  reanerl  an  the  inveatment  irierr  a  ■<  f  here 
fore,  accelerated  depreciation  would  be  toon-  eonaintent  with  the  goala 
which  the  adrniniatratiori  oatenaibly  ia  necking. 
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INVESTMENT  CREDIT  IS  A  “WINDFALL,”  WHICH  SHOULD  BE  DEDUCTED 
FROM  THE  DEPRECIATION  BASE 

Under  existing  law,  taxpayers  are  permitted  annually  to  deduct  as 
depreciation  a  part  of  the  cost  of  business  or  income-producing 
property  over  the  period  of  its  useful  life.  The  revenue  laws  are  so 
designed  that  the  taxpayer  will  recover  100  percent  of  the  cost  of 
the  property  tax  free  over  the  period  of  its  use.  The  investment 
credit  is  not  a  substitute  for  this  allowance.  The  investment  credit 
amounts,  in  essence,  to  payment  by  the  Government  of  a  part  of  the 
cost  of  acquiring  depreciable  property.  It  is  logical,  therefore,  that 
the  taxpayer  should  use  as  the  cost  to  be  recovered  through  deprecia¬ 
tion  only  the  net  cost  of  the  asset  to  the  taxpayer — in  the  usual  case, 
92  percent  of  its  gross  purchase  price.  Otherwise,  the  investment 
credit  will  be  a  “windfall”  to  the  taxpayer.  A  Republican-sponsored 
amendment  to  avoid  giving  the  taxpayer  such  a  “windfall”  was 
rejected  by  the  Democratic  majority.  The  amendment  merely 
required  that  the  taxpayer  deduct  the  amount  of  the  investment 
credit — the  subsidy — from  the  cost  of  the  property.  It  is  sound  and 
should  have  been  adopted. 

Adjusting  the  basis  of  depreciable  assets  by  the  amount  of  the 
credit  would  also  reduce  the  discrimination  inherent  in  the  invest¬ 
ment  credit  in  favor  of  relatively  short-lived  assets  as  compared  with 
long-lived  assets.  While  a  business  buying  8-  or  10-year  assets  will 
still  get  an  investment  credit  more  frequently  than  a  business  investing 
in  20-  or  30-year  assets,  if  the  adjusted  basis  of  the  assets  is  reduced  by 
the  amount  of  the  credit,  the  business  with  the  relatively  short-lived 
assets  will  not  have  an  unwarranted  tax  advantage  over  the  business 
with  longer  lived  assets  because  the  former  business  will  not  be  able  to 
depreciate  repeatedly  that  portion  of  the  cost  of  the  assets  for  which 
the  Government  has  reimbursed  it. 

Republican  Substitute  for  the  Investment  Credit 

GENERAL 

The  undersigned  members  of  the  committee  unanimously  recom¬ 
mend  that  section  2  of  the  bill,  relating  to  the  investment  credit,  be 
stricken  and  that  in  lieu  thereof  there  be  inserted  a  substitute  proposal 
which  will  provide  for  the  following : 

(1)  An  elective  provision  whereby  taxpayers  will  be  permitted 
to  take  additional  depreciation  each  year  in  a  graduated  additional 
amount  comparable  to  the  brackets  used  for  the  investment  credit. 
For  assets  having  a  useful  life  of  4  years  and  under  6  years,  the 
additional  depreciation  would  be  7  percent  of  the  depreciation 
otherwise  allowable.  For  assets  having  a  useful  life  of  6  years 
and  under  8  years,  the  additional  depreciation  would  be  14  per¬ 
cent  of  the  depreciation  otherwise  allowable.  For  assets  having 
a  useful  life  of  8  years  or  more,  the  additional  depreciation  would 
be  20  percent  of  the  depreciation  otherwise  allowable. 

(2)  An  elective  provision  whereby  taxpayers  will  be  permitted 
in  valuing  inventories  to  deduct  and  set  up  as  a  reserve  an  amount 
equal  to  20  percent  of  the  first  $100,000  of  finished  goods  pur¬ 
chased  and  held  for  resale,  with  the  limitation  that  the  amount 
deducted  in  any  year  will  not  exceed  50  percent  of  the  net  income. 
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This  proposal  recognizes  the  need  for  tax  reform  both  for  the  manu¬ 
facturing  segment  of  the  economy  and  for  the  distribution  and  sales 
segment  of  the  economy. 

The  substitution  will  result  in  tax  deferral — not  tax  forgiveness  or 
tax  subsidy.  The  continuing  revenue  loss  will  "average  out”  at 
about  $1  billion  per  year.  Thus,  after  the  initial  inventory  writedown, 
the  revenue  loss  is  in  line  with  the  revenue-producing  sections  of  the 
bill  even  if  withholding  on  interest  and  dividends  is  eliminated.  The 
proposed  substitution  would  include  in  the  allowance  for  depreciation 
the  same  assets  that  would  qualify  for  the  investment  credit. 

The  provision  with  respect  to  depreciation,  when  coupled  with  the 
revision  of  Bulletin  F  by  the  Treasury,  should  provide  industry  with 
the  latitude  in  accounting  for  depreciation  which  has  been  over¬ 
whelmingly  supported  in  the  testimony  before  the  committee.  As  a 
corollary  to  the  relief  to  industry,  we  also  believe  that  the  Congress 
should  grant  relief  to  the  small  businessman  who  must  reinvest  his 
funds  in  inventory.  Unless  the  wholesale  and  retail  trades  are  willing 
and  able  to  stock  the  goods  produced  by  industry,  any  increased 
capacity  to  produce  will  remain  idle. 

Discussion  of  Additional  Depreciation  Allowance 

GENERAL  EXPLANATION 

In  the  hearings  before  the  committee,  it  was  unanimously  conceded 
that  the  provisions  with  respect  to  depreciation  allowances  for  pro¬ 
ductive  facilities,  as  supplemented  by  Bulletin  F  and  the  Treasury 
rulings,  failed  to  recognize  fully  the  economic  obsolescence  of  such 
assets.  The  Secretary  of  the  Treasury  has  publicly  stated  that  the 
useful  lives  prescribed  in  Bulletin  F  will  be  consolidated  and  reduced 
by  between  20  and  30  percent.  However,  he  also  advised  the  com¬ 
mittee  that  after  such  revision,  American  industry  still  will  not  be 
permitted  to  amortize  the  cost  of  productive  equipment  as  rapidly 
as  its  foreign  competition.  Therefore,  we  propose  to  provide  for  an 
election  whereby  the  taxpayer  can  accelerate  the  depreciation  of 
equipment  to  a  greater  extent  than  the  revised  Bulletin  F. 

The  proposed  amendment  provides  that  the  taxpayer  will  be  per¬ 
mitted  to  take  additional  depreciation  each  year  in  a  graduated  addi¬ 
tional  amount,  analogous  to  the  brackets  used  for  the  investment 
credit : 

For  assets  having  a  useful  life  of  4  years  and  under  6  years, 
the  additional  depreciation  would  be  7  percent  of  the  depreciation 
otherwise  allowable. 

For  assets  having  a  useful  life  of  6  years  and  under  8  years, 
the  additional  depreciation  would  be  14  percent  of  the  deprecia¬ 
tion  otherwise  allowable. 

For  assets  having  a  useful  life  of  8  years  or  more,  the  additional 
depreciation  would  be  20  percent  of  the  depreciation  otherwise 
allowable. 

For  example,  if  a  taxpayer  installs  some  equipment  having  a  useful 
life  of  4  years  on  account  of  which  the  taxpayer  would  be  entitled 
under  existing  law  to  an  annual  depreciation  deduction  of  $100,  this 
amendment  would  increase  the  annual  deduction  to  $107.  If  the 
property  had  a  useful  life  of  7  years,  this  amendment  would  increase 
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the  annual  deduction  to  $114.  If  the  property  had  a  useful  life  of 
10  years,  this  amendment  would  increase  the  annual  deduction  to  $120. 

The  additional  depreciation  provided  for  in  the  proposed  amend¬ 
ment  is  based  upon  a  percent  of  the  depreciation  otherwise  allowed 
and  would  automatically  reflect  any  increase  in  depreciation  which 
might  be  allowed  as  a  result  of  the  pending  Treasury  study. 

Under  existing  law,  a  taxpayer  is  permitted  to  compute  depreciation 
under  either  (a)  the  straight  line  method;  (6)  the  sum  of  the  years  digits, 
or  (c)  the  double  declining  balance.  The  additional  depreciation  which 
would  be  allowed  by  this  bill  is  always  applied  to  reduce  the  taxpayer’s 
overall  basis  or  cost  for  depreciation  purposes.  However,  the  addi¬ 
tional  depreciation  allowed  is  not  charged  to  the  declining  balance  un¬ 
der  the  double  declining  balance  method  in  order  to*reflect  more  nearly 
the  same  proportionate  increase  as  in  the  case  of  the  other  methods. 

A  comparison  of  the  depreciation  allowable  under  existing  law  for 
an  asset  having  a  useful  life  of  10  years  and  the  depreciation  which 
would  be  allowable  if  this  amendment  were  adopted,  is  shown  on  the 
following  schedule: 

Depreciation  Deductions — Comparison 


10-year  asset,  cost  $1,000  ( assuming  no  salvage  value ) 


Year 

Straight  line 

Sum  of  years  digits 

Double  declining 
balance 

Existing 

law 

Proposed 

amend¬ 

ment 

Existing 

law 

Proposed 

amend¬ 

ment 

Existing 

law 

Proposed 

amend¬ 

ment 

1 . - _ _ 

100 

120 

182 

218 

200 

240 

2 _ _ _ _ 

100 

120 

164 

197 

160 

192 

3 _ _ 

100 

120 

145 

174 

128 

154 

4 _ 

100 

120 

127 

152 

102 

122 

5 _ _ _ _ 

100 

120 

109 

131 

82 

98 

6 _ 

100 

120 

91 

109 

66 

79 

7 _ _ 

100 

120 

73 

19 

52 

62 

8 _ 

100 

120 

55 

42 

50 

9... _ _ 

100 

40 

36 

34 

3 

10 _ 

100 

18 

27 

Under  the  amendment  a  taxpayer  may  elect  to  claim  the  increased 
depreciation  deductions  with  respect  to  all  or  any  part  of  his  eligible 
assets.  He  may  elect  to  take  the  additional  deduction  in  1  year, 
fail  to  elect  it  for  the  next  year,  and  then  elect  it  again  later  on  for 
subsequent  years  with  respect  to  the  same  eligible  assets.  The 
additional  depreciation  deductions  need  not  be  elected  by  the  tax¬ 
payer  for  the  first  year  in  which  depreciation  is  claimed  with  respect 
to  an  eligible  asset.  The  amendment  will  not  increase  a  taxpayer’s 
total  depreciation  deductions  with  respect  to  an  asset  over  the  asset’s 
useful  life. 

NEED  FOR  ADDITIONAL  DEPRECIATION  RECOGNIZED 

It  is  recognized  by  the  majority  of  the  committee  and  by  the 
Treasury  that  American  industry  is  currently  at  a  disadvantage  with 
its  European  competition  in  the  writeoff  of  machinery  and  equipment. 

The  Secretary  of  the  Treasury  submitted  to  the  committee  an 
analysis  of  the  depreciation  deductions  and  similar  allowances  for 
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industrial  equipment  in  the  leading  industrial  countries  compared  with 
similar  deductions  and  allowances  in  the  United  States.  The  Treasury 
analysis  of  depreciation  disclosed  that  the  average  Italian  manu¬ 
facturer  is  permitted  to  write  off  100  percent  of  the  cost  of  his  equip¬ 
ment  in  the  first  5  years;  the  average  German  manufacturer  is  per¬ 
mitted  to  write  off  67.2  percent  in  the  same  period;  Japan  and  the 
other  industrialized  countries  permit  writeoffs  ranging  from  64  to 
100  percent  in  the  first  5  years.  The  same  American  manufacturer 
would  not  be  permitted  to  write  off  as  much  as  50  percent  of  the  cost 
of  his  equipment  in  the  first  5  years. 

The  Kennedy  administration  thus  acknowledges  that  the  deprecia¬ 
tion  allowances  under  existing  law  are  inadequate.  The  Secretary 
has  also  acknowledged  that  the  revision  of  Bulletin  F  alone  will  not  be 
sufficient.  If  American  industry  is  to  replace  its  equipment  more 
rapidly,  the  Congress  must  liberalize  our  depreciation  policies  by  pro¬ 
viding  for  an  acceleration  in  the  earlier  years.  In  advancing  the 
investment  credit  proposal,  the  administration  is  willing  to  forego 
between  $1.8  and  $2  billion  in  revenues  for  this  purpose.  The  revenue 
loss  could  be  better  used  in  part  to  give  business  the  type  of  deprecia¬ 
tion  which  the  Treasury  admits  business  will  need  in  the  competitive 
times  ahead.  On  the  other  hand,  the  depreciation  substitute  which 
we  propose  is  timed  so  as  not  to  create  a  Federal  deficit.  The  revenue 
loss  for  the  first  full  fiscal  year  f  1964)  will  be  about  $485  million.  This 
will  increase  to  about  $815  million  in  the  next  year  as  more  assets 
qualify  for  additional  depreciation.  Accordingly,  the  revenue  loss  will 
be  less  than  one-half  of  the  cost  of  the  investment  credit.  Industry 
and  labor  have  both  testified  to  the  fact  that  the  investment  credit 
approach  is  unsound.  In  view  of  the  revenue  effect  alone,  there  is  no 
reason  why  the  Congress  should  not  in  fairness  to  American  industry 
and  to  the  American  taxpayer  adopt  the  depreciation  amendment  and 
give  industry  the  type  of  tax  reform  which  is  needed. 

DEPRECIATION  PROPOSAL  AVOIDS  “LOOPHOLES”  IN  INVESTMENT  CREDIT 

APPROACH 

Under  the  investment  credit  approach  the  taxpayer  is  granted  a 
subsidy  for  the  purchase  of  specific  types  of  property.  The  taxpayer 
is  then  permitted  under  the  law  to  recover  through  depreciation  the 
full  cost  of  such  property,  including  the  amount  subsidized  through 
the  investment  credit.  The  taxpayer  will  thus  obtain  both  a  tax  credit 
or  subsidy  and  a  tax  deduction  for  the  same  expenditure.  This 
obvious  “loophole”  is  avoided  in  the  depreciation  proposal,  because 
the  taxpayer  still  will  not  be  permitted  to  recover  through  deprecia¬ 
tion  more  than  100  percent  of  the  cost  of  the  property. 

The  depreciation  proposal  likewise  avoids  the  “loophole”  in  the 
investment  credit  approach  as  applied  to  Government  contractors 
and  subcontractors.  Depreciation  is  reflected  in  the  accounting  for 
renegotiation,  cost-plus-fixed-fee  contracts,  or  redeterminable  price 
contracts.  The  taxpayer  does  not  realize  any  “windfall”  because  the 
taxpayer  only  recovers  for  actual  expenditures. 

Similarly,  the  depreciation  approach  avoids  the  problem  of  the 
lessor-lessee  relationship  which  is  inherent  in  the  investment  credit. 
The  lessee  does  not  get  a  depreciation  deduction  with  respect  to  leased 
property.  The  lessor’s  depreciation  would  necessarily  bear  some  rela- 
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tionship  to  the  rentals  received  from  the  lessee.  As  distinguished  from 
the  investment  credit,  there  is  no  “under  the  table”  bonus  to  be 
traded  between  the  lessor  and  the  lessee. 

Discussion  of  Inventory  Amendment 

GENERAL  EXPLANATION 

In  providing  accelerated  depreciation,  the  proposed  amendment 
meets  the  needs  of  the  manufacturing  or  productive  segment  of  the 
economy  in  which  there  must  be  a  relatively  large  investment  in 
depreciable  personal  property  such  as  machinery  and  equipment. 
However,  the  products  of  those  industries  cannot  be  sold  to  the  con¬ 
sumer  without  the  distributing  and  retailing  segment  of  the  economy. 
There  are  more  than  l){  million  “small  merchants”  who  must  stock 
the  increased  output  of  industry  if  the  goods  are  to  be  sold.  The 
inventory  amendment  is  intended  to  facilitate  the  carrying  of  that 
stock. 

The  small  merchant  frequently  is  unable  to  set  aside,  after  taxes, 
sufficient  income  to  carry  the  necessary  increases  in  his  inventory 
which  may  be  required  either  because  of  inflation,  the  introduction  of 
new  products,  or  normal  growth.  If  these  merchants  are  to  compete 
with  the  large  merchandising  chains,  some  form  of  tax  relief  is  neces¬ 
sary.  The  inventory  amendment  will  permit  the  taxpayer  to  reduce 
the  cost  of  his  inventory  by  20  percent  of  the  first  $100,000  of  in¬ 
ventory  valuation,  computed  without  regard  to  this  section,  with  the 
limitation  that  the  inventory  adjustment  cannot  exceed  50  percent 
of  taxable  income. 

The  working  of  the  amendment  may  be  exemplified,  as  follows: 

Assume  that  the  taxpayer,  an  independent  furniture  dealer 
with  a  closing  inventory  of  $80,000,  had  net  income  of  $23,000. 
His  adjustment  for  the  first  year  under  this  section  would  be 
$11,500  (the  lesser  of  20/100X$80,000  or  50/100X$23,000).  The 
taxpayer’s  taxable  income  would  thus  be  $11,500.  In  the  second 
year,  assume  that  the  taxpayer’s  closing  inventory  was  $100,000, 
and  his  taxable  income  was  $30,000,  both  before  adjustment 
under  this  section.  His  adjusted  closing  inventory  would  be 
$85,000  and  his  adjusted  income  would  be  $15,000.  In  this 
example  as  compared  with  existing  law,  the  amount  deferred  in 
the  second  year  was  only  $3,500  because  the  cost  of  goods  auto¬ 
matically  reflected  the  prior  year’s  adjustment.  The  net  effect 
would  be  to  allow  the  taxpayer  an  additional  deduction  because 
of  the  “growth”  in  his  inventory. 

The  provision  for  the  inventory  adjustment  was  limited  to  the  first 
$100,000  in  inventory  because  numerically  more  than  95  percent  of 
taxpayers  in  the  distribution  and  retail  businesses  have  sales  with  less 
than  $1  million  per  year.  Such  taxpayers  would  not  normally  have 
inventory  in  excess  of  $100,000. 

INVENTORY  AMENDMENT  PROVIDES  “EQUITABLE”  ADJUSTMENT 

The  inequity  of  taxing  income  from  the  sale  of  property,  where 
such  property  is  replaced  with  similar  property  at  a  higher  cost,  has 
long  been  recognized.  For  example,  if  a  television  dealer  has  an 
inventory  of  12  television  sets  costing  $1,000,  and  sells  those  sets  at 
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retail  during  the  taxable  year  for  $1,500,  the  dealer  has  realized  a 
gross  profit  of  $500.  However,  in  order  to  stay  in  business,  the  dealer 
must  replenish  his  stock.  If  he  buys  12  similar  television  sets  at  a 
cost  of  $1,100,  his  actual  gross  profit  is  only  $400. 

Section  472  of  the  Internal  Revenue  Code  provides  for  an  elective 
inventory  costing  formula  (LIFO)  which  permits  the  dealer  to  use 
replacement  cost  as  the  cost  of  the  goods  sold.  However,  the  small 
wholesaler  or  retailer  frequently  cannot  readily  adopt  this  method  of 
valuing  inventories.  Section  472  may  be  too  complicated  for  the 
small  merchant,  or  the  benefits  may  not  justify  the  cost  of  accounting 
on  this  basis.  Whatever  the  reason,  LIFO  is  rarely  used  by  the 
smaller  businesses. 

The  proposed  amendment  will  extend  a  privilege  to  the  smaller 
businesses,  similar  to  the  LIFO  formula,  for  a  percentage  writedown 
of  the  closing  inventory  which  results  from  costing  the  goods  sold  on 
a  first-in,  first-out  basis.  The  amendment  will  not  apply  in  the  case 
of  a  taxpayer  who  uses  the  LIFO  formula  in  valuing  inventories  since 
that  formula  by  itself  grants  some  relief  against  the  effects  of  inflation. 

INVENTORY  ADJUSTMENT  IS  TAX  DEFERRAL - NOT  TAX  FORGIVENESS 

Since  the  reduction  of  the  closing  inventory  value  will  have  the 
effect  of  deferring — not  exempting — from  tax  the  amount  by  which  the 
taxable  income  is  so  reduced,  the  inventory  adjustment  is  at  the 
election  of  the  taxpayer.  If  the  taxpayer  elects  to  reduce  the  closing 
inventory  value,  the  amount  of  reduction  will  automatically  be  re¬ 
flected  in  the  opening  inventory  of  the  following  year,  and  to  continue 
the  deferral  of  tax  the  closing  inventory  of  subsequent  years  (first 
computed  as  if  the  election  had  never  been  made)  will  be  similarly 
reduced  unless  the  taxpayer  elects  to  terminate  the  election.  If  the 
taxpayer  terminates  his  election,  the  closing  inventory  for  that  year 
is  computed  as  if  the  election  had  never  been  made,  with  the  result 
that  the  amounts  previously  deferred  through  the  inventory  reductions 
are  included  in  taxable  income. 

The  provision  will  result  in  an  aggregate  revenue  loss  of  about 
$1.1  billion,  which  will  be  spread  over  three  fiscal  years  as  taxpayers 
exercise  the  option  to  take  the  deduction  in  the  first  taxable  year  that 
the  taxpayers  qualify  for  the  deduction.  Thereafter,  the  revenue  loss 
is  limited  to  the  net  increase  in  inventories.  As  inventories  fluctuate 
from  year  to  year,  there  is  no  certainty  that  there  will  be  a  continuing 
revenue  loss  from  this  provision. 

Discussion  of  Withholding  on  Interest  and  Dividends 

GENERAL 

Withholding  on  interest  and  dividends  attacks  the  foundation  on 
which  the  American  tax  system  has  produced  more  revenue  volun¬ 
tarily,  notwithstanding  excessively  high  rates,  with  greater  compliance, 
than  any  other  revenue  system  in  history.  Our  tax  system  has  de¬ 
rived  its  strength  from  the  principle  of  voluntary  self-assessment. 
The  withholding  provision  would  seek  to  destroy  this. 

Withholding  on  interest  and  dividends  is  an  administrative  mon¬ 
strosity.  Such  withholding  will  not,  and  cannot,  be  handled  in  the 
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same  manner  as  withholding  on  wages  and  salaries.  After  extensive 
hearings,  it  was  apparent  to  the  committee  that  any  procedure  for 
withholding  on  interest  and  dividends  would  result  in  either  (1)  massive 
overwithholding  due  to  the  nonrecognition  of  exemptions,  exclusions, 
and  deductions,  or  (2)  administrative  chaos  if  an  effort  were  made  to 
predicate  such  withholding  upon  the  individual’s  actual  tax  liability. 
The  plan  finally  approved  by  a  majority  of  the  committee,  at  the  “last 
minute,”  attempts  to  straddle  the  issuo.  It  will  produce  both  massive 
overwithholding  and  administrative  chaos. 

It  has  been  frequently  stated  that  “since  there  is  withholding  on 
salaries  and  wages,  there  should  also  be  withholding  on  interest  and 
dividends.”  This  is  a  specious  argument.  In  the  case  of  withholding 
on  salaries  and  wages,  there  is  only  one  employer-employee  relation¬ 
ship  at  any  one  time  during  the  taxable  year.  The  employee  is 
permitted  to  claim  any  exemptions  to  which  he  might  be  entitled. 
The  rate  of  withholding  on  tne  employee  is  supposed  to  take  into 
account  his  normal  deductions.  Every  effort  has  been  made  to  be 
certain  that  there  is  no  “overwithholding.”  Even  with  these  safe¬ 
guards,  the  Treasury  processes  more  than  40  million  refund  claims 
annually  resulting  from  “overwithholding”  on  salaries  and  wages. 

For  millions  of  small  depositors,  investors,  cooperative  patrons,  and 
the  like,  any  withholding  means  overwithholding.  In  fact,  a  with¬ 
holding  rate  of  20  percent  is  higher  than  the  average  effective  tax  rate 
for  most  recipients  of  interest  and  dividends. 

BILL  WILL  PRODUCE  MASSIVE  OVERWITHIIOLDINO 

In  a  statement  as  recent  as  January  25,  1962,  the  Commissioner  of 
Internal  Revenue  estimated  that  there  were  more  than  350  million 
interest  and  dividend  accounts  which  would  be  affected  by  withholding 
if  applied  only  to  payments  of  $10  or  more.  If  we  add  to  this  number 
all  the  other  holders  of  Federal  savings  bonds,  the  patrons  of  the 
cooperatives,  those  receiving  interest  or  dividends  from  insurance 
companies,  to  mention  only  a  few,  where  the  amount  subject  to  with¬ 
holding  would  be  less  than  $10,  the  total  number  of  accounts  becomes 
astronomical — at  the  very  least  there  will  be  500  million  accounts 
subject  to  withholding.  Exemption  certificates  must  be  filed  for  all 
ot  these  accounts — each  calendar  year  except  where  based  on  aye  (under 
18)  or  withholding  will  apply. 

The  provision  for  an  exemption  certificate  will  only  be  available  to 
a  very  small  number  of  these  individuals.  In  order  to  give  an  exemp¬ 
tion  certificate,  the  individual  must  certify  “that  he  reasonably  be¬ 
lieves  that  he  will  not  *  *  *  be  liable  for  the  payment  of  any  tax,” 
after  the  allowance  of  certain  credits.  None  of  the  individual’s  ex¬ 
emptions  or  deductions  are  taken  into  account  in  determining  how 
much  of  the  individual’s  income,  otherwise  subject  to  this  withholding, 
will  be  subject  to  any  tax.  Unless  the  individual  “ reasonably  be¬ 
lieves”  that  he  will  be  able  at  the  end  of  the  tax  year  to  file  a  return  showing 
absolutely  no  tax  liability  whatsoever,  the  individual  cannot  give  an  ex¬ 
emption  certificate.  The  possibility  that  an  individual  might  owe  $1 
in  tax  subjects  that  individual  to  withholding  at  a  rate  of  20  percent 
on  all  of  the  individual’s  income  from  interest,  dividends,  and  the  like. 

Furthermore,  while  there  are  procedures  for  quarterly  refunds,  an 
individual  cannot  file  such  a  claim  if  his  gross  income  for  the  taxable 
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year  will  exceed  $5,000,  if  single,  or  will  exceed  $10,000,  if  married 
or  the  head  of  household.  Thus,  it  would  he  a  cruel  deception  to 
assure  any  of  these  many  millions  of  individuals  that  the  withholding 
contemplated  by  this  bill  contains  any  exemption,  or  refund  procedure, 
which  would  assure  them  of  not  being  deprived  of  20  percent  of  their 
interest  and  dividend  income  even  though  no  tax  might  be  due  on 
such  income. 

If  withholding  on  salaries  and  wages  where  the  taxpayer  is  given  the 
benefit  of  all  of  his  exemptions,  together  with  an  effective  rate  which 
reflects  the  standard  deduction,  produced  more  than  40  million  cases 
of  overwithholding,  the  number  of  cases  which  will  be,  produced  by 
this  bill  defies  imagination.  The  Treasury  would  be  inundated  by 
claims  for  refund,  if  all  of  these  individuals  were  permitted  to  file  a 
claim  whenever  an  amount  had  been  withheld  which  was  not  due. 
Obviously,  the  Treasury  recognizes  that  many  of  these  individuals 
will  forget  or  not  go  to  the  trouble  and  expense  of  filing  a  claim  for 
a  nominal  amount.  Since  no  record  will  la;  kept  by  anyone  else,  the 
majority  is  placing  this  burden  on  the  individual  with  the  expectation 
and  hope  on  the  part  of  the  Treasury  that  the  individual  will  he 
practical  and  not  bother  with  nominal  amounts. 

PROPER  WITHHOLDING  PROCEDURES  ARE  NOT  CONTEMPLATED 

The  basic  distinction  between  withholding  on  interest  and  dividends 
and  withholding  on  salaries  and  wages  was  recognized  when  the 
Kennedy  administration  first  proposed  the  former.  In  the  President’s 
recommendations  on  tax  revision,  the  following  was  proposed: 

The  proposal  provides  for  withholding  of  income  tax  on 
interest  and  dividend  payments  at  source.  It  is  a  simple 
and  fair  system.  Jt  would  minimize  the  additional  work  of 
interest  and  dividend  payers.  No  withholding  receipts  for 
payees  would  be  required.  No  payer  records  of  withheld 
tax  by  individual  payee  would  be  required.  There  would  be 
no  exemption  of  payees  from  withholding.  Ah  a  contte- 
(juence,  acroHH-ihe-board  vritkfujlding  would  necessarily  involve 
overwithholding  on  payments  made  to  tax-exempt  organizations 
and  to  certain  individuals.  The  proposal,  however,  provides 
corrective  devices  to  accelerate  recovery  of  such  overwith¬ 
held  amounts  (Hearings  before  the  Committee  on  Ways  and 
Means,  87th  Cong.,  lstsess.,  on  "The  Tax  Recommendations 
of  the  President,"  Apr.  20,  1961,  vol.  1,  p.  272;.  [Italics 
supplied.] 

The  reasons  for  the  "no  exemption”  rule,  undesirable  as  it  might  be, 
was  stated  to  be  that  any  attempt  to  maintain  individual  withholding 
accounts  either  by  the  Treasury  or  by  the  payers  would  more  than 
offset  the  supposed  advantages  of  withholding.  Accordingly,  the 
statement  continues: 

Withholding  agents  would  withhold  at  20  percent  from 
all  interest  and  dividend  payments  subject  to  withholding. 

The  agent  would  not  be  required  to  keep  records  of  tax  with¬ 
held  from  each  recipient,  nor  would  the  agent  be  required  to 
provide  withholding  receipts  to  the  recipients.  The  with¬ 
holding  agent  would  merely  remit  to  the  Internal  Revenue 
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Servin'  "0  percent  of  the  total  interest  or  dividends  payable 
(ibid,,  p,  278). 

In  recognition  of  llio  massive  overwil hholding  wliieli  would  result 
from  lli in  proposal,  the  majority  of  the  committee  were  not  willing:  to 
ii pprove  n  "no  exemption1  approach  to  wit hholding  on  interest  and 
dividends  In  fact,  I  lie  ex  ol  no!  ion  provision  in  this  hill  for  individuals 
IH  yen  ii  ol  age  and  over  is  identical  in  forms  to  (lie  provision  in  the 
d irteiiMfiion  draff  of  August  1001  If  was  opposed  by  the  Treasury 
boeaiiHo  of  the  resulting  eonl’iision  which  such  a  procedure  would 
eroafe  l»’< u  flint  reason,  the  majority  lirst  proposed  to  limit  the 
exemption  eoi'lineiife  to  individuals  (Vfi  years  of  age  and  over.  If  was 
opened  up  to  all  individuals  when  if  became  obvious  that  this  would 
al  ill  leave  a  large  pump  subject  !<>  withholding  for  a  fax  which  was 
not,  in  fact,  owing  to  the  ( lovernmenf. 

Novel  fholcHS,  I  lie  hill  does  not  provide  for  withholding  on  interest 
and  dividends  analogous  to  the  existing  law  with  respect  to  salaries 
and  wages.  The  taxpayer  is  not  permitted  to  claim  any  exemptions 
m  doduefionn,  or  to  make  any  estimate  of  his  tax,  except  for  the 
"pauper'n  oath"  exemption.  There  will  be  massive  overwifhholding. 

Furthermore,  under  t  his  hill  t  he  individual  is  not  not  ified  that  any 
amount  is  wit  hhchl  from  his  interest,  and  dividends,  The  withholding 
agent  does  not  supply  the  Treasury  with  any  list,  setting  forth  the 
names  of  the  individuals  from  whom  taxes  have  been  withheld,  and 
I  he  amount  withhold  as  is  required  under  wage  and,  salary  wit  hholding. 
There  in  no  procedure  whereby  the  individual  is  advised  as  to  the  total 
amounts,  or  the  separate  amounts,  which  have  been  withhold  from 
payments  ot  herwise  due  to  him.  ( )|>viously,  t  here  will  be  a.  large  sum 
collected  by  t  he  Treasury  to  which  if  has  no  right  .  No  plan  has  been 
proposed  to  refund  this  sum  in  the  absence  of  a,  claim.  This  feature 
is  the  real  "revenue  producer"  in  the  withholding  scheme. 

I  N  IP  ill  M  AVION  ItMTUUNH  MllOtn.n  It  10  HUHHT1TUTMD  I’OK  W  ITU  HOI. DING 

The  ainomil  of  tit, mbit  income  in  the  form  of  dividends  and  interest, 
which  is  not  reported  for  fax  purposes,  has  been  greatly  overstated 
by  the  Treasury.  Withholding  will  result  in  depriving  many  people 
oi  their  money  who  will  not  owe  any  lax.  While  this  effect  is  only 
temporary  on  a  single  transaction  basis,  if  is  a  permanent  loss  on  a 
emit  inning  basis  because  notwithstanding  any  refund  procedure,  the 
Treasury  will  always  have  money  belonging  to  the  taxpayer. 

'The  administration  sought  and  ( km  gross  last  year  enacted  legisla¬ 
tion  reipiiring  the  assignment  of  taxpayer  identification  numbers. 
This  legislation  is  now  being  implemented.  In  the  meantime,  the 
Infernal  Revenue  Service  is  making  enormous  strides  in  the  direction 
of  automatic  data  processing  of  fax  returns,  'The  net  result  of  these 
two  developments  has  been  to  make  feasible  the  mechanical  matching 
of  lax  returns  with  information  returns  (Korins  1000).  All  taxpayers 
are  to  be  given  a  number,  'There  are  reporting  requirements  in  the 
law  whereby  the  companies  report  interest  and  dividends.  'The 
Treason  last  year  carried  out  a  cooperative  educational  campaign 
with  business.  'The  object  was  to  remind  interest  and  dividend 
recipients  of  their  lax  obligations  on  such  income.  'The  Kennedy 
administration  has  again  asked  business  and  the  financial  industry  to 
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conduct  a  Mirnilar  campaign  thi*  yum  This  is  n  strange  reunest, 
indeed,  if  l.lii*  nxl  in  ie  ist  i  nt, ion  if.  now  con  vim  ed  Umf.  Inul.  yea  r's  efforts 
were  not,  effect)  ve. 

In  Imlancing  the  administrative  problem*  incident  to  I, lie  one  of 
informal  ion  return*,  an  di*tifiguished  from  "aeroas  I, lie  board"  wil.li 
holding  a*  originally  propoee/f  by  I, be  Kennedy  adruiniatration,  (lie 
( ,'ominie  tinner  of  Internal  lie  venue  in  a  statement  before  the  ,%’ew 
York  Bar  Aseociat ion,  on  .January  2f/,  J{ffJ2,  estimated  I, bat  there 
would  l;e  more,  (ban  2/rO  million  information  return*  on  interest  alone 
even  if  all  payments  under  *10  oi  Iren  weic  exempted  Tlie,  I  ,’om 
missiomr  stated 

These  are  some  of  the  "paper"  consequences  of  I, be, 
information  reporting  alter  native,  to  withholding  'lln  ex, si, 
of  .imply  nroeessing  2A0  million  lOlflf's  into  oui  A  I >1'  system, 
incidentally,  woulo  come  to  $/,,/,  million  a.  yeai  And  after 
we  finished  the  processing,  the  entire  operation  woulo  have 
directly  produced  for  us  in  tax  not  one  dollar  We  could, 
however,  e/pee, t  the,  naychological  effect  of  broader  informs, 
lion  reporting  and  electronic  matching  to  bring  about  so me 
improvement  in  voluntary  rxrmpbanee 

A  match  of  the  1 000 'a  against  tax  return*  would  only 
i/lmtify  the  individual  who  apparently  hadn't  properly 
reported  all  dividend  interest  income 

It  would  only  nhwi)  u#  where,  the  potential  tax  wan  In 
formation  reporting  and  Alii'  obviously  do  not  collect  the 
tax  f'urtber  ■pOM'ilvM  action  would  be  re/p  bred  of  us 
through  correapondene/;,  office  auditors,  internal  revenue, 
agent*  and  revenue  office,  . 

Since,  the  taxpayer  is  paying  for  the  coat  of  tin  "Alfl'  system,"  //< 
fee  J  that  the  convenience  of  having  aucb  a  ayate/n  should  be  pnaacd 
on  to  the  taxpayer  Otherwise,  tfiere  //ill  be  withholding  on  the  saim 
2',0  million  interest  payment/.',  of  $10  or  more,  together  with  a  much 
greater  number  of  payment*  of  lee*  than  $10.  if  tin  individuals  rfo 
not,  or  cannot,  file  the  "pauper'*  oath"  type  of  exemption  certificate 
Furthermore,  v/ithholding  doe*  not  even  assure  that  all  tax'  //ill 
be  paid  on  in  tercet  and  dividend*  Wbih  a  withholding  tax  may  b< 
collected  from  many  million*  of  email  depositor*  having  no  tax  Ira 
bility,  there  re  nothing  inherent  iri  the  withholding  pro'xdurc  to  a  -.ore 
that  the  //;/ r eet  tax  //ill  l>e  pai/J  by  those  taxpayer--,  who  ar<  in  a.  higher 
tax  bracket  than  the  withholding  rate  of  20  pciceo*  Withholding 
merely  assur'-s  that  a  tax  of  20  perrx-nt  //ill  h<-  pai/|  or«  all  incom<  fih.nl 
in  the  form  of  internet  or  dividend*,  irresneetive  of  whet),er  tie  act  ,a) 
tax  might  be  I ee*  or  might  be  at  a  considerably  higher  rate. 

The  commereial  banks  have  a,  »//t;,,  of  $02  billion  in  depr/si ts  irr 
f,2  million  separate  account#  'I  b<  total  intcreet  paid  on  tbee< 
accounts  is  $J  8  billion  per  year  Iri  more  than  80  percent  of  the 
account  e,  ’fa-  in  ter  eet,  paid  amounted  to  he*  tear,  '.2  per  quarter 
fri  almost  tv/o  tbirde  of  the  account*,  the  in te/<  -t,  par),  amounted  t // 

l«ae  t.har,  X  !  2  per  year  'I  b»  inter  '■■■,*  pari  or.  .,  bo  o'-  .2  rr on  of  '.no*' 

account*  did  not  exceed  $02  mil. ion  in  tin  aggregate  'ft,'/'  y/iJI  thua 
he  22  million  acconMs  involving  »ne  •//,* r.r.ol'h.ng  of  .'  •*  than  40  eent* 
f  Jbviou  withholding  ie  pro;///*'/)  v/itr,  »r.'  knowledge  and  expecta¬ 

tion  that,  many  of  the  depoeitor*  ir,  tnoso  s/xX/unts  will  not  under'tCze 
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to  file  cither  an  exemption  certificate  or  a  claim  for  refund  in  order 
to  recover  a  tax  of  leas  than  40  cents.  The  cost  to  the  Government 
in  processing  a  claim  for  40  cents  would  in  itself  make  the  withholding 
impracticable.  In  effect,  this  is  nothing  more  than  a  “nuisance”  tax. 

WITHHOLDING  A  “  NUISANCE”  TAX 

The  number  of  shareowners  having  a  stake  in  American  industry 
has  more  than  doubled.  More  than  15  million  Americans  own  shares 
in  our  corporations.  More  than  3  million  of  these  are  shareholders 
with  low  incomes,  for  whom  the  limited  relief  from  double  taxation 
of  their  savings  in  American  industry  makes  their  investment  worth 
the  risk.  The  law  exempts  $50  in  dividends  from  fax.  Now  we  are 
going  to  nullify  that  exemption  by  a  withholding  tax,  where  there 
may  be  no  fax  liability.  Many  millions  of  shareholders  will  find  the 
filing  of  claims  too  onerous  or  will  overlook  filing  claims  for  the  refund 
of  nominal  amounts. 

The  savings  and  loan  associations  have  a  total  of  $(58  billion  in 
deposits,  in  20  million  accounts.  Mori'  than  7  million  depositors 
receive  “interest”  (dividends)  of  less  than  $10.  The  Government 
will  unjustly  enrich  itself,  at  the  expense  of  the  small  depositors,  for 
a  fax  which  is  not  due. 

WITHHOLDING  IS  A  TAX  ON  ClIUKCHHS,  CHARITABLE  ORGANIZATIONS, 

AND  PENSION  FUNDS 

According  to  the  report  of  the  Securities  and  Exchange  Commission, 
there  were  approximately  $30  billion  assets  held  in  pension  funds 
which  would  la'  subject  to  withholding.  The  average  return  made 
on  such  funds  amounted  to  3.(54  percent,  resulting  in  more  than  $1 
billion  available  for  immediate  reinvestment.  Even  assuming  prompt 
quarterly  refunds,  under  this  bill  approximately  $54  million  of  the 
income  from  pension  funds  would  he  continually  sterilized.  There 
would  be  a  permanent  loss  to  the  pension  fund  of  this  sum  because  of 
the  overlapping  between  the  time  of  withholding  and  the  quarterly 
refund  of  amounts  previously  withheld. 

In  addition  to  pension  funds,  for  which  accurate  statistics  are 
available,  there  are  oven  greater  amounts  invested  by  churches, 
charitable  organizations,  our  universities,  schools,  and  the  various 
charitable  foundations.  The  income  from  these  investments,  except 
for  minor  exemptions,  will  be  subject,  to  withholding.  Through  un¬ 
necessary  withholding,  these  organizations  will  at  all  tunes  be  deprived 
of  a.  part  of  their  income.  They  are  not  subject  to  any  tax  liability 
either  for  withholding  on  salaries  and  wages,  or  otherwise,  against 
which  they  might  onset  the  relatively  larger  amount  which  will  be 
withheld  from  them.  If  is  dilhculf  to  understand  why,  if  exemptions 
are  to  be  granted  to  individuals  who  might  have  no  fax  liability,  the 
same  privilege  should  not  have  been  extended  to  organizations  which 
by  law  are  exempt,  from  fax.  No  justification  for  this  discriminatory 
treatment  of  tax-exempt  organizations  was  advanced  by  the  majority 
during  the  course  of  the  committee’s  consideration  of  flic  bill. 
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Taxation  ok  Shareholders  ok  “Controlled  Foreign 

CORPORATION*’ 

GENERAL 

The  undersigned  members  of  the  committee  are,  unanimously 
opposed  to  the  “blunderbuss"  approach  in  the  bill  with  respect  to 
taxation  to  the  shareholders  of  the  undistributed  income,  of  a  “con¬ 
trolled  foreign  corporation”  (sec,  13).  The,  allocation  formula  under 
section  482  (sec,  0  of  the  lull)  will  prevent  the  avoidance  of  U.S.  taxes 
on  income  shifted  to  the  so-called  “tax  haven”  company.  In  going 
beyond  that  point,  the  bill  is  designed  to  penalize.  American  business 
on  legitimate  foreign  operations. 

A  “controlled  foreign  corporation”  is  defined  in  the  bill  as  any 
corporation  of  which  more  than  .00  percent  of  the  voting  stock  is  owned 
directly  or  indirectly  by  American  taxpayers.  It  need  not  be  affiliated 
with  or  a  subsidiary  of  another  American  corporation.  With  minor 
exceptions,  section  18  of  the  bill  would  tax  to  such  American  share¬ 
holders,  whether  corporate  or  otherwise,  the  earnings  of  the  foreign 
corporation  doing  business  abroad,  irrespective  of  whether  the,  foreign 
corporation  distributes  such  income  to,  or  has  any  transactions  with, 
or  ships  any  products  to  the  United  States.  In  this  provision  by  one- 
stroke,  the  “new  frontier"  has  set  out  to  orbit  the  globe  with  our  tax 
laws.  Our  revenue  agents  will  bo  the  “astronauts”  of  the  future. 

This  unwarranted  extension  of  our  fax  laws  beyond  our  shores 
would  be  a  blunder  in  our  foreign  relations  fur  overshadowing  the  ill- 
fated  Cuban  invasion,  ft  would  destroy  more  than  15  years  of  effort 
on  the  part  of  prior  administrations,  both  Democrat  and  Republican, 
to  promote,  and  expand  the,  opportunity  for  American  business  in  the, 
world  market  as  an  integral  part  of  the  IJ.S.  foreign  policy.  In  seek¬ 
ing  thus  to  stem  the  deficit  in  the  balance  of  payments  if  will  have 
the  opposite  effect. 

TAX  ON  CONTROLLED  FOREIGN  CORPORATION  UNCONSTITUTIONAL 

Section  13  of  the,  bill  has  little  relation  to  possible,  evasion  or 
avoidance  of  U.S.  tax,  but  is  admittedly  designed  to  reduce  foreign 
investment.  The  constitutionality  of  this  taxation  of  American 
shareholders  is  open  to  serious  question.  In  fact,  counsel  for  the 
Joint  Committee  on  Internal  Revenue  Taxation  has  advised  the, 
committee  that  Congress  cannot,  constitutionally  tax  shareholders  on 
the  undistributed  income  of  foreign  corporations,  except  in  cases 
where  such  taxation  is  reasonably  necessary  to  prevent  evasion  or 
avoidance  of  tax  (’ll carings  before  the  Committee  on  Ways  and  Means, 
87t,h  Cong.,  1st  sess.,  on  “The  Tux  Recommendations  of  the  President,” 
Apr.  20,  1001  vol,  1,  op.  311  318).  The  getth  •.men),  of  this  question 
will  produce  long  and  costly  litigation.  Neither  taxpayers  nor  the 
Government  will  know  for  years  whether  this  unprecedented  experi¬ 
ment  in  tax  jurisdiction  will  be  sustained  by  the  courts. 

REVERSAL  OK  t/.H.  FOREIGN  POLICY 

For  more  than  15  years,  we  follower)  the  premise  that  greater  par¬ 
ticipation  hy  American  business  in  the  Furopean  economy  was  a  major 
objective,  of  the  U.S,  foreign  policy.  The  expansion  of  American  busi¬ 
ness  into  the  world  markets  was  universally  accepted  as  essential  to 
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the  security  and  survival  of  the  free  world.  This  policy  was  actively 
pursued  by  Democrat  and  Republican  administrations  alike.  “Trade 
not  Aid”  was  the  popular  slogan  of  the  day.  As  a  corollary  to  this 
policy,  it  was  also  recognized  that  the  American  businessman  abroad 
must  be  permitted  to  avail  himself  of  the  same  laws  and  customs  that 
were  available  to  the  nationals  of  the  other  industrial  nations — for  it 
was  with  these  other  nationals  that  the  American  businessman  must 
compete. 

As  recently  as  February  9,  1900,  this  committee  reported  out  a  bill 
entitled  “Foreign  Investment  Incentive  Act  of  1900”  designed  to  aid 
American  business  competing  abroad  (80th  Cong.,  2d  sess.,  H.R.  5, 
H.  Rept.  1282).  The  majority  report  contains  the  following  state¬ 
ment: 

The  postponement  of  American  tax  as  long  as  the  funds  are 
used  in  foreign  operations  is  necessary  to  place  the  U.S.  cor¬ 
porations  operating  abroad  on  a  competitive  basis  with 
other  corporations  (either  U.S.  or  foreign  owned)  which  op¬ 
erate  in  the  same  foreign  countries  and  pay  only  the  taxes  of 
the  foreign  countries.  However,  by  ending  the  deferral  of 
U.S.  tax  at  the  time  the  funds  are  brought  back  for  use  in  the 
domestic  market  or  for  distribution  to  stockholders,  your 
committee’s  bill  provides  assurance  that  a  tax  at  least  equal 
to  the  full  U.S.  tax  will  be  paid  before  the  funds  enter  the 
domestic  market  (ibid.,  pp.  1-2). 

As  the  committee  pointed  out  in  that  report,  the  policy  of  not  at¬ 
tempting  to  tax  earnings  of  a  foreign  corporation  before  repatriation 
had  long  been  recognized  as  essential  to  supplement  the  U.S.  foreign 
policy  as  well  as  to  enable  American-owned  corporations  to  meet 
their  foreign  competitors  on  an  equal  basis.  The  majority  report 
further  stated: 

The  need  for  deferring  the  imposition  of  U.S.  tax  in  the 
case  of  domestic  corporations  has  long  been  recognized.  It 
was  advocated  by  the  State  Department  as  a  part  of  the 
point  4  program  in  a  publication  issued  in  1949.  It  also  was 
advocated  by  the  President  in  his  budget  message  in  1954. 

At  that  time  tax  deferral  was  provided  for  in  legislation 
passed  by  the  House  but  was  not  finally  enacted.  More  re¬ 
cently  tax  deferral  for  foreign  income  has  been  advocated 
in  two  reports  published  in  1959  under  the  auspices  of  the 
administration.  It  has  also  been  advocated  in  testimony 
before  your  committee  by  representatives  of  the  Treasury 
Department  for  use  in  the  less  developed  countries — the 
countries  where,  because  their  tax  rates  generally  are  lower, 
deferral  of  U.S.  tax  has  its  greatest  impact  (ibid.,  p.  2). 

Section  13  of  the  bill  is  a  complete  reversal  of  the  policy  recognized 
and  approved  by  this  committee  in  that  report  not  because  the 
policy  was  not  effective— on  the  contrary,  it  can  be  said  that  the 
concern  of  the  Treasury  stems  from  the  fact  that  the  policy  succeeded. 
Western  Europe  was  transformed  from  a  debtor  to  a  creditor  of  the 
United  States.  The  policy  was,  and  still  is,  sound.  Section  13  of  the 
bill  contradicts  that  policy.  It  is  advanced  by  the  majority,  in  part 
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at  least,  hh  a  means  of  improving  our  balance  of  payments.  It  will 
have  the  opposite  effect. 

In  the  long  run,  foreign  investment  is  helpful  to  the  balance  of 
payments,  because  a  dollar  invested  abroad  increases  exports  from 
tin;  United  States  and  produces  dividends  to  the  American  investor 
which  ultimately  exceed  the  dollar  invested.  Thin  fact  is  not  disputed. 

fJON'l  KOM.KlJ  KOHEION  CORPORATION  TAX  IH  "ISOLAT  IONISM’’  AT’  ITS 

WORST 

The  argument  was  made  that  existing  laws  with  respect  to  taxing 
of  foreign  income  encouraged  the  "exportation  of  jobs.”  Therefore, 
the  bill  proposes  to  penalize  American  business  operating  in  the  more 
developed  countries.  This  argument  is  premised  upon  the  fallacious 
assumption  that  American  business  goes  abroad  to  avoid  U.S.  taxes. 

In  the,  past  decade  there  has  been  a  considerable  movement  of  busi¬ 
ness  from  the  heavily  industrialized  States  such  as  the  New  England 
States,  Michigan,  Pennsylvania.  Ohio,  and  New  York,  to  the  less  in¬ 
dustrialized  Southern  States  such  as  Arkansas,  the  Carolines,  Virginia, 
Alabama,  Georgia,  and  Mississippi.  Members  of  the  Congress  from 
the  States  gaining  new  industries  as  well  as  the  States  losing  old  in¬ 
dustries,  well  know  that  Federal  taxes  obviously  had  no  part  in 
bringing  about  this  movement. 

Any  attempt  to  keep  American  business  at  home  through  the  tax 
laws  Is  "isolationism"  at  its  worst.  The  tax  laws  would  then  become 
the  equivalent  of  a  discriminatory  tariff  or  duty,  applicable  only  to 
the  American-owned  business  operating  overseas  but  not  to  its  foreign- 
owned  competitor.  There  is  no  evidence  that  industries  have  "ex¬ 
ported  jobs"  to  the  more  developed  countries.  In  a  few  instances, 
perhaps,  American-based  companies  established  foreign  plants  to  pro¬ 
duce  goods  for  the  American  market  when  they  could  no  longer  com¬ 
pete  with  foreign  imports.  However,  this  is  the  exception.  Until 
such  time  as  the  Congress  can  be  assured  that  American-made  prod¬ 
ucts  can  be  freely  traded  in  the  European  market,  it  would  be  a  great 
mistake  to  penalize  the  American  businessman  for  going  abroad  in 
order  to  make  his  place  in  that  market. 

The  administration  purports  to  seek  "equity"  between  U.S.  firms 
operating  abroad  and  competing  firms  located  in  the  United  Slates. 
This  fallacious  reasoning  completely  ignores  the  fact  that  American- 
owned  foreign  corporations  must  compete  in  a  foreign  country  with 
foreign  corporations  which  are  foreign  owned.  'I  he  American -owned 
foreign  corporation  can  successfully  meet  this  compel il ion  only  so 
long  as  it  is  able  to  operate  under  the  same  rules  as  ils  foreign  com¬ 
petitor.  If  t lie  American  firm  cannot  invest  abroad,  foreign  capital 
will  take  its  place.  The  income  flowing  back  lo  the  American  in¬ 
vestor  will  be  less  and  our  balance  of  payments  will  be  adversely 
affected. 

Of  the  14  major  industrial  nations,  there  is  not  one  wliieb  taxes 
undistributed  earnings  of  nonresident  foreign  subsidiaries.  Seven  of 
our  major  competitors  (Australia,  Belgium,  Canaria,  Denmark, 
France,  Norway,  Switzerland)  have  adopted  tax  incentives  to  bdost 
foreign  investment  by  eliminating  or  mincing  taxes  on  dividends 
from  foreign  subsidiaries.  Most  Latin  countries  have  eliminated 
taxes  on  dividends  from  foreign  subsidiaries.  Jn  the  United  Kingdom, 
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an  overseas  trading  corporation  even  though  organized  and  managed 
locally,  can  do  business  abroad  and  pay  no  United  Kingdom  tax  until 
a  dividend  is  paid.  It  is  the  companies  of  these  countries  which  form 
the  competition.  They  include  such  names  as  Mitsui,  Mitsubishai, 
Krupp,  Bayer,  Hoechst,  Unilever,  Shell,  SKF,  Imperial  Chemicals 
Industries,  Montecatini,  Pirelli,  Michelin,  British  Motor  Corp., 
Renault,  Societe  Generalc,  and  a  host  of  others.  Thev  are  aggressive, 
skillful,  progressive,  and  well  financed.  The  bill  will  put  an  almost 
unbearable  strain  on  the  ability  of  American-owned  foreign  sub¬ 
sidiaries  to  compete  with  those  foreign  companies. 

The  real  purpose  of  this  part  of  the  bill  is  to  prevent  American 
business  from  operating  in  the  world  market — an  astounding  proposi¬ 
tion  in  view  of  the  Kennedy  administration’s  trade  program.  When 
taken  together,  the  administration  would  invite  the  loreign-owned 
producer  to  come  in  duty  free,  while  locking  his  American-owned 
competitor  in  the  closet. 

THE  AVOIDANCE  OF  FOREIGN  TAXES  IS  NOT  A  “LOOPHOLE” 

The  earnings  of  foreign  corporations  operating  abroad  are  subjected 
to  U.S.  income  tax  when  distributed  to  U.S.  shareholders.  That  is 
the  generally  accepted  rule  with  respect  to  all  corporations,  both 
foreign  and  domestic.  Neither  the  United  States  nor  any  other  major 
country  has  attempted  to  tax  the  earnings  of  a  foreign  corporation 
not  doing  business  within  its  jurisdiction  unless  and  until  those  earn¬ 
ings  become  available  to  the  shareholders  over  whom  the  taxing 
authority  has  jurisdiction.  Our  many  tax  treaties  are  based  upon 
this  principle  of  law. 

The  use  of  a  so-called  “tax  haven”  company  to  minimize  taxes  in 
foreign  countries  on  transactions  emanating  from  those  countries  is  a 
practice  common  to  foreign-owned  corporations  as  well  as  American- 
owned  corporations.  If  West  Germany,  for  example,  is  willing  to 
permit  such  a  practice  on  the  part  of  German  corporations,  there  is  no 
reason  why  the  United  States  should  place  its  nationals  at  a  disadvan¬ 
tage  in  competing  in  the  world  market  with  products  manufactured 
by  German-owned  German  corporations. 

The  use  of  a  so-called  tax  haven  to  insulate  profits  for  operations 
which  take  place  wholly  outside  of  the  United  States  is  not  a  “loop¬ 
hole”  in  the  U.S.  tax  laws.  There  is  no  justification  for  taxing  income 
earned  by  a  foreign  corporation  on  transactions  occurring  outside  of 
the  United  States  merely  because  of  American  shareholders.  Until 
the  foreign  corporation  distributes  that  income,  the  American  share¬ 
holders  have  not  realized  any  income  on  which  a  tax  can  be  levied. 

Any  effort  to  avoid  U.S.  taxes  by  means  of  fictitious  exchange  prices 
can  be  covered  under  section  482.  More  frequently,  the  intermediate 
corporation  is  used  to  avoid  foreign  income  taxes  in  the  country  of 
ultimate  destination.  This  should  not  bo  of  concern  to  the  United 
States. 

TAXATION  OF  FOREIGN  INCOME  SELF-DEFEATING 

The  use  of  a  so-called  “tax  haven”  by  an  American-owned  foreign 
company  to  minimize  the  impact  of  foreign  taxes  produces  more  tax 
revenue  for  the  United  States.  The  corporate  tax  rates  in  the  major 
European  countries  are  about  the  same  as  the  U.S.  rate.  When 
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fun  do  are  repatriated  directly  from  those  countries,  there  is  no  U.S. 
tax  because  of  the  effect  of  the  foreign  tax  credit.  However,  if  the 
American-owned  foreign  company  can  minimize  the  impact  of  those 
foreign  tax**,  the  available  foreign  tax  credit  will  be  reduced,  and 
the  ultimate  Lax  paid  to  the  l Tnilod  States  will  be  increased.  The 
U.S,  lax  will  yield  more,  nol  less,  revenue  because  of  the  use  of  a 
so-called  “tax  haven’’  company. 

Other  foreign  countries  may  increase  their  tax  on  the  export  com¬ 
panies  in  order  to  soak  up  the  differential  in  tax  which  would  otherwise 
go  to  the  United  States.  In  that  event,  the  sole  result  of  the  provision 
will  bo  to  handicap  American  business,  with  no  additional  tax  revenue 
to  the  United  States.  From  any  aspect,  the  provision  is  self-defeating. 

The  bill  is  thus  more  likely  to  increase  the  tax  revenue  of  foreign 
countries  than  to  bring  in  additional  U.S.  tax.  The  provision  at- 
tacking  “export  ale-/'  from  one  foreign  country  to  another  are  aimed 
at  situations  where  the  only  tax  which  can  be  considered  to  be 
avoided  is  that  of  a  foreign  country.  The  provision  seems  to  be  de¬ 
signed  to  force  incorporal  ion  in  the  count  ry  of  desl  ination  of  I  he  goods, 
rather  than  to  produce  any  actual  revenue.  This  provision  even 
handicaps  exports  from  the  United  States  by  foreign  subsidiaries 
buying  at  legitimate  prices  from  their  domestic  affiliates.  Some  of 
the  underdeveloped  consuming  countries  do  not  have  laws  under 
which  local  incorp  nation  can  satisfactorily  be  accomplished. 

The,  “export  safes"  concept  appears  to  be  primarily  directed  at  the 
so-called  lax  haven  marketing  companies  incorporated  in  Switzer¬ 
land  and  other  “low-tax"  countries.  U.S.  taxation  of  the  income  of 
American-controlled  Swiss  marketing  companies  will  only  drive 
American  business  out  of  the  European  market.  The  network  of  tax 
treaties  between  European  countries  and  the  favorable  treatment 
which  some  of  them,  regardless  of  treaties,  afford  to  dividends  from 
foreign  subsidiaries  fe.g.,  Belgium,  the  Netherlands,  Norway,  aid 
France,  as  well  as  Canada  and  Australia)  fosters  the  use  of  Swiss 
marketing  subsidiaries  by  the  principal  competitors  of  American 
business,  and  gives  them  lax  advantages  over  American  business 
even  under  the  present  U.S.  tax  law,  without  the  added  burden  of 
this  bill. 

PKOVI8ION  CKKATKH  CONFUSION  AND  DISCO  HD 

Section  13  of  the  bill  will  create  staggering  administrative  diffi¬ 
culties  for  the  Treasury  and  place  great  accounting  burdens  on  tax¬ 
payers.  Accounting  methods  in  foreign  countries,  both  for  tax  and 
corporate  purposes,  differ  from  U.S.  tax  accounting,  which  must  be 
applied  under  the  bill.  Is  the  Treasury  prepared  to  accept  returns 
without  examination  of  these  problems,  or  does  it  plan  to  send  swarms 
of  agents  all  over  the  world?  If  the  latter,  will  the  effect  of  their  ex¬ 
penses  abroad  on  the  balance  of  payments  be  less  than  whatever 
additional  inward  remittances  may  actually  be  produced  by  the  bill? 
The  amendment  to  section  482  contained  in  the  bill  will  defeat  the 
only  type  of  real  U.S.  tax  avoidance  which  could  be  charged  against 
the  use  of  foreign  corporations.  The  Treasury  advocated  this  as  a 
solution  of  administrative  burdens  with  which  its  present  staff  could 
not  cope.  Relief  from  that  problem  will  certainly  not  free  enough 
Treasury  employees  to  handle  the  Pandora’s  box  of  problems  which 


b26 


REVENUE  ACT  OF  1962 


will  be  opened  by  this  attempt  to  give  worldwide  application  to  the 
U.S.  law. 

Where,  as  is  becoming  more  and  more  the  case,  a  substantial  stock 
interest  in  a  “controlled  foreign  corporation”  is  held  by  foreign 
nationals,  conflicts  will  arise  as  to  operating  and  dividend  policies 
between  them  and  the  U.S.  shareholders.  The  foreign  shareholders 
will  not  be  interested  in  reorganizing  corporate  structures  or  in 
changing  methods  of  operations  to  comply  with  the  patterns  which 
the  bill  seeks  to  dictate.  They  will  not  see  why  reinvestments  should 
be  confined  to  the  American  Government’s  ideas  of  what  is  to  be 
permitted.  Finally,  if  the  American  shareholders  are  to  be  taxed, 
they  will  want  dividends  of  at  least  enough  to  pay  the  tax,  and  such 
distributions  may  conflict  with  the  plans  and  interests  of  the  foreign 
shareholders. 

The  policy  of  the  bill  may  conflict  with  foreign  legal  requirements 
as  to  the  establishment  of  reserves  or  with  other  limitations  on  dis¬ 
tribution  of  earnings.  Foreign  governments  will  resent  and  resist 
intervention  by  U.S.  law  into  the  internal  affairs  of  corporations  exist¬ 
ing  under  their  laws,  especially  when  partly  owned  by  their  nationals. 

The  bill  leaves  the  designation  of  so-called  “less  developed”  coun¬ 
tries  to  the  discretion  of  the  President,  uncontrolled  except  for  a  list 
of  20  countries  which  cannot  be  designated.  Mere  failure  to  issue  the 
required  Executive  order  will  prevent  the  most  primitive  areas  in 
the  world  from  being  recognized.  American  businessmen  will  not 
know  from  year  to  year  what  areas  will  qualify.  They  will  be  at  the 
mercy  of  changing  Executive  opinions  as  to  the  areas  of  the  world 
which  should  be  relieved  from  the  handicaps  on  reinvestment  pro¬ 
vided  by  the  bill.  Legitimate  plans  for  the  operation  and  expansion 
of  a  business  in  such  a  country,  made  when  a  favorable  Executive 
order  was  in  effect,  can  be  upset  by  its  later  revocation. 

CONTROLLED  FOREIGN  CORPORATION  TAX  VIOLATES  TAX  TREATIES 

As  recently  as  March  8,  1961,  the.  Committee  on  Foreign  Relations 
of  the  Senate  reported  for  ratification  the  Convention  of  the  Organ¬ 
ization  for  Economic  Cooperation  and  Development,  together  with 
two  protocols  relating  thereto  signed  in  Paris  December  14,  1960 
(87th  Cong.,  1st  sess.,  Senate  Executive  Report  1).  The  Organization 
of  Economic  Cooperation  and  Development  (OECD)  superseded  the 
Organization  for  European  Economic  Cooperation.  A  fiscal  committee 
composed  of  representatives  of  the  18  member  states,  including  rep¬ 
resentatives  of  the  U.S.  Treasury,  prepared  articles  to  be  included  in 
a  draft  convention  for  the  avoidance  of  double  taxation  with  respect 
to  tax  on  income  and  capital.  The  Council  of  the  OECD  recommended 
that  the  member  states  adopt  those  articles  in  existing  conventions 
and  in  negotiating  future  conventions.  These  recommendations  be¬ 
came  binding  upon  the  United  States  as  a  member  of  the  OECD. 

The  United  States  has  income  tax  conventions  with  14  of  the  19 
present  members  of  the  OECD,  i.e.,  Sweden,  the.  United  Kingdom, 
Germany,  France,  Netherlands,  Denmark,  Norway,  Switzerland, 
Austria,  Italy,  Belgium,  Greece,  Ireland,  and  Canada.  All  of  these 
conventions  are  predicated  upon  respect  by  the  United  States  for  the 
existence  of  a  corporation  of  the  other  contracting  states  as  a  legal 
entity  with  a  jurisdictional  personality  distinct  from  its  American  and 
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other  shareholders.  Consequently,  the  American  shareholder  as  well 
as  other  shareholders  are  taxable  only  on  those  profits  which  are  dis¬ 
tributed  by  the  company.  This  is  clear  in  paragraph  5  of  article  XX 
of  the  convention  concerning  the  taxation  of  dividends.  Paragraph 
5  reads  as  follows : 

Where  a  company  which  is  a  resident  of  a  contracting 
state  receives  profits  or  income  from  the  other  contracting 
state,  such  other  state  may  not  levy  any  tax  on  the  dividends 
paid  by  the  company  to  persons  who  are  not  residents  of 
that  other  state,  or  subject  the  company's  undistributed  profits 
to  a  tax  on  undistributed  profits,  even  if  the  dividends  paid  or 
the  undistributed  profits  consist  wholly  or  partly  of  profits 
or  income  arising  in  such  other  state.  [Italic  supplied.] 

In  explanation,  the  commentary  on  article  XX  states: 

Paragraph  5  adopts  a  provision  already  contained  in  a 
number  of  conventions.  It  rules  out  extraterritorial  taxa¬ 
tion  of  dividends  and  further  provides  that  nonresident  com¬ 
panies  are  not  to  be  subjected  to  special  taxes  on  undistrib¬ 
uted  profits. 

By  becoming  a  member  of  the  OECD,  the  United  States  agreed 
that  this  recommendation,  in  the  preparation  of  which  the  U.S. 
Treasuiy  participated,  would  apply.  Thus  a  special  tax  levied  on 
the  undistributed  profits  of  companies  in  other  OECD  countries 
would  obviously  be  in  contravention  to  the  spirit  of  paragraph  5  even 
if  the  tax  is  collected  solely  from  American  shareholders. 

The  same  is  true  under  the  U.S.  tax  conventions  which  are  in  force 
with  Finland,  Australia,  New  Zealand,  Union  of  South  Africa,  Japan, 
Pakistan,  and  Honduras.  The  same  principles  are  inherent  in  those 
which  have  been  signed  by  Egypt,  India,  and  Israel  and  are  awaiting 
ratification. 

These  principles  are  also  in  the  laws  of  all  the  countries  of  the  free 
world  with  which  the  United  States  has  diplomatic  relations  and  is 
bound  by  international  comity. 

Conclusion 

The  Republican  members  of  the  committee  favor  sound  tax  reform. 
In  fact,  the  only  major  revision  of  our  tax  laws  in  the  last  30  years  was 
undertaken  in  the  Eisenhower  administration,  over  the  vehement 
objection  of  many  Democratic  members  of  the  committee.  Our 
objective  in  tax  legislation  should  be  to  simplify,  not  to  compound  tax 
problems;  to  remove,  not  to  add  complexities  to  the  law;  and,  as  a  bare 
minimum,  to  avoid  creating  any  new  “loopholes”.  This  bill  is  a 
patchwork  of  “tax  juggling”  which  moves  in  the  opposite  direction. 

In  the  investment  credit,  the  bill  provides  a  new  “loophole”,  which 
dwarfs  all  others  by  comparison.  In  the  controlled  foreign  corpora¬ 
tion  tax,  it  provides  the  framework  of  a  whole  new  set  of  tax  laws 
which  will  become  more  complex  than  all  existing  laws  dealing  with  the 
taxation  of  American  companies.  The  withholding  provision  assures 
administrative  chaos,  attempting  to  reach  separately  more  than  500 
million  transactions  which  under  existing  law  are  consolidated  in  the 
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returns  of  individual  taxpayers.  For  the  reasons  stated  in  this  report, 
we  are  opposed  to  the  bill. 

Noah  M.  Mason. 

John  W.  Byrnes. 

Howard  H.  Baker. 

Thomas  B.  Curtis. 

Victor  A.  Knox. 

James  B.  Utt. 

Jackson  E.  Betts. 

Bruce  Alger. 

Steven  B.  Derounian. 
Herman  T.  Schneebeli. 


FURTHER  VIEWS  OF  HON.  THOMAS  B.  CURTIS 


I  have  joined  with  my  Republican  committee  colleagues  in  signing 
minority  views  which  appear  elsewhere  in  this  report.  I  am  opposed 
to  the  enactment  of  H.R.  10650  for  the  reasons  expressed  therein,  and 
because,  in  my  judgment,  this  legislative  embodiment  of  the  Treasury 
Department’s  virulent  assault  on  American  free  enterprise  constitutes 
a  muddled  hodgepodge  of  dangerously  bad  tax  policy.  The  bill 
would  make  inevitable  an  American  economic  retreat  at  home  and 
abroad  and  would  increase  the  control  of  private  enterprise  by  the 
heavy  hand  of  Government  bureau. 

My  purpose  in  filing  these  further  views  is  to  emphasize  opposition 
to  the  provisions  of  H.R.  10650,  which  would  impair  the  ability  of 
American  enterprise  to  compete  in  international  commerce.  These 
further  comments  will  be  limited  to  those  provisions  directly  affecting 
the  taxation  of  income  from  foreign  sources. 

I  write  in  alarm  over  tax  changes  originally  urged  by  the  U.S. 
Treasury  Department  which  in  my  considered  judgment  would 
subserve  the  aims  of  our  enemies  and  would  subvert  the  vitality  of 
our  economic  endeavors  both  at  home  and  abroad. 

The  changes  included  in  the  bill  which  threaten  to  be  particularly 
hurtful  to  the  American  interest  are : 

(1)  The  gross-up  proposal  (sec.  11) :  This  change  would  require 
a  U.S.  corporate  shareholder  to  include  in  its  income  subject  to 
the  U.S.  tax  the  amount  of  foreign  tax  paid  by  a  foreign  subsidiary 
to  a  foreign  country  even  though  such  amount  of  taxpayment 
has  not  been  and  can  never  be  received  as  a  dividend  by  the  U.S. 
shareholder.  And 

(2)  The  controlled  foreign  corporation  tax  (sec.  13):  This 
change  would  provide  that  a  U.S.  shareholder  owning  as  little  as 
10  percent  of  a  so-called  controlled  foreign  corporation  (at  least 
50  percent  American  owned)  would  be  currently  taxed  under 
U.S.  tax  laws  on  foreign  earnings  of  the  foreign  corporation  even 
though  such  U.S.  shareholder  has  not  received  and  may  never 
receive  these  earnings  as  a  dividend  from  the  foreign  corporation. 

In  the  ensuing  paragraphs  I  will  comment  on  these  two  proposed 
changes  by  referring,  first,  to  general  criticisms  that  are  mutually 
applicable  to  both  of  the  changes  and,  secondly,  to  those  criticisms 
that  are  peculiar  to  one  or  the  other  of  the  enumerated  changes. 

GENERAL  CRITICISMS 

These  Treasury-espoused  tax  changes  affecting  foreign  income 
threaten  the  ability  of  American  private  enterprise  to  compete  and 
share  in  world  trade.  These  changes  would  tax  American  industry 
and  commerce  on  veritably  phantom  income — income  that  has  never 
been  received — under  arbitrary  and  unprecedented  tax  concepts  forc¬ 
ing  a  retrenchment  in  the  role  of  American  business  in  domestic  and 
foreign  trade.  The  resulting  impairment  of  our  contribution  to  free- 
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world  strength  and  progress  would  be  a  major  benefit  to  (lie  Com¬ 
munist  bloc.  To  (lie  extent  that  there  is  a  tax-induced  decrease  in 
the  role  of  the  private  sector  of  our  Nation’s  economy  in  (he  develop¬ 
ment  of  the  emerging  countries,  there  will  be  increased  dependence  on 
loss  effective  govornmont-to-governmout  aid  at  a  vastly  greater  cost 
to  the  U.S.  taxpayers. 

In  specific  reference  to  the  impact  of  (hose  unwise  (ax  changes  on 
the  ability  of  American  enterprise  to  compete  in  world  markets,  it 
should  be  realized  (hat  (lie  proposals  would  seriously  aggravate  the 
tax  disadvantages  which  are  imposed  even  under  existing  U.S.  tax  law 
on  American-owned  foreign  enterprises. 

The  following  are  offered  as  examples  of  more  favorable  tax  treat¬ 
ment  accorded  by  Common  Market  countries  to  their  nationals  en¬ 
gaged  in  world  commerce.  The  Netherlands  and  Italv  exempt  all 
foreign  income  from  home  taxes,  Belgium  applies  a  von  low  rate,  and 
France  applies  either  a  low  rate  or  complete  exemption.  It  should 
also  be  noted  that  European  countries  largely  avoid  (he  double  taxa¬ 
tion  of  corporate  profits  such  as  occurs  under  our  tax  system.  Thus, 
it  is  clear  that  the  Treasury  recommendations  would  make  the  tax 
burden  disparity  against  U.S.  enterprise  even  more  onerous  in  the 
world  competitive  markets. 

Treasury  Secretary  Dillon,  in  insisting  on  the  destructive  foreign 
business  tax  rules  contained  in  this  bill,  supported  his  position  by 
stating  before  the  Committee  on  Ways  and  Means  that  the  finance 
ministers  of  the  six  European  Common  Market  (EEC)  countries 

*  *  *  informed  us  of  their  unanimous  belief  that  the  United 
States  would  be  just  ified  in  discont  inuing  the  fiscal  incent  ives 
which  encouraged  the  nonremittance  of  profits  made  in 
Europe. 

Presumably  the  Treasury  Secretary  is  more  responsive  to  the 
“unanimous  belief”  of  the  Common  Market  finance  ministers  than 
lie  is  to  the  overwhelming  and  substantially  uncontradicted  testi¬ 
mony  in  the  hearings  before  the  House  Committee  on  Ways  and 
Means  to  the  effect,  that  these  proposals  would  be  destructive  of  a 
major  portion  of  American  overseas  operations. 

These  finance  ministers  urged  the  present  administ  ration  to  enact 
what  one  of  my  esteemed  committee  colleagues  ably  termed  “Yankee, 
come  home”  laws  and  this  bill  foolishly  proposes  to  do  just  that. 

The  Treasury  Secretary  failed  to  inform  the  commit  tee  membership 
of  a  single  instance  of  an  EEC  finance  minister  trying  to  have  his 
own  country  impose  destructive  tax  burdens  on  its  national  companies 
doing  business  outside  of  the  home  country.  Any  unwise  endeavors 
of  this  sort  in  a  EEC  country  would  probably  be  recognized  as  cause 
for  the  removal  of  the  erring  finance  minister. 

Unfortunately,  the  benefit  from  the  enactment  of  the  gross-up  and 
controlled  foreign  corporation  proposals  at  the  expense  of  American 
enterprise  would  not  be  restricted  to  European  Common  Market  pro¬ 
ducers.  The  “foreign-owned”  competitors  of  American  overseas 
companies  include  the  increasing  economic  activities  under  the  con¬ 
trol  of  Iron  Curtain  countries.  The  policies  implicit  in  the  foreign 
tax  provisions  of  this  bill  indicate  a  shocking  unawareness  of  the 
benefit  the  Communist  countries  would  derive  from  curtailed  Amer¬ 
ican  overseas  economic  endeavors  as  a  consequence  of  added  U.S. 
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tax  encumbrances.  If  the  Treasury  foreign  income  tax  proposals 
are  enacted,  Mr.  Khrushchev  will  have  some  degree  of  success  in  mak¬ 
ing  good  on  his  promise  of  November  1957  to  “win  over  the  United 
States”  in  the  “field  of  trade.” 

Aside  from  concerns  over  these  proposals  that  relate  to  national 
economic  goals  and  free  world  political  aims,  there  are  other  basic 
factors  that  must  be  taken  into  account  in  evaluating  the  question  of 
increasing  tax  burdens  ori  American  free  enterprise  endeavors  iri  inter¬ 
national  trade  at  this  time.  One  of  the  most  important  of  these  other- 
factors  is  the  pressing  need  to  foster  an  improved  equilibrium  in  our 
balance-of-payments  position. 

When  it  is  considered  that  since  World  War  II  there  lias  been  a 
substantial  net  inflow  of  money  into  the  United  States  from  direct 
investment  abroad,  it  is  paradoxical  that,  one  of  the  main  points  in 
the  Treasury  argument  in  behalf  of  its  proposal  is  ihe  balance-of- 
payments  problem.  The  implication  in  the  Treasury  position  is  that 
America  should  resort  to  a  risky  short-run  expedient  to  deal  with  a 
balance-of-payments  deficit,  even  though  the  long-run  consequences 
of  such  an  action  would  be  to  aggravate  and  tend  to  make  chronic  the 
very  balance-of-payments  problems  that  the  expedient  seeks  tempo¬ 
rarily  to  alleviate.  The  Treasury  argument  completely  disregards 
the  very  substantial  contribution  to  a  favorable  balance-of-payments 
position  that  is  made  by  U.S.  exports  stimulated  solely  by  American 
investment  overseas;  these  are  exports  lhat  make  American  jobs  for 
American  workers. 

Another  important  factor  that  must  be  considered  in  making  a 
judgment  with  respect  to  the  Treasury  foreign  income  proposals  per¬ 
tains  to  the  benefits  that  are  derived  from  American  management 
and  control  of  overseas  operations.  Because  of  t lie  higher  U.S.  taxes 
relative  to  foreign  taxes,  the  Treasury  proposals  would  operate  to 
make  portfolio  investment  in  foreign-controlled  corporations  more 
attractive  and  more  feasible  than  direct  U.S.  ownership  of  a  controlled 
corporation.  To  the  extent  that  American  investors  shift  from  in¬ 
vestment  in  U.S.  controlled  and  operated  foreign  subsidiaries  to 
minority  positions  in  foreign  controlled  and  operated  companies,  we 
would  lose  the  export  benefits  we  derive  from  American  management 
preferences  for  U.S.  manufactures  and  the.  advantages  we  derive  in 
“know-how”,  patents,  and  secret  processes.  In  addition,  we  would 
lose  the  national  defense  benefits  from  American  control  of  foreign 
business  activities.  Also,  the  shift  from  investment  in  1  .S. -controlled 
foreign  subsidiaries  to  investments  in  foreign-controlled  enterprises 
would  constitute  a  serious  blow  to  American  persuasion  arid  prestige 
in  international  affairs.  Finally,  this  shift  to  foreign  portfolio  invest¬ 
ment  can  only  aggravate  the  balance-of-payments  problem. 

The  existence  of  U.S.-controlled  overseas  companies  does  not  result 
in  the  “export”  of  American  jobs.  The  business  of  such  a  company 
will  continue  to  exist  abroad  either  as  an  American-owned  or  a 
foreign -owned  business.  The  jobs  are  there  and  they  are  overseas. 
The  issue  is  whether  the  employers  will  be  the  American-controlled 
overseas  companies  or  the  fo reign-owned  competitor  companies. 
Removing  the  American  flag  from  an  overseas  company  will  not  auto¬ 
matically  remove  a  factory's  production,  or  the  market  demand  for 
it,  from  the  world  market.  Any  vacuum  will  be  quickly  filled  by  a 
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foreign-owned  company.  Instead  of  resulting  in  the  export  of  jobs 
the  U.S.  control  of  overseas  companies  accounts  for  substantial  mer¬ 
chandise  exports  to,  or  developed  by,  U.S.  foreign  subsidiary  com¬ 
panies.  According  to  data  submitted  to  the  committee  on  Ways  and 
Means  by  the  Department  of  Commerce  and  appearing  on  page  430 
of  the  1961  hearings  on  the  administration’s  tax  recommendations, 
such  American  exports  with  respect  to  U.S. -controlled  foreign  sub¬ 
sidiaries  amounted  to  $2.2  billion  in  1959  and  $2.7  billion  in  1960. 

The  foregoing  has  represented  a  discussion  of  some  of  the  consider¬ 
ations  and  consequences  that  attend  both  the  gross-up  and  the  con¬ 
trolled  foreign  corporation  recommendations  of  the  Treasury  Depart¬ 
ment  as  approved  by  the  committee  majority.  I  will  next  briefly 
comment  on  some  of  the  pertinent  factors  that  bear  primarily  on  one 
or  the  other  of  these  proposed  tax  changes. 

CRITICISM  OF  THE  GROSS-UP  PROPOSAL 

In  evaluating  the  gross-up  concept  it  should  be  remembered  that  it 
involves  the  imposition  of  a  U.S.  tax  on  an  amount  paid  as  foreign 
tax  to  a  foreign  country  by  a  foreign  corporation  on  foreign  income  and 
that  the  hapless  U.S.  taxpayer  has  not  received  the  amount  and  can 
never  receive  the  amount  to  which  the  U.S.  tax  is  applied.  Thus, 
it  is  an  actual  tax  applied  to  nonexistent  income. 

The  only  basis  on  which  the  validity  of  the  gross-up  can  be  argued 
is  the  superficial  contention  of  “equal”  tax  treatment  predicated  on  an 
arithmetical  concept  that  cannot  stand  up  under  the  overwhelming 
persuasion  of  the  substantive  factors  militating  against  the  gross-up. 
Examples  of  such  substantive  considerations  are — 

(1)  The  gross-up  does  not  “equalize”  the  tax  treatment  be¬ 
tween  foreign  branch  and  foreign  subsidiary  operations  nor  does  it 
“equalize”  the  risks  involved  in  foreign  and  domestic  investment. 
Foreign  branch  operations  give  rise  to  many  tax  benefits  not 
available  to  foreign  subsidiaries.  The  “equality”  argument  also 
fails  to  recognize  the  greater  risks  attending  foreign  investment 
involving  less  stable  economies,  foreign  exchange  problems, 
political  uncertainties,  and  expropriation  dangers. 

(2)  The  argument  for  the  gross-up  based  on  a  concept  of 
arithmetical  nicety  completely  overlooks  the  fact  that  the  foreign 
tax  credit  is  admittedly  not  a  precise  measurement  of  foreign  taxes 
paid  and  does  not  allow  an  offset  for  the  many  foreign  taxes  not 
based  on  an  income  tax  concept — such  as  turnover  taxes,  net 
worth  taxes,  capital  stock  taxes,  property  taxes,  etc. — which 
frequently  comprise  the  major  revenue  and  tax  burden  factors 
in  a  foreign  country. 

(3)  The  gross-up  ignores  the  economic  reality  of  bitterly 
contested  competition  in  the  marketplaces  of  the  world,  and  goes 
in  the  face  of  the  unrefuted  testimony  presented  to  the  committee 
in  public  hearings  last  spring  that  the  gross-up  would  seriously 
aggravate  the  existing  tax  disparity  against  U.S.  industry  and 
make  it  more  difficult  for  American  business  to  survive  and 
compete  in  international  trade. 

(4)  The  principal  tax  impact  of  the  gross-up  in  terms  of 
increased  tax  burdens  on  American  economic  endeavors  would  be 
with  respect  to  activity  in  the  so-called  developing  or  emerging 
nations,  including  the  Latin  American  countries.  Thus,  the 
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gross-up  would  be  inconsistent  with  our  announced  foreign 
policy  objectives  and  would  markedly  encumber  the  contribution 
of  private  enterprise  to  the  realization  of  the  goals  outlined  in  the 
alliance  for  progress.  It  would  also  tend  to  be  inconsistent  with 
the  foreign  trade  policy  objectives  recently  enunciated  by  the 
President. 

(5)  The  gross-up  would  be  violative  of  13  existing  tax  treaties 
under  which  the  United  States  has  obligated  itself  to  tax  the 
return  on  investments  in  these  countries  only  in  accordance  with 
the  tax  credit  formulas  in  effect  at  the  times  the  treaties  were 
negotiated.  It  is  to  be  regretted  that  the  views  of  the  State 
Department  on  this  point  of  treaty  violation  were  not  made 
available  to  the  Committee  on  Ways  and  Means  and  to  the 
House. 

(6)  The  gross-up  would  change  the  tax  rules  applicable  to 
income  derived  from  foreign  operations  after  American  enterprise 
had  committed  literally  billions  of  dollars  in  overseas  investment 
at  the  urging  of  deliberate  U.S.  Government  policy  over  many, 
many  years. 

Thus,  the  gross-up  proposal  as  contained  in  H.R.  10650  is  fallacious 
in  principle,  inequitable  in  result,  violative  of  treaty  obligations,  and 
dangerous  in  its  economic  implications  with  respect  to  America’s  role 
in  international  trade. 

CRITICISM  OF  THE  CONTROLLED  FOREIGN  CORPORATION  PROPOSAL 

Of  the  many  provisions  of  H.R.  10650  that  would  operate  to  destroy 
American  shareholder  ownership  of  overseas  subsidiary  corporations, 
the  most  dangerous  and  far  reaching  is  the  proposal  contained  in 
section  13  of  the  bill  dealing  with  so-called  controlled  foreign  corpo¬ 
rations. 

This  proposal  would  impose  a  variety  of  punitive  new  tax  burdens 
on  American  shareholders  holding  as  little  as  10  percent  of  an  overseas 
corporation.  As  has  been  previously  explained,  this  tax  change  would 
impose  a  U.S.  tax  currently  on  U.S.  shareholders  with  respect  to 
income  not  received  from  a  foreign  corporation;  income  which  may 
never  be  received ;  income  which  may  disappear  in  the  form  of  normal 
business  losses. 

An  examination  of  the  implications  of  the  controlled  foreign  corpo¬ 
ration  proposal  make  it  all  too  clear  that  the  express  meaning  and 
implicit  policy  of  the  provision  are — 

(1)  To  tax  currently  major  portions  of  the  current  income  of 
legally  independent  foreign  corporations;  corporations  whose 
principal  offense  is  that  they  are  wholly  or  partly  American  con¬ 
trolled  and  successful. 

(2)  To  destroy  effective  American  enterprise  competitive  par¬ 
ticipation  in  world  trade  at  the  very  time  the  administration  is 
urging  the  Congress  to  grant  new  tariff-cutting  authority  to  the 
Executive  exposing  further  our  American  markets  to  foreign- 
owned  competitors. 

(3)  To  make  it  a  Federal  tax  offense  for  American  interests  to 
be  other  than  bare  minority  shareholders  in  a  foreign  business. 
Presumably  voting  control  would  have  to  be  surrendered  to  non- 
Americans  to  avoid  the  punitive  tax  rules. 
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(4)  To  make  absolutely  no  distinction,  in  deliberately  intended 
punitive  effect,  between  the  tax-evasion-type  of  foreign  “paper” 
company  and  the  legitimate  U.S.  overseas  business  company. 
The  tax  is  to  be  imposed  on  U.S.  shareholders  in  all  controlled 
foreign  corporations. 

(5)  To  make  it  a  Federal  tax  offense  for  an  American  controlled 
overseas  corporation  which  is  principally  engaged  in  manufac¬ 
turing  or  marketing  to  have  even  a  small  element  of  income 
stemming  from  patents,  copyrights,  and  “exclusive”  processes 
and  formulas. 

(6)  To  use  baseless  tax  rules  to  penalize  American  overseas 
companies  having  income  in  the  categories  of  interest,  dividends, 
or  rents.  For  example,  renting  out  surplus  office  space  or  plant 
facility  is  obviously  good  business  but  under  this  proposal  it 
would  be  tantamount  to  attempted  tax  evasion. 

(7)  To  punish  U.S.  shareholders  of  foreign  corporations  even 
through  State  taxation.  Many  States  have  adopted  tax  rules 
which  automatically  follow  Federal  tax  law.  If  this  punitive 
provision  of  H.R.  10650  becomes  law,  each  U.S.  shareholder  in  a 
foreign  corporation  must  also  become  a  taxpayer  at  the  State 
level  under  the  same  weird  rules  because  of  the  interrelationship 
of  the  Federal  and  State  tax  laws. 

(8)  To  impose  on  the  normal  commercial  transactions  of 
American  controlled  overseas  companies  a  myriad  of  artificial 
tax  and  accounting  complexities,  accompanied  by  punitive  tax 
penaltites  on  U.S.  shareholders  for  any  company  “transgressions” 
of  these  incomprehensible,  unreal  complexities. 

(9)  To  tax  currently  to  the  U.S.  shareholder  the  income  of  a 
foreign  corporation — a  tax  which  is  clearly  unconstitutional  under 
existing  decisions  of  the  U.S.  Supreme  Court  as  shown  by  the 
opinion  of  the  staff  of  the  Joint  Committee  on  Internal  Revenue 
Taxation  printed  on  page  311  of  the  House  hearings.  This  new 
law  is  to  be  enacted  on  the  curious  expectation  that  after  some 
years  of  uncertainty  t  lie  Supreme  Court  will  reverse  its  long¬ 
standing  decisions  and  validate  such  a  tax  law. 

(10)  To  deliberately,  by  the  unilateral  action  of  a  statute, 
nullify,  abridge  and  violate  a  great  many  existing  income  tax 
treaties  to  which  the  United  States  is  a  party.  See,  also,  section 
21  of  the  bill. 

(11)  To  impose  specific  Federal  tax  punishment  for  the  busi¬ 
ness  offense  of  diversifying  the  overseas  business  operation.  A 
simple  example:  It  will  now  be  a  tax  offense  for  an  American 
controlled  overseas  company  in  the  paper  business  to  engage 
newly  in  the  plastics  business. 

(12)  Although  the  administration  has  been  pushing  for  this 
tax  revision  for  U.S. -controlled  overseas  corporations  by  saying 
that  this  is  necessary  to  achieve  “equality,”  “equity,”  and 
“neutrality,”  not  a  one  of  these  desirable  qualities  is  to  be  found 
in  these  provisions  of  the  bill.  A  simple  example:  U.S.  share¬ 
holders  are  to  be  currently  taxed  on  business  income  of  the  over¬ 
seas  corporations,  but  are  NOT,  repeat  NOT,  to  be  allowed  any 
deductions  for  losses  stemming  from  the  same  businesses,  nor  any 
loss  carryovers.  Domestic  taxpayers  are  allowed  to  deduct 
business  losses  and  are  allowed  loss  carryovers.  Equity,  equality, 
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and  neutrality  as  to  U.S. -controlled  overseas  companies  is  not 
extended  that  far  under  this  bill. 

The  entire  atmosphere  of  section  13  is  that  of  wielding  the  Federal 
police  power,  using  the  tax  system  as  the  baton.  But  there  is  no 
more  tax  avoidance  or  evasion  in  the  case  of  American  overseas 
business  than  the  small  fringe  that  has  always  existed  as  to  domestic 
business.  .The  Internal  Revenue  Service  lias  the  tools  under  existing 
law  to  successfully  combat  any  abuses. 

The  Treasury  recommendation  is  blind  to  the  fact  that  to  the 
extent  an  American-owned  foreign  subsidiary  can  operate  abroad  in 
a  way  to  reduce  the  taxes  paid  to  foreign  countries,  the  tax  money 
saved  is  largely  saved  for  the  U.S.  Treasury.  It  seems  inevitable 
that  the  Treasury-proposed  tax  action  against  U.S.  shareholders  of 
controlled  foreign  corporations  will  result  in  increasing  the  foreign 
tax  burdens  imposed  by  foreign  countries  on  such  enterprise. 

The  controlled  foreign  corporation  recommendation  of  the  Treasury 
Department  as  provided  in  section  13  of  the  bill  would  largely  destroy 
overseas  subsidiary  operations  controlled  by  American  shareholders 
with  new  tax  rules  that  are  akin  to  the  type  of  tax  sanctions  used  to 
combat  tax  fraud  and  evasion.  Thus,  U.S.  shareholders  of  a  con¬ 
trolled  overseas  business  stand  indicted  of  improper  business  practices 
and  illegal  tax  policies  because  they  successfully  sought  a  proper  role 
in  international  commerce  as  urged  by  the  U.S.  Government. 

CONCLUSION 

The  Treasury  proposals  to  change  the  tax  rules  for  doing  business 
abroad  will  unreasonably  penalize  those  business  entities  on  which 
America  relies  to  perform  vital  and  enduring  foreign  policy  objectives. 
Such  an  approach  would  make  U.S.  business  activity  abroad  less 
welcome  and  would  encourage  foreign  nations  to  impose  discrimina¬ 
tory  taxes  on  foreign  subsidiaries  of  American  corporations.  These 
consequences  are  contrary  to  our  international  commitments  and  to 
our  national  interest.  The  Treasury  approach  overlooks  the  fact 
that  investment  by  U.S.  business  abroad  has  stimulated  the  purchase 
of  goods  and  services  from  the  United  States  and  has  enabled  our 
free  enterprise  system  to  make  a  major  contribution  to  America’s 
preeminence  in  international  affairs. 

This  memorandum  has  highlighted  some  of  the  impact  that  the 
Treasury’s  tax  proposals  affecting  American  foreign  business  endeavors 
will  have  in  terms  of  economic  consequence  at  home  and  abroad  as 
well  as  pointing  out  some  of  the  dangerous  implications  the  proposals 
have  in  the  area  of  international  political  affairs.  Our  national  tax 
policy  must  not  be  based  on  unwise  and  unjustifiable  expedients  seek¬ 
ing  a  piecemeal  reform  of  our  Federal  tax  structure  which  may  give 
rise  to  widespread  and  irreparable  damage  to  our  economic  well¬ 
being.  The  excellence  of  our  American  free  enterprise  system  and 
the  urgent  needs  of  our  economy  require  that  we  avoid  tinkering  with 
our  Federal  tax  structure. 

While  in  beginning  these  separate  views  it  was  my  purpose  to  discuss 
only  the  gross-up  and  controlled  foreign  corporations  provisions  of 
H.R.  10650,  it  may  be  an  appropriate  addendum  to  close  by  observing 
that  the  entire  bill  is  filled  with  definitional  problems,  unanswered  or 
conflicting  policy  questions,  and  promises  of  litigation  for  years  to 


b36 


REVENUE  ACT  OF  1962 


come.  Examples  of  such  shortcomings  are  found  in  phrases  and 
expressions  never  before  having  meaning  in  tax  law,  uncertain  defini¬ 
tions  of  property  and  income  concepts,  and  the  unguided  delegation 
of  authority  to  the  Secretary  or  his  delegate.  We  find  in  this  tax  bill 
changes  in  tax  liability  that  are  actually  retroactive  to  March  1,  1913, 
and  even  before;  this  is  the  clear  operative  effect  of  section  16.  We 
find  in  this  tax  bill — a  bill  being  urged  by  the  Treasury  Department — 
a  revenue  loss  of  more  than  $1  billion  in  fiscal  year  1963.  We  find  in 
this  bill  an  increase  in  the  cost  of  American  enterprise  doing  business 
abroad  at  the  very  time  we  are  being  urged  to  make  it  less  costly  for 
foreign  producers  to  do  business  in  our  domestic  markets. 

I  respectfully  submit  to  my  colleagues  that  unwise  tax  policy  should 
not  impede  American  free  enterprise  and  thus  radically  cut  down  the 
American  share  of  world  commerce  for  which  Iron  Curtain  countries 
compete. 

There  are  many  reasons  why  H.R.  10650  should  be  defeated;  the 
poorly  thought  out  foreign  income  proposals  are  important  among 
those  reasons. 

Thomas  B.  Curtis. 
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uals,  domestic  corporations,  etc.,  with  re¬ 
spect  to  certain  foreign  corporations. 

(b)  Information  as  to  organization  or  reorgan¬ 

ization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stock. 

(c)  Civil  penalty  for  failure  to  file  return. 

(d)  Technical  amendments. 

(e)  Effective  date. 

Sec.  21.  Treaties. 
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(c)  Amendment  of  1954  Code. — Whenever  in  this 
Act  an  amendment  or  repeal  is  expressed  in  terms  of  an 
amendment  to,  or  repeal  of,  a  section  or  other  provision, 
the  reference  shall  be  considered  to  be  made  to  a  section  or 
other  provision  of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  Allowance  of  Credit. — Part  IV  of  subchapter 
A  of  chapter  1  (relating  to  credits  against  tax)  is  amended 
by  redesignating  section  38  as  section  40  and  by  inserting 
after  section  37  the  following  new  section: 

“SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP¬ 
ERTY. 

“  (a)  General  Rule, — There  shall  be  allowed,  as  a 
credit  against  the  tax  imposed  by  this  chapter,  the  amount 
determined  under  subpart  B  of  this  part. 

“(b)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  may  be  necessary  to  carry 
out  the  purposes  of  this  section  and  subpart  B.” 

(b)  Rules  for  Computing  Credit —Part  IV  of  sub- 
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chapter  A  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  subpart: 

“Subpart  B — Rules  for  Computing  Credit  for  Investment 

in  Certain  Depreciable  Property 

“Sec.  46.  Amount  of  credit. 

“Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions;  special  rules. 

“SEC.  46.  AMOUNT  OF  CREDIT. 

“  (a)  Determination  of  Amount. — 

“  ( 1 )  General  rule. — The  amount  of  the  credit 
allowed  by  section  38  for  the  taxable  year  shall  be  equal 
to  8  percent  of  the  qualified  investment  (as  defined  in 
subsection  (c)  ) . 

“  (2)  Limitation  based  on  amount  of  tax. — 
Notwithstanding  paragraph  (1),  the  credit  allowed  by 
section  38  for  the  taxable  year  shall  not  exceed — 

“(A)  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  does  not  exceed  $100,000,  plus 
“(B)  50  percent  of  so  much  of  the  liability 
for  tax  for  the  taxable  year  as  exceeds  $100,000. 

“  (3)  Liability  for  tax. — Lor  purposes  of  para¬ 
graph  (2) ,  the  liability  for  tax  for  the  taxable  year  shall 
be  the  tax  imposed  by  this  chapter  for  such  year, 
reduced  by  the  sum  of  the  credits  allowable  under — 

“(A)  section  33  (relating  to  foreign  tax 
credit) , 
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“(B)  section  34  (relating  to  dividends  re¬ 
ceived  by  individuals) , 

“(C)  section  35  (relating  to  partially  tax- 
exempt  interest) ,  and 

“(D)  section  37  (relating  to  retirement  in¬ 
come)  . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the 
taxable  year  by  section  531  (relating  to  accumulated 
earnings  tax)  or  by  section  541  (relating  to  personal 
holding  company  tax)  shall  not  be  considered  tax 
imposed  by  this  chapter  for  such  year. 

“(4)  Married  individuals.— In  the  case  of  a 
husband  or  wife  who  files  a  separate  return,  the  amount 
specified  under  subparagraphs  (A)  and  (B)  of  para¬ 
graph  (2)  shall  be  $50,000  in  lieu  of  $100,000.  This 
paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer 
has  no  qualified  investment  for,  and  no  unused  credit 
carryover  to,  the  taxable  year  of  such  spouse  which  ends 
within  or  with  the  taxpayer’s  taxable  year. 

“  (5)  Affiliated  groups. — In  the  case  of  an 
affiliated  group,  the  $100,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  paragraph  (2)  shall  be 
reduced  for  each  member  of  the  group  by  apportioning 
$100,000  among  the  members  of  such  group  in  such 
manner  as  the  Secretary  or  his  delegate  shall  by  regula- 
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tions  prescribe.  For  purposes  of  the  preceding  sentence, 
the  term  ‘affiliated  group’  has  the  meaning  assigned  to 
such  term  by  section  1504  (a) ,  except  that  all  corpora¬ 
tions  shall  be  treated  as  includible  corporations  (with¬ 
out  any  exclusion  under  section  1504  (b) ) . 

“(b)  5- Year  Carryover  of  Unused  Credits  — 
“(1)  Allowance  of  credit. — If  the  amount  of 
the  credit  determined  under  subsection  (a)  (1)  for  any 
taxable  year  exceeds  the  limitation  provided  by  subsec¬ 
tion  (a)  (2)  for  such  taxable  year  (hereinafter  in  this 
subsection  referred  to  as  ‘unused  credit  year’),  such 
excess  shall  be  added  to  the  amount  allowable  as  a  credit 
by  section  38  for  each  of  the  5  succeeding  taxable  years 
to  the  extent  not  taken  into  account  for  taxable  years 
intervening  between  the  unused  credit  year  and  such 
succeeding  taxable  year. 

“(2)  Limitation. — The  amount  of  the  unused 
credit  which  may  be  added  under  paragraph  ( 1 )  for  any 
succeeding  taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  provided  by  subsection  (a)  (2)  for 
such  taxable  year  exceeds  the  sum  of — 

“(A)  the  credit  allowable  under  subsection 
(a)  (1)  for  such  taxable  year,  and 

“(B)  the  amounts  which,  by  reason  of  this 
subsection,  are  added  to  the  amount  allowable  for 
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such  taxable  year  and  attributable  to  taxable  years 
preceding  the  unused  credit  year. 

“  (c)  Qualified  Investment. — 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘qualified  investment’  means,  with  respect  to 
any  taxable  year,  the  aggregate  of — 

“(A)  the  applicable  percentage  of  the  basis  of 
each  new  section  38  property  (as  defined  in  section 
48(b)  )  placed  in  service  by  the  taxpayer  during 
such  taxable  year,  plus 

“(B)  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  (as  defined  in  section 
48  (c)  (l)  )  placed  in  service  by  the  taxpayer  dur¬ 
ing  such  taxable  year. 

“  (2)  Applicable  percentage. — For  purposes  of 
paragraph  ( 1 ) ,  the  applicable  percentage  for  any  prop¬ 
erty  shall  be  determined  under  the  following  table: 


“If  the  useful  life  is — 

The  applicable 
percentage  is — 

4  years  nr  more  but  less  than  6  years _  _ 

33K 

66^ 

100 

fi  ypqrs  nr  more  hut,  less  than  8  years  _ __  _ 

ft  vea.rs  nr  more  ^  _ _ _ 

For  purposes  of  this  paragraph,  the  useful  life  of  any 
property  shall  be  determined  as  of  the  time  such  property 
is  placed  in  service  by  the  taxpayer. 
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“(3)  Public  utility  property. — 

“  (A)  In  the  case  of  section  38  property  which 
is  public  utility  property,  the  amount  of  the  qualified 
investment  shall  he  50  percent  of  the  amount  deter¬ 
mined  under  paragraph  ( 1 ) . 

“(B)  For  purposes  of  subparagraph  (A) ,  the 
term  ‘public  utility  property’  means  property  used 
predominantly  in  the  trade  or  business  of  the  fur¬ 
nishing  or  sale  of — 

“(i)  electrical  energy,  water,  or  sewage 
disposal  services, 

“  (ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“  (iii)  telephone  service,  or 

“  (iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222  (a)  (5)  of  the  Communications  Act 
of  1934,  as  amended;  47  U.S.C.,  sec.  222(a) 
(5)), 

if  the  rates  for  such  furnishing  or  sale,  as  the  case 
may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
or  instrumentality  of  the  United  States,  or  by  a 
public  service  or  public  utility  commission  or  other 
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similar  body  of  any  State  or  political  subdivision 
thereof. 

“(d)  Limitations  With  Respect  to  Certain  Per¬ 
sons.— 

“  ( 1 )  In  general.— In  the  case  of— 

“(A)  an  organization  to  which  section  593 
applies, 

“(B)  a  regulated  investment  company  or  a 
real  estate  investment  trust  subject  to  taxation  un¬ 
der  subchapter  M  (sec.  851  and  following),  and 
“(C)  a  cooperative  organization  described  in 
section  1381  (a) , 

the  qualified  investment  and  the  $100,000  amount 
specified  under  subparagraphs  (A)  and  (B)  of  sub¬ 
section  (a)  (2)  shall  equal  such  person’s  ratable  share 
of  such  items. 

“(2)  Ratable  share. — Por  purposes  of  para¬ 
graph  (1),  the  ratable  share  of  any  person  for  any 
taxable  year  of  the  items  described  therein  shall  bei — 

“  ( A)  in  the  case  of  an  organization  referred 
to  in  paragraph  (1)  (A) ,  50  percent  thereof, 

“  (B)  in  the  case  of  a  regulated  investment 
company  or  a  real  estate  investment  trust,  the  ratio 
(i)  the  numerator  of  which  is  its  taxable  income  and 
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(ii)  the  denominator  of  which  is  it,,  taxable  income 
computed  without  regard  to  the  deduction  for  divi¬ 
dends  paid  provided  by  section  852(b)  (2)  (D)  or 
857  (b)  (2)  (0) ,  as  the  case  may  be,  and 

“  (0)  in  the  case  of  a  cooperative  organization, 
the  ratio  (i)  the  numerator  of  which  is  its  taxable 
income  and  (ii)  the  denominator  of  which  is  its 
taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts 
the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  (sec.  1381  and  following) . 
For  purposes  of  subparagraph  (B)  of  the  preceding 
sentence,  the  term  ‘taxable  income’  means  in  the  case  of 
a  regulated  investment  company  its  investment  company 
taxable  income  (within  the  meaning  of  section 
852(b)  (2)),  and  in  the  case  of  a  real  estate  invest¬ 
ment  trust  its  real  estate  investment  trust  taxable  in¬ 
come  (within  the  meaning  of  section  857(b)  (2)  ). 
“SEC.  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38 
PROPERTY. 

“  (a)  General  Rule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate — 

“  ( 1 )  Early  disposition,  etc.— If  during  any  tax¬ 
able  year  any  property  is  disposed  of,  or  otherwise 
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ceases  to  be  section  38  property  with  respect  to  the  tax¬ 
payer,  before  the  close  of  the  useful  life  which  was  taken 
into  account  in  computing  the  credit  under  section  38, 
then  the  tax  under  this  chapter  for  such  taxable  year 
shall  be  increased  by  an  amount  equal  to  the  aggregate 
decrease  in  the  credits  allowed  under  section  38  for  all 
prior  taxable  years  which  would  have  resulted  solely 
from  substituting,  in  determining  qualified  investment, 
for  such  useful  life  the  period  beginning  with  the  time 
such  property  was  placed  in  service  by  the  taxpayer  and 
ending  with  the  time  such  property  ceased  to  be  section 
38  property. 

“(2)  Property  becomes  public  utility  prop¬ 
erty. — If  during  any  taxable  year  any  property  taken 
into  account  in  determining  qualified  investment  becomes 
public  utility  property  (within  the  meaning  of  section 
46(c)  (3)  (B)  ) ,  then  the  tax  under  this  chapter  for 
such  taxable  year  shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits  allowed  under 
section  38  for  all  prior  taxable  years  which  would  have 
resulted  solely  from  treating  the  property,  for  purposes 
of  determining  qualified  investment,  as  public  utility 
property  (after  giving  due  regard  to  the  period  before 
such  change  in  use) .  If  the  application  of  this  paragraph 
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to  any  property  is  followed  by  the  application  of  para¬ 
graph  ( 1 )  to  such  property,  proper  adjustment  shall  be 
made  in  applying  paragraph  ( 1 ) . 

“(3)  Carryovers  adjusted.— In  the  case  of 
any  cessation  described  in  paragraph  ( 1 )  or  any 
change  in  use  described  in  paragraph  (2),  the  carry¬ 
overs  under  section  46(b)  shall  be  adjusted  by  reason 
of  such  cessation  (or  change  in  use) . 

“  (b)  Section  Not  To  Apply  in  Certain  Cases.— 
Subsection  (a)  shall  not  apply  to — 

“  ( 1 )  a  transfer  by  reason  of  death,  or 
“  (2)  a  transaction  to  which  section  381  (a)  applies. 
For  purposes  of  subsection  (a) ,  property  shall  not  be  treated 
as  ceasing  to  be  section  38  property  with  respect  to  the  tax¬ 
payer  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  so  long  as  the  property  is  retained  in 
such  trade  or  business  as  section  38  property  and  the  tax¬ 
payer  retains  a  substantial  interest  in  such  trade  or  business. 

“(c)  Special  Eule. — Any  increase  in  tax  under  sub¬ 
section  (a)  shall  not  be  treated  as  tax  imposed  by  this 
chapter  for  purposes  of  determining  the  amount  of  any  credit 
allowable  under  subparfc  A. 
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“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Section  38  Property.— 

"  ( 1 )  In  general. — Except  as  provided  in  this 
subsection,  the  term  ‘section  38  property’  means — 

“  (A)  tangible  personal  property,  or 
“(B)  other  tangible  property  (not  including 
a  building  and  its  structural  components)  but  only 
if  such  property — 

“  (i)  is  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  elec¬ 
trical  energy,  gas,  water,  or  sewage  disposal 
services,  or 

(ii)  constitutes  a  research  or  storage  fa¬ 
cility  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

Such  term  includes  only  property  with  respect  to  which 
depreciation  (or  amortization  in  lieu  of  depreciation)  is 
allowable  and  having  a  useful  life  (determined  as  of 
the  time  such  property  is  placed  in  service)  of  4  years 


or  more. 
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“(2)  Property  used  outside  the  united 

STATES. — 

“  (A)  In  general. — Except  as  provided  in 
subparagraph  (B),  the  term  ‘section  38  property’ 
does  not  include  property  which  is  used  predomi¬ 
nantly  outside  the  United  States. 

“(B)  Exceptions. — Subparagraph  (A)  shall 
not  apply  to — 

“  (i)  any  aircraft  which  is  registered  by 
the  Administrator  of  the  Eederal  Aviation 
Agency  and  which  is  operated  to  and  from  the 
United  States; 

“  (ii)  rolling  stock,  of  a  domestic  railroad 
corporation  subject  to  part  I  of  the  Interstate 
Commerce  Act,  which  is  used  within  and  with¬ 
out  the  United  States; 

“  (iii)  any  vessel  documented  under  the 
laws  of  the  United  States  which  is  operated  in 
the  foreign  or  domestic  commerce  of  the  United 
States ; 

“  (iv)  any  motor  vehicle  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)) 
which  is  operated  to  and  from  the  United 
States ; 

“(v)  any  container  of  a  United  States 
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person  which  is  used  in  the  transportation  of 
property  to  and  from  the  United  States;  and 
“(vi)  any  property  (other  than  a  vessel 
or  an  aircraft)  of  a  United  States  person  which 
is  used  for  the  purpose  of  exploring  for,  de¬ 
veloping,  removing,  or  transporting  resources 
from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental 
Shelf  Lands  Act,  as  amended  and  supple¬ 
mented;  43  U.S.C.,  sec.  1331). 

“(3)  Property  used  for  lodging. — Property 
which  is  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging  shall  not  be 
treated  as  section  38  property.  The  preceding  sentence 
shall  not  apply  to — 

“(A)  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facili¬ 
ties  on  the  same  basis  as  they  are  available  to  per¬ 
sons  using  the  lodging  facilities,  and 

“(B)  property  used  by  a  hotel  or  motel  in  con¬ 
nection  with  the  trade  or  business  of  furnishing 
lodging  where  the  predominant  portion  of  the  ac¬ 
commodations  is  used  by  transients. 

“  (4)  Property  used  by  certain  tax-exempt 
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organizations. — Property  used  by  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter 
shall  be  treated  as  section  38  property  only  if  such 
property  is  used  predominantly  in  an  unrelated  trade  or 
business  the  income  of  which  is  subject  to  tax  under 
section  511. 

“(5)  Property  used  by  governmental 
units. — Property  used  by  the  United  States,  any  State 
or  political  subdivision  thereof,  any  international  organ¬ 
ization,  or  any  agency  or  instrumentality  of  any  of  the 
foregoing  shall  not  be  treated  as  section  38  property. 
“(b)  New  Section  38  Property. — For  purposes  of 
this  subpart,  the  term  ‘new  section  38  property’  means  sec¬ 
tion  38  property — 

“  ( 1 )  the  construction,  reconstruction,  or  erection 
of  which  is  completed  by  the  taxpayer  after  December 
31,  1961,  or 

“(2)  acquired  after  December  31,  1961,  if  the 
original  use  of  such  property  commences  with  the  tax¬ 
payer  and  commences  after  such  date. 

In  applying  section  46(c)  (1)  (A)  in  the  case  of  property 
described  in  paragraph  ( 1 ) ,  there  shall  be  taken  into  account 
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only  that  portion  of  the  basis  which  is  properly  attributable 
to  construction,  reconstruction,  or  erection  after  December 
31,  1961. 

“(c)  Used  Section  38  Property  — 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  'used  section  38  property’  means  section  38 
property  acquired  by  purchase  after  December  31,  1961, 
which  is  not  new  section  38  property.  Property  shall 
not  be  treated  as  ‘used  section  38  property’  if,  after  its 
acquisition  by  the  taxpayer,  it  is  used  by  a  person  who 
used  such  property  before  such  acquisition  (or  by  a 
person  who  bears  a  relationship  described  in  section 
179(d)  (2)  (A)  or  (B)  to  a  person  who  used  such 

property  before  such  acquisition) . 

“(2)  Dollar  limitation. — 

“(A)  In  general. — The  cost  of  used  section 
38  property  taken  into  account  under  section  46 
(c)  (1)  (B)  for  any  taxable  year  shall  not  exceed 
$50,000.  If  such  cost  exceeds  $50,000,  the  tax¬ 
payer  shall  select  (at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe)  the  items  to  be  taken  into  account,  but 
only  to  the  extent  of  an  aggregate  cost  of  $50,000. 
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Such  a  selection,  once  made,  may  be  changed  only 
in  the  manner,  and  to  the  extent,  provided  by  such 
regulations. 

“(B)  Married  individuals. — In  the  case  of 
a  husband  or  wife  who  files  a  separate  return,  the 
limitation  under  subparagraph  (A)  shall  be 
$25,000  in  lieu  of  $50,000.  This  subparagraph 
shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into 
account  as  qualified  investment  for  the  taxable  year 
of  such  spouse  which  ends  within  or  with  the  tax¬ 
payer’s  taxable  year. 

“(C)  Affiliated  groups.— In  the  case  of  an 
affiliated  group,  the  $50,000  amount  specified  under 
subparagraph  (A)  shall  be  reduced  for  each  mem¬ 
ber  of  the  group  by  apportioning  $50,000  among 
the  members  of  such  group  in  accordance  with  their 
respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account. 

“(D)  Partnerships. — In  the  case  of  a  part¬ 
nership,  the  limitation  contained  in  subparagraph 
(A)  shall  apply  with  respect  to  the  partnership  and 
with  respect  to  each  partner. 

“(3)  Definitions— For  purposes  of  this  sub¬ 


section — 
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“(A)  Purchase— The  term  'purchase’  has 
the  meaning  assigned  to  such  term  by  section 

179(d)  (2). 

“(B)  Cost. — The  cost  of  used  section  38 
property  does  not  include  so  much  of  the  basis  of 
such  property  as  is  determined  by  reference  to  the 
adjusted  basis  of  other  property  held  at  any  time  by 
the  person  acquiring  such  property.  If  property  is 
disposed  of  and  used  section  38  property  similar  or 
related  in  service  or  use  is  acquired  as  a  replace¬ 
ment  therefor  in  a  transaction  to  which  the  pre¬ 
ceding  sentence  does  not  apply,  the  cost  of  the  used 
section  38  property  acquired  shall  be  its  basis  re¬ 
duced  by  the  adjusted  basis  of  the  property  re¬ 
placed.  The  cost  of  used  section  38  property  shall 
not  be  reduced  with  respect  to  the  adjusted  basis  of 
any  property  disposed  of  if,  by  reason  of  section  47, 
such  disposition  involved  an  increase  of  tax  or 
a  reduction  of  the  unused  credit  carryovers  described 
in  section  46  (b) . 

“(0)  Affiliated  group. — The  term  'affili¬ 
ated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a) ,  except  that — 

“  (i)  the  phrase  ‘more  than  50  percent’ 

shall  be  substituted  for  the  phrase  ‘at  least  80 
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percent’  each  place  it  appears  in  section 
1504  (a) ,  and 

“  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion 
under  section  1504  (b)  ) . 

“(d)  Certain  Leased  Property. — A  person  (other 
than  a  person  referred  to  in  section  46  (d)  )  engaged  in  the 
business  of  leasing  property  may  (at  such  time,  in  such 
manner,  and  subject  to  such  conditions  as  are  provided  by 
regulations  prescribed  by  the  Secretary  or  his  delegate) 
elect  with  respect  to  any  new  section  38  property  to  treat 
the  lessee  as  having  acquired  such  property  for  an  amount 
equal  to — 

“  (1)  if  such  property  was  constructed  by  the  lessor 
(or  by  a  corporation  which  controls  or  is  controlled  by 
the  lessor  within  the  meaning  of  section  368  (c)  ) ,  the 
fair  market  value  of  such  property,  or 

“(2)  if  paragraph  (1)  does  not  apply,  the  basis 
of  such  property  to  the  lessor. 

The  election  provided  by  the  preceding  sentence  may  be 
made  only  with  respect  to  property  which  would  he  new 
section  38  property  if  acquired  by  the  lessee.  For  purposes 
of  the  preceding  sentence  and  section  46  (c) ,  the  useful  life 
of  property  in  the  hands  of  the  lessee  is  the  useful  life  of  such 
property  in  the  hands  of  the  lessor.  If  a  lessor  makes  the 
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election  provided  by  this  subsection  with  respect  to  any 
property,  the  lessee  shall  be  treated  for  all  purposes  of  this 
subpart  as  having  acquired  such  property. 

“(e)  Subchapter  S  Corporations— In  the  case  of 
an  electing  small  business  corporation  (as  defined  in  section 
1371)  — 

“  (1)  the  qualified  investment  for  each  taxable  year 
shall  be  apportioned  pro  rata  among  the  persons  who 
are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year;  and 

“  (2)  any  person  to  whom  any  investment  has  been 
apportioned  under  paragraph  (1)  shall  be  treated  (for 
purposes  of  this  subpart)  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  shall  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an 
investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be. 

‘‘(f)  Estates  and  Trusts. — In  the  case  of  an  estate 
or  trust — 

“  ( 1 )  the  qualified  investment  for  any  taxable  year 
shall  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or 
trust  allocable  to  each, 

“  (2)  any  beneficiary  to  whom  any  investment  has 
been  apportioned  under  paragraph  ( 1 )  shall  be  treated 
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(for  purposes  of  this  subpart)  as  the  taxpayer  with  re¬ 
spect  to  such  investment,  and  such  investment  shall  not 
(by  reason  of  such  apportionment)  lose  its  character  as 
an  investment  in  new  section  38  property  or  used  section 
88  property,  as  the  case  may  be,  and 

“(3)  the  $100,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)  (2)  ap¬ 
plicable  to  such  estate  or  trust  shall  be  reduced  to  an 
amount  which  bears  the  same  ratio  to  $100,000  as  the 
amount  of  the  qualified  investment  allocated  to  the 
estate  or  trust  under  paragraph  ( 1 )  bears  to  the  entire 
amount  of  the  qualified  investment. 

“  (g)  Cross  Reference.— 

“For  application  of  this  subpart  to  certain  acquiring 
corporations,  see  section  381(c)  (23).” 

(c)  Certain  Corporate  Acquisitions. — Section 
381  (c)  (relating  to  items  taken  into  account  in  certain 
corporate  acquisitions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

“(23)  Credit  under  section  38  for  invest¬ 
ment  IN  CERTAIN  DEPRECIABLE  PROPERTY. — The  ac¬ 
quiring  corporation  shall  take  into  account  (to  the  ex¬ 
tent  proper  to  carry  out  the  purposes  of  this  section  and 
section  38,  and  under  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  the  items  re- 
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quired  to  be  taken  into  account  for  purposes  of  section 
38  in  respect  of  the  distributor  or  transferor  corpora¬ 
tion.” 

(d)  Clerical  Amendment.— Part  IV  of  subchapter 
A  of  chapter  1  is  amended  by  inserting  after  the  heading 
and  before  the  table  of  sections  the  following : 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in 
certain  depreciable  property. 

“Subpart  A — Credits  Allowable” 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
December  31,  1961. 

SEC.  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGIS¬ 
LATION. 

(a)  In  General. — Section  162  (relating  to  trade  or 
business  expenses)  is  amended  by  redesignating  subsection 
(e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 
the  following  new  subsection : 

“(e)  Appearances,  etc.,  With  Respect  to  Legis¬ 
lation. — 

“  ( 1 )  In  general. — The  deduction  allowed  by 
subsection  (a)  shall  include  all  the  ordinary  and  neces¬ 
sary  expenses  (including,  but  not  limited  to,  traveling 
expenses  described  in  subsection  (a)  (2)  and  the  cost 
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of  preparing  testimony)  paid  or  incurred  during  the  tax¬ 
able  year  in  carrying  on  any  trade  or  business — 

“(A)  in  direct  connection  with  appearances 
before,  submission  of  statements  to,  or  sending  com¬ 
munications  to,  the  committees,  or  individual  mem¬ 
bers,  of  Congress  or  of  any  legislative  body  of  a 
State,  a  possession  of  the  United  States,  or  a  politi¬ 
cal  subdivision  of  any  of  the  foregoing  with  respect 
to  legislation  or  proposed  legislation  of  direct  inter¬ 
est  to  the  taxpayer,  or 

“(B)  in  direct  connection  with  communication 
of  information  between  the  taxpayer  and  an  organ¬ 
ization  of  which  he  is  a  member  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest 
to  the  taxpayer  and  to  such  organization, 
and  that  portion  of  the  dues  so  paid  or  incurred  with 
respect  to  any  organization  of  which  the  taxpayer  is  a 
member  which  is  attributable  to  the  expenses  of  the 
activities  described  in  subparagraphs  (A)  and  (B) 
carried  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph 
( 1 )  shall  not  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  con¬ 
tribution,  gift,  or  otherwise )  — 

“(A)  for  participation  in,  or  intervention  in, 
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any  political  campaign  on  behalf  of  any  candidate 
for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  in¬ 
fluence  the  general  public,  or  segments  thereof,  with 
respect  to  legislative  matters,  elections,  or  referen- 
dums.” 

(b)  Effective  Date.— The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 

SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

(a)  Denial  of  Deduction. — 

(1)  Part  IX  of  subchapter  B  of  chapter  1  (relating 
to  items  not  deductible  in  computing  taxable  income)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

“  (a)  Entertainment,  Amusement,  or  Recrea¬ 
tion. — 

“  (1)  In  general. — Xo  deduction  otherwise  allow¬ 
able  under  this  chapter  shall  be  allowed  for  any  item — 
“(A)  Activity. — With  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  consti¬ 
tute  entertainment,  amusement,  or  recreation,  unless 
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the  taxpayer  establishes  that  the  item  was  directly 
related  to  the  active  conduct  of  the  taxpayer’s  trade 
or  business,  or 

“(B)  Facility. — With  respect  to  a  facility 
used  in  connection  with  an  activity  referred  to  in 
subparagraph  (A),  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business  and  that  the 
item  was  directly  related  to  the  active  conduct  of 
such  trade  or  business, 

and  such  deduction  shall  in  no  event  exceed  the  portion 
of  such  item  directly  related  to  the  active  conduct  of  the 
taxpayer’s  trade  or  business. 

“(2)  Special  rules. — For  purposes  of  applying 
paragraph  (1)  — 

“  ( A)  Dues  or  fees  to  any  social,  athletic,  or 
sporting  club  or  organization  shall  be  treated  as 
items  with  respect  to  facilities. 

“(B)  An  activity  described  in  section  212 
shall  be  treated  as  a  trade  or  business. 

“(b)  Gifts.— 

“  (1)  Limitation. — No  deduction  shall  be  allowed 
under  section  162  or  section  212  for  any  expense  for 
gifts  made  directly  or  indirectly  to  any  individual  to  the 
extent  that  such  expense,  when  added  to  prior  expenses 
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of  the  taxpayer  for  gifts  made  to  such  individual  during 
the  same  taxable  year,  exceeds  $25.  For  purposes  of 
this  section,  the  term  ‘gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102 
which  is  not  excludable  from  his  gross  income  under  any 
other  provision  of  this  chapter. 

“(2)  Special  rules. — 

“  (A)  In  the  case  of  a  gift  by  a  partnership,  the 
limitation  contained  in  paragraph  (1)  shall  apply 
to  the  partnership  as  well  as  to  each  member  thereof. 

“(B)  For  purposes  of  paragraph  (1)  ,  a  hus¬ 
band  and  wife  shall  be  treated  as  one  taxpayer. 

“  (c)  Substantiation  Required.— No  deduction  shall 
be  allowed — 

“(1)  under  section  162  or  212  for  any  traveling 
expense  (including  meals  and  lodging  while  away  from 
home) , 

“  (2)  for  any  item  with  respect  to  an  activity  which 
is  of  a  type  generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation,  or  with  respect  to  a 
facility  used  in  connection  with  such  an  activity,  or 
“  (3 )  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by 
sufficient  evidence  corroborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B)  the  time  and 
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place  of  the  travel,  entertainment,  amusement,  recreation,  or 
use  of  the  facility,  or  the  date  and  description  of  the  gift,  (0) 
the  business  purpose  of  the  expense  or  other  item,  and  (D) 
the  business  relationship  to  the  taxpayer  of  persons  enter¬ 
tained,  using  the  facility,  or  receiving  the  gift.  The  Secre¬ 
tary  or  his  delegate  may  by  regulations  provide  that  some 
or  all  of  the  requirements  of  the  preceding  sentence  shall  not 
apply  in  the  case  of  an  expense  which  does  not  exceed  an 
amount  prescribed  pursuant  to  such  regulations. 

“(d)  Specific  Exceptions  to  Application  of  Sub¬ 
section  (a) . — Subsection  (a)  shall  not  apply  to — 

“(i)  Business  meals. — Expenses  for  food  and 
beverages  furnished  to  any  individual  under  circum¬ 
stances  which  (taking  into  account  the  surroundings  in 
which  furnished,  the  taxpayer’s  trade,  business,  or  in¬ 
come-producing  activity  and  the  relationship  to  such 
trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  are  furnished )  are  of  a  type  generally 
considered  to  be  conducive  to  a  business  discussion. 

“(2)  Food  and  beveeages  foe  employees. — 
Expenses  for  food  and  beverages  (and  facilities  used 
in  connection  therewith )  furnished  on  the  business  prem¬ 
ises  of  the  taxpayer  primarily  for  his  employees. 

“(3)  Expenses  teeated  as  compensation.— 
Expenses  for  goods,  services,  and  facilities,  to  the  ex- 
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tent  that  the  expenses  are  treated  by  the  taxpayer,  with 
respect  to  the  recipient  of  the  entertainment,  amusement, 
or  recreation,  as  compensation  to  an  employee  on  the 
taxpayer’s  return  of  tax  under  this  chapter  and  as  wages 
to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“  (4)  Reimbursed  expenses— Expenses  paid  or 
incurred  by  the  taxpayer,  in  connection  with  the  per¬ 
formance  by  him  of  services  for  another  person 
(whether  or  not  such  other  person  is  his  employer) , 
under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  para¬ 
graph  shall  apply — 

“(A)  where  the  services  are  performed  for 
an  employer,  only  if  the  employer  has  not  treated 
such  expenses  in  the  manner  provided  in  paragraph 
(3),  or 

“(B)  where  the  services  are  performed  for  a 
person  other  than  an  employer,  only  if  the  tax¬ 
payer  accounts  (to  the  extent  provided  by  sub¬ 
section  (c)  )  to  such  person. 

“(5)  Recreational,  etc.,  expenses  for  em¬ 
ployees. — Expenses  for  recreational,  social,  or  similar 
activities  (including  facilities  therefor)  primarily  for 
the  benefit  of  employees  (other  than  employees  who 
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are  officers,  shareholders  or  other  owners,  or  highly 
compensated  employees) .  For  purposes  of  this  para¬ 
graph,  an  individual  owning  less  than  a  10-percent  in¬ 
terest  in  the  taxpayer's  trade  or  business  shall  not  bo 
considered  a  shareholder  or  other  owner,  and  for  such 
purposes  an  individual  shall  be  treated  as  owning  any 
interest  owned  by  a  member  of  bis  family  (within  the 
meaning  of  section  267(c)  (4)). 

“(6)  Employee  and  stockholder  business 
meetings.-  Expenses  directly  related  to  business  meet¬ 
ings  of  employees  or  stockholders. 

“(7)  Meetings  of  business  leagues,  etc. — 
Expenses  directly  related  and  necessary  to  attendance  at 
a.  business  meeting  or  convention  of  any  organization 
described  in  section  501  (c)  (6)  (relating  to  business 
leagues,  chambers  of  commerce,  real  estate  boards,  and 
boards  of  trade)  and  exempt  from  taxation  under  section 
501 (a). 

“  (8)  Items  available  to  public. — Expenses  for 
goods,  services,  and  facilities  made  available  by  the  tax¬ 
payer  to  the  general  public. 

“  (9)  Entertainment  sold  to  customers. — Ex¬ 
penses  for  goods  or  services  (including  the  use  of  facili¬ 
ties)  which  are  sold  by  the  taxpayer  in  a  bona  fide 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 


33 


transaction  for  an  adequate  and  full  consideration  in 
money  or  money’s  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  sub¬ 
section  (a)  shall  be  treated  as  an  expense. 

“(e)  Interest,  Taxes,  Casualty  Losses,  etc. — 
This  section  shall  not  apply  to  any  deduction  allowable  to 
the  taxpayer  without  regard  to  its  connection  with  his  trade 
or  business  (or  with  his  income-producing  activity) .  In  the 
case  of  a  taxpayer  which  is  not  an  individual,  the  preceding 
sentence  shall  be  applied  as  if  it  were  an  individual. 

“(f)  Treatment  of  Entertainment,  etc.,  Type 
Facility. — For  purposes  of  this  chapter,  if  deductions  are 
disallowed  under  subsection  (a)  with  respect  to  any  portion 
of  a  facility,  such  portion  shall  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes  (and  not  as 
an  asset  used  in  the  trade  or  business) . 

“  (g)  Regulatory  Authority— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section,  includ¬ 
ing  regulations  prescribing  whether  subsection  (a)  or  sub¬ 
section  (b)  applies  in  cases  where  both  such  subsections 
would  otherwise  apply.” 
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(2)  The  table  of  sections  for  such  part  IX  is  amended 

by  adding  at  the  end  thereof  the  following: 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses.” 

(b)  Traveling  Expenses— Section  162  (a)  (2)  (re¬ 
lating  to  traveling  expenses)  is  amended  by  striking  out 
“  (including  the  entire  amount  expended  for  meals  and  lodg¬ 
ing)  ”  and  inserting  in  lieu  thereof  “  (including  a  reasonable 
allowance  for  amounts  expended  for  meals  and  lodging) 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
June  30,  1962,  but  only  in  respect  of  periods  after  such 
date. 

SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 
FOREIGN  CORPORATIONS  DISTRIBUTE  PROP¬ 
ERTY  IN  KIND. 

(a)  Amount  Distributed— Section  301(b)(1) 
(relating  to  amount  distributed  to  corporate  distributees)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

“(C)  Certain  corporate  distributees  of 
foreign  corporation. — Notwithstanding  subpara¬ 
graph  (B) ,  if  the  shareholder  is  a  corporation  and 
the  distributing  corporation  is  a  foreign  corporation, 
the  amount  taken  into  account  with  respect  to 
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property  (other  than  money)  shall  be  the  fan- 
market  value  of  such  property;  except  that  if  any 
deduction  is  allowable  under  section  245  with  respect 
to  such  distribution,  then  the  amount  taken  into 
account  shall  be  the  sum  (determined  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
of — 

“  (i)  the  proportion  of  the  adjusted  basis 
of  such  property  (or,  if  lower,  its  fair  market 
value)  properly  attributable  to  gross  income 
from  sources  within  the  United  States,  and 
“  (ii)  the  proportion  of  the  fair  market 
value  of  such  property  properly  attributable  to 
gross  income  from  sources  without  the  United 
States.” 

(b)  Basis. — Section  301  (d)  (relating  to  basis  of  prop¬ 
erty)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“  (3)  Certain  corporate  distributees  op  for¬ 
eign  corporation. — In  the  case  of  property  described 
in  subparagraph  (C)  of  subsection  (b)  (1),  the  basis 
shall  be  determined  by  substituting  the  amount  deter¬ 
mined  under  such  subparagraph  (C)  for  the  amount 
described  in  paragraph  (2)  of  this  subsection.” 
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(c)  Dividends  Received  From  Certain  Foreign 
Corporations. — 

(1)  Section  245  (relating  to  dividends  received 
from  certain  foreign  corporations)  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  subsection: 

“  (b)  Property  Distributions. — For  purposes  of  sub¬ 
section  (a) ,  the  amount  of  any  distribution  of  property  other 
than  money  shall  be  the  amount  determined  by  applying 
section  301  (b)  (1)  (B) 

(2)  Section  245  is  amended  by  striking  out  “In 
the  case  of”  and  inserting  in  lieu  thereof  “  (a)  General 
Rule. — In  the  case  of”. 

(d)  Credit  for  Foreign  Taxes. — Section  902  (a) 
(relating  to  credit  for  foreign  taxes)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “For  pur¬ 
poses  of  this  subsection  and  subsection  (b) ,  the  amount  of 
any  distribution  in  property  other  than- money  shall  be  the 
amount  determined  by  applying  section  301  (b)  (1)  (B) .” 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  distributions  made  after  December  31, 
1962. 

SEC.  6.  AMENDMENT  OF  SECTION  482. 

(a)  In  General. — Section  482  (relating  to  allocation 
of  income  and  deductions  among  taxpayers)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 
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“(b)  Sales  and  Purchases  Within  a  Related 
Group  Which  Includes  a  Foreign  Organization. — 
“(1)  In  general. — In  applying  subsection  (a) 
to  sales  of  tangible  property  within  a  group  of  organiza¬ 
tions — 

“  (A)  owned  or  controlled  directly  or  indi¬ 
rectly  by  the  same  interests,  and 

“(B)  at  least  one  of  which  is  a  domestic  or¬ 
ganization  and  at  least  one  of  which  is  a  foreign 
organization, 

the  Secretary  or  his  delegate  may  allocate  the  taxable 
income  of  the  group  arising  from  such  sales  in  the 
manner  set  forth  in  paragraph  (2).  This  subsection 
shall  not  apply  with  respect  to  any  sale  of  tangible 
property  for  which  the  taxpayer  can  establish  an  arm’s 
length  price  (within  the  meaning  of  paragraph  (4) ) . 
“(2)  Methods  of  allocation. — 

“(A)  Consideration  of  certain  fac¬ 
tors. — Except  as  provided  in  subparagraph  (B), 
the  allocation  referred  to  in  paragraph  (1)  shall  be 
made  by  the  Secretary  or  his  delegate  by  taking  into 
consideration  that  portion  of  the  following  factors 
which  is  attributable  to  the  United  States  and  that 
portion  thereof  which  is  not  attributable  to  the 


United  States — 
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“  (i)  assets  of  the  group,  to  the  extent  used 
in  the  production,  distribution,  and  sale  of  the 
property, 

“  (ii)  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the  pro¬ 
duction,  distribution,  and  sale  of  the  property, 
and 

“  (iii)  advertising,  selling,  and  sales  promo¬ 
tion  expenses  (including  technical  and  servic¬ 
ing  expenses) ,  to  the  extent  attributable  to 
the  property. 

Such  method  of  allocation  may  also  give  considera¬ 
tion  to  other  factors,  including  the  special  risks  (if 
any)  of  the  market  in  which  the  property  is  sold. 

“(B)  Alternative  methods. — If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  an  alternative  method  of  alloca¬ 
tion  clearly  reflects  the  income  of  each  member  of 
the  group  with  respect  to  the  property  referred  to  in 
paragraph  ( 1 ) ,  such  alternative  method  shall  he 
used  (in  lieu  of  the  method  provided  in  subpara¬ 
graph  (A)). 

“  ( 3 )  Special  rules. — In  applying  the  method 
of  allocation  referred  to  in  paragraph  (2)  (A),  the 
following  rules  shall  be  applied : 
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“  (A)  Adjusted  basis  of  assets —The 
values  to  be  assigned  to  the  assets  referred  to  in 
paragraph  (2)  (A)  (i)  is  their  adjusted  basis  in  the 
hands  of  the  taxpayer  or,  if  such  basis  is  not  avail¬ 
able  in  the  case  of  a  foreign  organization,  then  their 
book  values,  adjusted  to  approximate  their  adjusted 
basis. 

"(B)  Includible  assets. — The  assets  re¬ 
ferred  to  in  paragraph  (2)  (A)  (i)  include  real 
property  and  tangible  personal  property  (whether 
owned  or  leased  by  a  member  of  the  group) ,  but  do 
not  include  inventory  and  stock  in  trade. 

“  (4)  Arm’s  length  price  defined. — For  pur« 
poses  of  this  subsection,  the  term  ‘arm’s  length  price’ 
means — 

“  (A)  the  price  at  which  tangible  property  sim« 
ilar  or  comparable  to  the  property  referred  to  in 
paragraph  ( 1 )  generally  is  or  can  be  sold  in  trans¬ 
actions  in  the  same  areas  involving  unrelated  per¬ 
sons  and  made  under  similar  conditions  of  sale;  and 

“(B)  if  subparagraph  (A)  does  not  apply,  the 
price  at  which  tangible  property  similar  or  com¬ 
parable  to  the  property  referred  to  in  paragraph 
(1)  is  sold  in  the  same  or  other  areas  under  similar 
circumstances  and  in  transactions  involving  unrf 
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lated  persons,  with  adjustment  for  material  differ¬ 
ences  in  quantity,  marketing  conditions  (including 
customs  duties  and  transportation  costs) ,  and  other 
relevant  factors. 

Subparagraph  (B)  shall  apply  only  if  the  adjustment 
referred  to  therein  is  properly  determinable. 

“  (5)  Sales  commissions. — The  Secretary  or  his 
delegate  shall  by  regulation  prescribe  rules  for  the  allo¬ 
cation  of  commissions  arising  from  sales  of  tangible 
property  within  a  group  of  organizations  described  in 
paragraph  ( 1 ) .  Such  rules  shall  be  consistent  with  the 
principles  specified  in  the  other  paragraphs  of  this 
subsection. 

“(6)  Grossly  inadequate  assets,  etc.,  out¬ 
side  united  states. — In  allocating  taxable  income 
under  this  subsection,  no  amount  shall  be  allocated  to  a 
foreign  organization  whose  assets,  personnel,  and  office 
and  other  facilities  which  are  not  attributable  to  the 
United  States  are  grossly  inadequate  for  its  activities 
outside  the  United  States. 

“(7)  Information  necessary  for  considera¬ 
tion  of  factors. — In  the  case  of  any  transaction  to 
which  paragraph  (2)  (A)  applies,  if — 

“(A)  the  information  submitted  with  respect 
to  the  group  of  organizations  is  insufficient  for  the 
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proper  application  of  the  method  of  allocation  set 
forth  in  the  first  sentence  of  such  paragraph,  and 
“(B)  upon  request  of  the  Secretary  or  his 
delegate,  such  group  fails  to  lumish  such  additional 
information  with  respect  to  such  transaction  as  may 
be  reasonably  supplied, 

the  Secretary  or  his  delegate  may  estimate  the  taxable 
income  arising  from  such  transaction  and  may  allocate 
such  taxable  income  among  the  members  of  the  group 
or  to  any  single  member  thereof. 

“(8)  Treatment  of  foreign  taxes. — 

“(A)  For  purposes  of  this  subsection,  taxable 
income  shall  be  determined  without  regard  to  any 
income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the 
United  States. 

“(B)  Where  the  application  of  this  subsection 
results  in  a  decrease  in  the  taxable  income  of  any 
foreign  organization  and  an  increase  in  the  taxable 
income  of  any  domestic  organization,  then  any  of 
the  taxes  referred  to  in  subparagraph  (A)  paid  by 
such  foreign  organization  and  attributable  to  the 
taxable  income  so  transferred  shall  be  treated  for 
purposes  of  this  chapter — 
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“  (i)  as  paid  by  such  domestic  organiza¬ 
tion,  and 

r 

“  (ii)  as  not  paid  by  such  foreign  organi¬ 
zation.” 

(b)  Clerical  Amendment. — Section  482  is  amended 
by  striking  out  “In  any  case  of  two  or  more  organizations” 
and  inserting  in  lieu  thereof  the  following: 

“(a)  General  Rule. — In  the  case  of  two  or  more 
organizations”. 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  7.  DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLD¬ 
ING  COMPANY  INCOME. 

(a)  Definition  of  Foreign  Personal  Holding 
Company. — So  much  of  subsection  (a)  of  section  522  (re¬ 
lating  to  definition  of  foreign  personal  bolding  company)  as 
precedes  paragraph  (2)  is  amended  to  read  as  follows: 

“(a)  General  Rule. — For  purposes  of  this  subtitle, 
the  term  ‘foreign  personal  holding  company’  for  a  taxable 
year  beginning  after  December  31,  1962,  means  any  for¬ 
eign  corporation  if — 

“  ( 1 )  Gross  income  requirement.— At  least  20 
percent  of  its  gross  income  (as  defined  in  section  555 
(a)  )  for  the  taxable  year  is  foreign  personal  bolding 
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company  income  (as  defined  in  section  553).  For 
purposes  of  this  paragraph,  there  shall  be  included  in 

the  gross  income  the  amount  includible  therein  as  a 

* 

dividend  by  reason  of  the  application  of  section  555  (c) 
(2)  ;  and”. 

(b)  Amount  of  Undistributed  Income— Subsec¬ 
tion  (a)  of  section  556  (relating  to  undistributed  foreign 
personal  holding  company  income)  is  amended  to  read  as 
follows : 

“  (a)  Definition. — For  purposes  of  this  part — 

“  ( 1 )  If  the  foreign  personal  holding  company  in¬ 
come  of  a  foreign  personal  holding  company  exceeds 
<80  percent  of  its  gross  income,  the  ‘undistributed  for¬ 
eign  personal  holding  company  income’  of  such  com¬ 
pany  is  its  taxable  income  adjusted  in  the  manner 
provided  in  subsection  (b),  minus  the  dividends  paid 
deduction  (as  defined  in  section  561 ) . 

“(2)  If  the  foreign  personal  holding  company 
income  of  a  foreign  personal  holding  company  does  not 
exceed  80  percent  of  its  gross  income,  the  ‘undistributed 
foreign  personal  holding  company  income’  of  such  com¬ 
pany  is  that  amount  which  bears  the  same  ratio  to — 
“(A)  its  taxable  income  adjusted  in  the  man¬ 
ner  provided  in  subsection  (b) ,  minus  the  dividends 
paid  deduction  (as  defined  in  section  561),  as 
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"(B)  its  foreign  personal  holding  company  in¬ 
come  bears  to  its  gross  income.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  in  respect  of  taxable  years  of 
foreign  corporations  beginning  after  December  31,  1962. 
SEC.  8.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  Reserves  foe  Losses  on  Loans. — Section  593 
is  amended  to  read  as  follows : 

“SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

“  (a)  Organizations  to  Which  Section  Applies. — 
This  section  shall  apply  to  any  mutual  savings  bank  not 
having  capital  stock  represented  by  shares,  domestic  building 
and  loan  association,  or  cooperative  bank  without  capital 
stock  organized  and  operated  for  mutual  purposes  and  with¬ 
out  profit. 

“(b)  Addition  to  Reserves  for  Bad  Debts. — 
“(1)  In  general. — For  purposes  of  section  166 
(c) ,  the  reasonable  addition  for  the  taxable  year  to  the 
reserve  for  bad  debts  of  any  taxpayer  described  in  sub¬ 
section  (a)  shall  be  an  amount  equal  to  the  sum  of — 
“  (A)  the  amount  determined  under  section 
166(c)  to  be  a  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus 

“(B)  the  amount  determined  by  the  taxpayer 
to  be  a  reasonable  addition  to  the  reserve  for  losses 
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on  qualifying  real  property  loans,  but  such  amount 
shall  not  exceed  the  amount  determined  under  para¬ 
graph  (2),  (3),  or  (4),  whichever  amount  is  the 
largest. 

“(2)  60  PERCENT  OF  TAXABLE  INCOME  METH¬ 
OD.  The  amount  determined  under  this  paragraph  for 
the  taxable  year  shall  be  the  excess  of — 

“(A)  an  amount  equal  to  60  percent  of  the 
taxable  income  for  such  year,  over 

“(B)  the  amount  referred  to  in  paragraph 
(1)  (A)  for  such  year. 

For  purposes  of  this  paragraph,  taxable  income  shall 
be  computed  (i)  by  excluding  from  gross  income  any 
amount  included  therein  by  reason  of  subsection  (f) , 
and  (ii)  without  regard  to  any  deduction  allowable 
for  any  addition  to  the  reserve  for  bad  debts. 

“(3)  3  PERCENT  OF  REAL  PROPERTY  LOANS 
method. — The  amount  determined  under  this  para¬ 
graph  for  the  taxable  year  shall  be  an  amount  equal  to 
the  amount  necessary  to  increase  the  balance  (as  of  the 
close  of  the  taxable  year)  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  3  percent  of  such 
loans  outstanding  at  such  time. 

“  (4)  Experience  method. — The  amount  deter¬ 
mined  under  this  paragraph  for  the  taxable  year  shall 
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be  an  amount  equal  to  the  amount  determined  under 
section  166  (c)  (without  regard  to  this  subsection)  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans. 

“(c)  Treatment  of  Beserves  for  Bad  Debts. — 
“(1)  Establishment  of  reserves— Each  tax¬ 
payer  described  in  subsection  (a)  which  uses  the  reserve 
method  of  accounting  for  bad  debts  shall  establish  and 
maintain  a  reserve  for  losses  on  qualifying  real  property 
loans,  a  reserve  for  losses  on  nonqualifying  loans,  and  a 
supplemental  reserve  for  losses  on  loans.  Eor  purposes 
of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any 
addition  to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-1963  reserves. — For 
purposes  of  this  section,  the  pre-1963  reserves  shall,  as 
of  the  close  of  December  31,  1962,  be  allocated  to,  and 
constitute  the  opening  balance  of — 

“  (A)  the  reserve  for  losses  on  nonqualifying 
loans, 

“(B)  the  reserve  for  losses  on  qualifying  real 
property  loans,  and 

“(C)  the  supplemental  reserve  for  losses  on 
loans. 
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“(3)  Method  of  allocation.— The  allocation 
provided  by  paragraph  (2)  shall  be  made— 

“  (A)  first,  to  the  reserve  described  in  para¬ 
graph  (2)  (A),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  he  a 
reasonable  addition  under  section  166  (c)  for  a 
period  in  which  the  nonqualifying  loans  increased 
from  zero  to  the  amount  thereof  outstanding  at  the 
close  of  December  31,  1962; 

“  (B)  second,  to  the  reserve  described  in  para¬ 
graph  (2)  (B),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  deter¬ 
mined  under  paragraph  (3)  or  (4)  of  subsection 
(b)  (whichever  such  amount  is  the  larger)  for  a 
period  in  which  the  qualifying  real  property  loans 
increased  from  zero  to  the  amount  thereof  outstand¬ 
ing  at  the  close  of  December  31,  1962;  and 

“  (0)  then  to  the  supplemental  reserve  for 
losses  on  loans. 

“  (4)  Pre-1963  reserves  defined. — For  purposes 
of  this  subsection,  the  term  ‘pre-1963  reserves’  means 
the  net  amount,  determined  as  of  the  close  of  December 
31,  1962  ( after  applying  subsection  (d)  (1)  ),  accumu¬ 
lated  in  the  reserve  for  bad  debts  pursuant  to  section 
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166(c)  (or  the  corresponding  provisions  of  prior  reve¬ 
nue  laws)  for  taxable  years  beginning  after  December 
31,  1951. 

“(5)  Charging  of  bad  debts  to  reserves. — 
Any  debt  becoming  worthless  or  partially  worthless 
in  respect  of  a  qualifying  real  property  loan  shall  be 
charged  to  the  reserve  for  losses  on  such  loans,  and  any 
debt  becoming  worthless  or  partially  worthless  in  re¬ 
spect  of  a  nonqualifying  loan  shall  be  charged  to  the 
reserve  for  losses  on  nonqualifying  loans;  except  that 
any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

“(d)  Taxable  Years  Beginning  in  1962  and  End¬ 
ing  in  1963. — In  the  case  of  a  taxable  year  beginning  before 
January  1,  1963,  and  ending  after  December  31,  1962,  of 
a  taxpayer  described  in  subsection  (a)  which  uses  the 
reserve  method  of  accounting  for  bad  debts,  the  taxable  in¬ 
come  shall  be  the  sum  of — 

“(1)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  before  January 
1,  1963,  reduced  by  the  amount  of  the  deduction  for  an 
addition  to  a  reserve  for  bad  debts  which  would  be  allow¬ 
able  under  section  166  (c)  (without  regard  to  the 
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amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year,  plus 
“(2)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  after  December 
31,  1962,  reduced  by  the  amount  of  the  deduction  for 
an  addition  to  a  reserve  for  bad  debts  which  would  be 
allowed  under  section  166  (c)  (taking  into  account  the 
amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year. 
For  purposes  of  the  preceding  sentence,  the  taxable  income 
shall  be  determined  without  regard  to  any  deduction  under 
section  166(c),  and  the  portion  thereof  allocable  to  each 
part  year  shall  bo  determined  on  the  basis  of  the  ratio  which 
the  number  of  days  in  such  part  year  bears  to  the  number 
of  days  in  the  entire  taxable  year. 

“(e)  Loans  Defined. — For  purposes  of  this  section — 
“(1)  Qualifying  real  property  loans— The 
term  ‘qualifying  real  property  loan’  means  any  loan  of 
the  taxpayer  secured  by  an  interest  in  improved  real 
property,  but  such  term  does  not  include — 

“  (A)  any  loan  evidenced  by  a  security  (as  de¬ 
fined  in  section  165(g)  (2)  (C)  )  ; 

“(B)  any  loan,  whether  or  not  evidenced  by  a 
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security  (as  defined  in  section  165'(g)  (2)  (0)), 
the  primary  obligor  on  which  is — 

“  (i)  a  government  or  political  subdivision 
or  instrumentality  thereof; 

“  (ii)  a  bank  (as  defined  in  section  581)  ; 
or 

“  (iii)  another  member  of  the  same  affil¬ 
iated  group; 

“(0)  any  loan,  to  the  extent  secured  by  a 
deposit  in  or  share  of  the  taxpayer;  or 

“(D)  any  loan  which,  within  a  60-day  period 
beginning  in  one  taxable  year  of  the  creditor  and 
ending  in  its  next  taxable  year,  is  made  or  acquired 
and  then  repaid  or  disposed  of,  unless  the  trans¬ 
actions  by  which  such  loan  was  made  or  acquired 
and  then  repaid  or  disposed  of  are  established  to  be 
for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii),  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a)  ;  except  that  (i)  the  phrase  ‘more 
than  50  percent’  shall  be  substituted  for  the  phrase  ‘at 
least  80  percent’  each  place  it  appears  in  section  1504 
(a),  and  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion  under 
section  1504  (b) ) . 
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“(2)  Nonqualifying  loans. — The  term  ‘non¬ 
qualifying  loan’  means  any  loan  of  the  taxpayer  which 
is  not  a  qualifying  real  property  loan. 

“(3)  Loan. — The  term  ‘loan’  means  debt,  as  the 
term  ‘debt’  is  used  in  section  166. 

“(f)  Distributions  to  Shareholders. — 

“(1)  In  general. — For  purposes  of  this  chapter, 
any  distribution  of  property  (as  defined  in  section  317 
(a)  )  by  a  domestic  building  and  loan  association  to  a 
shareholder  with  respect  to  its  stock,  if  such  distribution 
is  not  allowable  as  a  deduction  under  section  591,  shall 
be  treated  as  made — 

“  (A)  first  out  of  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans  to  the  extent  additions  to 
such  reserve  exceed  the  additions  which  would  have 
been  allowed  under  subsection  (b)  (4), 

“(B)  then  out  of  the  supplemental  reserve  for 
losses  on  loans,  to  the  extent  thereof, 

“(C)  then  out  of  its  earnings  and  profits  ac¬ 
cumulated  in  taxable  years  beginning  after  Decem¬ 
ber  31,  1951,  to  the  extent  thereof,  and 

“  (D)  then  out  of  such  other  accounts  as  may 

be  proper. 

“(2)  Amounts  charged  to  reserve  accounts 
and  included  IN  GROSS  income. — If  any  distribution 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


52 


is  treated  under  paragraph  (1)  as  having  been  made 
out  of  the  reserves  described  in  subparagraphs  (A)  and 
(B)  of  such  paragraph,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced 
by  the  amount  of  tax  imposed  under  this  chapter  and 
attributable  to  the  inclusion  of  such  amount  in  gross 
income,  is  equal  to  the  amount  of  such  distribution;  and 
the  amount  so  charged  against  such  reserve  shall  be 
included  in  gross  income  of  the  taxpayer. 

“(3)  Special  rules. — 

“(A)  For  purposes  of  paragraph  (1)  (A), 
additions  to  the  reserve  for  losses  on  qualifying  real 
property  loans  for  the  taxable  year  in  which  the 
distribution  occurs  shall  be  taken  into  account. 

“(B)  For  purposes  of  computing  under  this 
section  the  amount  of  a  reasonable  addition  to  the 
reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during 
any  year  to  such  reserve  pursuant  to  the  provisions 
of  paragraph  ( 2 )  shall  not  be  taken  into  account. 

“  (0)  For  purposes  of  this  subsection,  the  term 
‘distribution’  includes  any  distribution  in  redemption 
of  stock  or  in  partial  or  complete  liquidation  of  the 
association.” 

(b)  Foreclosure  on  Property  Securing  Loans  — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


53 


Part  II  of  subchapter  H  of  chapter  1  (relating  to  mutual 
savings  banks,  etc.)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“  (a)  Nonrecognition  of  Gain  or  Loss  as  a  Result 
of  Foreclosure. — In  the  case  of  a  creditor  which  is  an 
organization  described  in  section  593  (a) ,  no  gain  or  loss 
shall  be  recognized,  and  no  debt  shall  be  considered  as  be¬ 
coming  worthless  or  partially  worthless,  as  the  result  of  such 
organization  having  bid  in  at  foreclosure,  or  having  otherwise 
reduced  to  ownership  or  possession  by  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of 
any  indebtedness. 

“(b)  Character  of  Property. — For  purposes  of 
sections  166  and  1221,  any  property  acquired  in  a  trans¬ 
action  with  respect  to  which  gain  or  loss  to  an  organization 
was  not  recognized  by  reason  of  subsection  (a)  shall  be 
considered  as  property  having  the  same  characteristics  as 
the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such 
property  shall  be  treated  for  purposes  of  this  chapter  as  a 
payment  on  account  of  such  indebtedness,  and  any  loss  with 
respect  thereto  shall  be  treated  as  a  bad  debt  to  which  the 
provisions  of  section  166  (relating  to  allowance  of  a  deduc¬ 
tion  for  bad  debts)  apply. 
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“  (c)  Basis. — The  basis  of  any  property  to  which  sub¬ 
section  (a)  applies  shall  be  the  basis  of  the  indebtedness  for 
which  such  property  was  security  ( determined  as  of  the  date 
of  the  acquisition  of  such  property) ,  properly  increased  for 
costs  of  acquisition. 

“(d)  Regulatory  Authority. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section.” 

(c)  Definition  of  Domestic  Building  and  Loan 
Association. — Paragraph  (19)  of  section  7701(a)  (def¬ 
inition  of  domestic  building  and  loan  association)  is  amended 
to  read  as  follows: 

“(19)  Domestic  building  and  loan  associa¬ 
tion. — The  term  ‘domestic  building  and  loan  association’ 
means  a  domestic  building  and  loan  association,  a  do¬ 
mestic  savings  and  loan  association,  and  a  Federal  sav¬ 
ings  and  loan  association,  which — 

“(A)  is  an  insured  institution  (within  the 
meaning  of  section  401  (a)  of  the  National  Housing 
Act  (12  U.S.O.,  sec.  1724(a)),  or 

“(B)  is  subject  by  law  to  supervision  and 
examination  by  State  or  Federal  authority  having 
supervision  over  such  associations, 
if  substantially  all  of  its  business  consists  of  accepting 
savings  and  investing  the  proceeds  (i)  in  loans  secured 
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by  an  interest  in  real  property  which  is  (or,  from  the 
proceeds  of  the  loan,  will  become)  residential  real 
property,  and  (ii)  in  other  loans,  to  the  extent  such 
other  loans  would  be  authorized  to  be  made  by  a  Federal 
savings  and  loan  association  under  the  second  para¬ 
graph  of  section  5  (c)  of  the  Home  Owners’  Loan  Act, 
as  amended  (12  U.S.C.,  sec.  1464(c)  ) .” 

(d)  Clerical  Amendments. — The  table  of  sections 
for  part  II  of  subchapter  H  of  chapter  1  is  amended — 

( 1 )  by  striking  out  the  third  item  and  inserting  in 

lieu  thereof  the  following: 

“Sec.  593.  Reserves  for  losses  on  loans.” 

and 

(2)  by  adding  at  the  end  thereof  the  following: 

“Sec.  595.  Foreclosure  on  property  securing  loans.” 

(e)  Repeal  of  Exemption  From  Communica¬ 
tions  and  Transportation  of  Persons  Taxes. — Not¬ 
withstanding  any  other  provision  of  law,  Federal  savings 
and  loan  associations  shall  not  be  exempt  as  such  from  the 
taxes  imposed  by  section  4251  (relating  to  excise  tax  on 
communications)  and  section  4261  (relating  to  excise  tax 
on  transportation  of  persons)  of  the  Internal  Revenue  Code 
of  1954. 

(f)  Effective  Dates. — 

(1)  The  amendment  made  by  subsection  (a)  shall 
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apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section  593  (f)  of  the  Internal  Revenue 
Code  of  1954  shall  apply  to  distributions  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall 
apply  to  transactions  described  in  section  595  (a)  of  the 
Internal  Revenue  Code  of  1954  occurring  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(3)  Subsection  (e)  of  this  section  shall  apply — 

(A)  in  the  case  of  the  tax  imposed  by  section 
4251  of  the  Internal  Revenue  Code  of  1954,  with 
respect  to  amounts  paid  pursuant  to  bills  rendered 
after  June  30,  1962 ;  and 

(B)  in  the  case  of  the  tax  imposed  by  section 
4261  of  such  Code,  with  respect  to  transportation 
beginning  after  June  30,  1962. 

SEC.  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS. 

(а)  Definitions. — 

( 1 )  Income  of  foreign  trust. — Section  643  (a) 

(б)  (relating  to  modifications  taken  into  account  in  com¬ 
puting  distributable  net  income)  is  amended  to  read  as 
follows : 

“  (6)  Income  of  foreign  trust. — In  the  case  of 


a  foreign  trust — 

“(A)  There  shall  be  included  the  amounts  of 
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gross  income  from  sources  without  the  United  States, 
i  educed  by  any  amounts  which  would  be  deductible 
in  respect  of  disbursements  allocable  to  such  income 
but  for  the  provisions  of  section  265(1)  (relating 
to  disallowance  of  certain  deductions) . 

“(B)  Gross  income  from  sources  within  the 
United  States  shall  be  determined  without  regard 
to  section  894  (relating  to  income  exempt  under 
treaty) . 

“(C)  Subsection  (a)  (3)  of  this  section  shall 
not  apply  to  a  foreign  trust  created  by  a  United 
States  person.  In  the  case  of  such  a  trust,  (i)  there 
shall  be  included  gains  from  the  sale  or  exchange 
of  capital  assets,  reduced  by  losses  from  such  sales 
or  exchanges  to  the  extent  such  losses  do  not  exceed 
gains  from  such  sales  or  exchanges,  and  (ii)  the 
deduction  under  section  1202  (relating  to  deduction 
for  excess  of  capital  gains  over  capital  losses)  shall 
not  be  taken  into  account.” 

(2)  Foreign  estates  and  trusts.— Section  643 
(relating  to  definitions)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 

“(d)  Foreign  Trusts  Created  by  United  States 
Persons. — For  purposes  of  this  part,  the  term  ‘foreign  trust 
created  by  a  United  States  person’  means  a  foreign  trust  (as 
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1  defined  in  section  7701  (a)  (31)  )  to  which  money  or  prop- 

2  erty  has  been  transferred  directly  or  indirectly  by  a  United 

3  States  person  (as  defined  in  section  7701  (a)  (30)  ) ,  or  under 

4  the  will  of  a  decedent  who  at  the  date  of  his  death  was  a 

5  United  States  citizen  or  resident.” 

6  (b)  Accumulation  Distributions  of  Foreign 

7  Trusts. — 

8  (1)  Section  665(b)  (relating  to  definitions 

9  applicable  to  subpart  D)  is  amended  by  striking  out 

10  “(b)  Accumulation  Distribution. — For  purposes 

11  of  this  subpart,”  and  inserting  in  lieu  thereof  the  fol- 

12  lowing : 

13  “  (b)  Accumulation  Distributions  of  Trusts 

14  Other  Than  Certain  Foreign  Trusts. — For  purposes  of 

15  this  subpart,  in  the  case  of  a  trust  (other  than  a  foreign  trust 

16  created  by  a  United  States  person) ,”. 

17  (2)  Section  665  is  amended  by  redesignating  sub- 

18  sections  (c)  and  (d)  as  (d)  and  (e),  respectively, 

19  and  by  inserting  after  subsection  (b)  the  following 

20  new  subsection : 

21  “(c)  Accumulation  Distribution  of  Certain 

22  Foreign  Trusts. — For  purposes  of  this  subpart,  in  the  case 

23  of  a  foreign  trust  created  by  a  United  States  person,  the  term 

24  'accumulation  distribution’  for  any  taxable  year  of  the  trust 

25  means  the  amount  by  which  the  amounts  specified  in  para- 
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graph  (2)  of  section  661  (a)  for  such  taxable  year  exceed 
distributable  net  income,  reduced  by  the  amounts  specified 
in  paragraph  (1)  of  section  661  (a) .  For  purposes  of  this 
subsection,  the  amount  specified  in  paragraph  (2)  of  section 
661  (a)  shall  be  determined  without  regard  to  section  666. 
Any  amount  paid  to  a  United  States  person  which  is  from 
a  payor  who  is  not  a  United  States  person  and  which  is 
derived  directly  or  indirectly  from  a  foreign  trust  created  by 
a  United  States  person  shall  be  deemed  in  the  year  of  pay¬ 
ment  to  have  been  directly  paid  by  the  foreign  trust.” 

(c)  Allocation  of  Accumulation  Distributions 
to  Preceding  Years. — Section  666  (a)  (relating  to  ac¬ 
cumulation  distribution  allocated  to  5  preceding  years)  is 
amended — 

(1)  by  striking  out  “  (a)  Amount  Allocated  — 
In  the  case  of  a  trust”  and  inserting  in  lieu  thereof  the 
following : 

“  (a)  Amount  Allocated— In  the  case  of  a  trust 
(other  than  a  foreign  trust  created  by  a  United  States 
person)  ”;  and 

(2)  by  adding  at  the  end  thereof  the  following 
new  sentence: 

“In  the  case  of  a  foreign  trust  created  by  a  United  States 
person,  this  subsection  shall  apply  to  the  preceding  tax¬ 
able  years  of  the  trust  without  regard  to  any  provision  of 
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the  preceding  sentences  which  would  (but  for  this  sentence) 
iimit  its  application  to  the  5  preceding  taxable  years/’ 

(d)  Amounts  Treated  as  Received  in  Prior 
Years. — Section  668  (a)  (relating  to  amounts  treated  as 
received  in  prior  taxable  years)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “Except  as 
provided  in  section  669,  in  the  case  of  a  foreign  trust  created 
by  a  United  States  person  the  preceding  sentence  shall  not 
apply  to  any  beneficiary  who  is  a  United  States  person.” 

(e)  Special  Rules  for  Foreign  Trusts.— Subpart 
I)  of  part  I  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section: 

“SEC.  669.  SPECIAL  RULES  APLICABLE  TO  CERTAIN  FOR¬ 
EIGN  TRUSTS. 

“  (a)  Limitation  on  Tax. — 

( 1 )  General  rule. — At  the  election  ot  a  bene¬ 
ficiary  who  is  a  United  States  person  (as  defined  in 
section  7701  (a)  (30)  )  and  who  satisfies  the  require¬ 
ments  of  subsection  (b) ,  the  tax  attributable  to  the 
amounts  treated  under  section  668  (a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  United 
States  person  on  the  last  day  of  a  preceding  taxable 
year  of  the  trust  shall  not  be  greater  than — 
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“  (A)  the  tax  determined  under  the  next  to  the 
last  sentence  of  section  668  (a) ,  or 

“(B)  the  tax  determined  by  multiplying  by 
the  number  of  preceding  taxable  years  of  the  trust, 
on  the  last  day  of  each  of  which  an  amount  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for  the 
taxable  year  and  each  of  his  2  taxable  years  imme¬ 
diately  preceding  the  year  of  the  accumulation  dis¬ 
tribution  by  adding  to  the  income  of  each  of  such 
years  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section 
668  (a)  by  such  number  of  preceding  taxable  years 
of  the  trust.  The  recomputation  for  the  taxable  year 
shall  be  made  without  regard  to  the  inclusion  in 
income  required  by  section  668  (a)  of  any  amount 
other  than  pursuant  to  this  paragraph, 

“  (2)  Exceptions. — 

“(A)  When  an  accumulation  distribution  is 
deemed  under  section  666(a)  to  have  been  distrib¬ 
uted  on  the  last  day  of  less  than  3  taxable  years 
of  the  trust,  the  taxable  years  of  the  beneficiary  for 
which  a  recomputation  is  made  under  subsection 
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(a)  (1)  (B)  shall  equal  the  number  of  years  to 
which  section  666(a)  applies,  commencing  with 
the  most  recent  taxable  year  of  the  beneficiary. 

“(B)  If  a  beneficiary  was  not  alive  on  the  last 
day  of  each  preceding  taxable  year  of  the  trust 
with  respect  to  which  a  distribution  is  deemed  made 
under  section  666(a),  paragraph  (1)  (A)  of  this 
subsection  shall  not  apply.  In  applying  paragraph 
(1)  (B)  of  this  subsection,  no  recomputation  shall 
be  made  for  a  beneficiary  for  a  taxable  year  for 
which  he  was  not  alive;  if  he  has  no  preceding  tax¬ 
able  year,  the  recomputation  shall  be  made  on  the 
basis  of  his  taxable  year  without  regard  to  the  in¬ 
clusion  in  income  required  by  section  668  (a)  of 
any  amount  other  than  pursuant  to  paragraph 

(1)  (B). 

“(3)  Effect  of  prior  election. — In  comput¬ 
ing  the  limitation  on  tax  under  paragraph  (1)  of  this 
subsection  for  any  beneficiary — 

“(A)  Subsequent  election  under  para¬ 
graph  (i)(A). — If  an  election  has  been  made  under 
paragraph  (1)  (B)  of  this  subsection,  for  purposes 
of  a  subsequent  election  under  paragraph  (1)  (A) 
the  income  of  any  year  with  respect  to  which  an 
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amount  is  deemed  distributed  to  a  beneficiaiy  under 
section  666  (a)  shall  include  amounts  previously 
deemed  distributed  to  such  beneficiary  for  such 
year  as  a  result  of  an  accumulation  distribution  with 
respect  to  which  an  election  under  paragraph  (1) 
<B)  was  made. 

“(B)  Subsequent  election  under  para¬ 
graph  (i)(B). — If  with  respect  to  an  accumulation 
distribution  an  election  has  been  made  under  either 
paragraph  (1)  (A)  or  paragraph  (1)  (B)  of  this 
subsection,  or  the  next  to  the  last  sentence  of  section 
668  (a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)  (B)  the  number  of 
preceding  taxable  years  of  the  trust  with  respect  to 
which  an  amount  is  deemed  distributed  to  a  benefi¬ 
ciary  under  section  666  (a)  shall  be  determined 
without  regard  to  any  such  year  with  respect  to 
which  an  amount  was  previously  deemed  distrib¬ 
uted  to  such  beneficiary. 

“(b)  Information  Requirement. — The  election  of 
a  beneficiaiy  to  apply  the  limitations  on  tax  provided  in  sub¬ 
section  (a)  of  this  section  shall  not  be  effective  unless  the 
beneficiary  at  the  time  of  making  the  election  supplies  such 
information  with  respect  to  the  operation  and  accounts  of  the 
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trust,  for  each  taxable  year  on  the  last  day  of  which  an 
amount  is  deemed  distributed  under  section  666  (a) ,  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe.” 

(f)  Information  Returns  With  Respect  to  For¬ 
eign  Trusts. — Subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section: 

“SEC.  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS 
TO  CERTAIN  FOREIGN  TRUSTS. 

“  (a)  General  Rule. — On  or  before  the  90th  day 
after — 

“(i)  the  creation  of  any  foreign  trust  by  a  United 
States  person,  or 

“(2)  the  transfer  of  any  money  or  property  to  a 
foreign  trust  by  a  United  States  person, 
the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  trans¬ 
feror,  as  the  case  may  be,  shall  make  a  return  in  compliance 
with  the  provisions  of  subsection  (b) . 

“(b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  prescribes  by  regulation 
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as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

“(c)  Cross  References. — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created 
by  a  United  States  person’,  see  section  643(d).” 

(g)  Failure  To  File  Information  Returns.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penalties) 
is  amended  by  adding  at  the  end  thereof  the  following  new 
section  : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS 
WITH  RESPECT  TO  CERTAIN  FOREIGN 
TRUSTS. 

(a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6047  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  shall 
pay  a  penalty  equal  to  5  percent  of  the  amount  transferred 
to  a  trust,  but  not  more  than  $1,000,  unless  it  is  shown  that 
such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply. — 
Subchapter  B  of  chapter  63  (relating  to  deficiency  proce¬ 
dures  for  income,  estate,  and  gift  taxes)  shall  not  apply  in 
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respect  of  the  assessment  or  collection  of  any  penalty 
imposed  by  subsection  (a) .” 

(h)  United  States  Person  Defined. — Section 
7701  (a)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs : 

“(30)  United  States  person— The  term 
‘United  States  person’  means — 

“  (A)  a  citizen  or  resident  of  the  United  States, 
“(B)  a  domestic  partnership, 

“(0)  a  domestic  corporation,  and 
“(D)  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec¬ 
tion  7701(a)  (31) ). 

“(31)  Foreign  estate  or  trust— The  terms 
‘foreign  estate’  and  ‘foreign  trust’  mean  an  estate  or 
trust,  as  the  case  may  be,  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in 
gross  income  under  subtitle  A.” 

(i)  Technical  Amendments. — 

(1)  The  table  of  sections  for  subpart  D  of  sub¬ 
chapter  J  of  chapter  1  (relating  to  treatment  of  excess 
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distributions  by  trusts)  is  amended  by  adding  at  the  end 
thereof 

“Sec.  669.  Special  rules  applicable  to  certain  foreign  trusts.” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  (relating  to  information 
concerning  transactions  with  other  persons)  is  amended 
by  adding  at  the  end  thereof 

“Sec.  6047.  Returns  as  to  creation  of  or  transfers  to  certain 
foreign  trusts.” 

(3)  The  table  of  sections  for  subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended 
by  adding  at  the  end  thereof 

“Sec.  6677.  Failure  to  file  information  returns  with  respect 
to  certain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsections  (f) ,  (g) ,  and  (h)  )  shall 
apply  with  respect  to  distributions  made  in  taxable  years  of 
trusts  beginning  after  the  date  of  the  enactment  of  this  Act. 

SEC.  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN 
LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 
COMPANIES),  ETC. 

(a)  Imposition  of  Tax. — So  much  of  part  II  of  sub¬ 
chapter  L  (relating  to  mutual  insurance  companies,  other 
than  life  or  marine  or  fire  insurance  companies  issuing  per- 
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petual  policies)  of  chapter  1  as  precedes  section  8i22  is 
amended  to  read  as  follows : 

“PART  II— MUTUAL  INSURANCE  COMPANIES 

(OTHER  THAN  LIFE  AND  CERTAIN 
MARINE  INSURANCE  COMPANIES 
AND  OTHER  THAN  FIRE  INSURANCE 
COMPANIES  WHICH  OPERATE  ON 
BASIS  OF  PERPETUAL  POLICIES  OR 
PREMIUM  DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which 
part  II  applies. 

“Sec.  822.  Determination  of  taxable  investment  income. 

“Sec.  823.  Determination  of  statutory  underwriting  income 
or  loss. 

“Sec.  824.  Adjustments  to  provide  protection  against  losses. 
“Sec.  825.  Unused  loss  deduction. 

“Sec.  826.  Election  by  reciprocal. 

“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO 
WHICH  PART  II  APPLIES. 

“  (a)  Imposition  of  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1962, 
on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  life  insurance  com¬ 
pany  and  other  than  a  fire  or  marine  insurance  company 

subject  to  the  tax  imposed  by  section  831) .  Such  tax  shall 

/ 

consist  of — 

“  (1)  Normal  tax. — A  normal  tax  of  25  percent 
of  the  mutual  insurance  company  taxable  income,  or 
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50  percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser;  plus 

“(2)  Surtax. — A  surtax  oft  22  percent  of  the 
mutual  insurance  company  taxable  income  (computed 
without  regard  to  the  deduction  provided  in  section  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 
“  (b)  Mutual  Insurance  Company  Taxable  In¬ 
come  Defined. — For  purposes  of  this  part,  the  term  ‘mutual 
insurance  company  taxable  income’  means,  with  respect  to 
any  taxable  year,  the  amount  by  which — 

“  ( 1 )  the  sum  of — 

“(A)  the  taxable  investment  income  (as  de¬ 
fined  in  section  822  (a)  (1)), 

“(B)  the  statutory  underwriting  income  (as 
defined  in  section  823  (a)  (1)),  and 

“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account,  exceeds 
“  (2)  the  sum  of — 

“  (A)  the  investment  loss  (as  defined  in  sec¬ 
tion  822 (a)  (2)  ) , 

“(B)  the  statutory  underwriting  loss  (as  de¬ 
fined  in  section  823  (a)  (2)  ) ,  and 
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“  (0)  the  unused  loss  deduction  provided  by 
section  825  (a) . 

“(c)  Alternative  Tax  for  Certain  Small  Com¬ 
panies.— 

“ (1)  Imposition  of  tax— In  the  case  of  taxable 
years  beginning  after  December  31,  1962,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
applies  a  tax  (which  shall  be  in  lieu  of  the  tax  imposed 
by  subsection  (a)  )  computed  as  follows: 

“  (A)  Normal  tax. — A  normal  tax  of  25 
percent  of  the  taxable  investment  income,  or  50 
percent  of  the  amount  by  which  such  taxable  in¬ 
come  exceeds  $3,000,  whichever  is  the  lesser;  plus 
“  (B)  Surtax. — A  surtax  of  22  percent  of  the 
taxable  investment  income  (computed  without  re¬ 
gard  to  the  deduction  provided  in  section  242  for 
partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(2)  Gross  amount  received,  over  $75,000 
but  less  than  $125,000. — If  the  gross  amount  re¬ 
ceived  during  the  taxable  year  from  the  items  described 
in  section  822(b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  as¬ 
sessments)  is  over  $75,000  but  less  than  $125,000,  the 
tax  imposed  by  paragraph  (1)  shall  be  reduced  to  an 
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amount  which  bears  the  same  proportion  to  the  amount 
of  the  tax  determined  under  paragraph  (1)  as  the 
excess  over  $75,000  of  such  gross  amount  received  bears 
to  $50,000. 

“(3)  Companies  to  which  subsection  ap¬ 
plies— 

“(A)  In  general. — Except  as  provided  in 
subparagraph  ( B ) ,  this  subsection  shall  apply  to 
every  mutual  insurance  company  (other  than  a  life 
insurance  company  and  other  than  a  fire  or  marine 
insurance  company  subject  to  the  tax  imposed  by 
section  831)  which  received  during  the  taxable  year 
from  the  items  described  in  section  822  (b)  (other 
than  paragraph  (1)  (D)  thereof)  and  premiums 
(including  deposits  and  assessments)  a  gross 
amount  in  excess  of  $75,000  but  not  in  excess  of 
$300,000. 

“(B)  Exceptions. — This  subsection  shall  not 
apply  to  a  mutual  insurance  company  for  the  tax¬ 
able  year  if — 

“  (i)  there  is  in  effect  an  election  by  such 
company  made  under  subsection  (d)  to  be  tax¬ 
able  under  subsection  (a)  ;  or 

“  (ii)  there  is  any  amount  in  the  protection 
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against  loss  account  at  the  beginning  of  the 
taxable  year. 

“(d)  Election  To  Include  Statutory  Under¬ 
writing  Income  or  Loss 

“(1)  In  general. — Any  mutual  insurance  com¬ 
pany  which  is  subject  to  the  tax  imposed  by  subsection 
(c)  may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  subsection  (a) . 

“  (2)  Effect  of  election.— If  an  election  is  made 
under  paragraph  ( 1 ) ,  the  electing  company  shall  be 
subject  to  the  tax  imposed  by  subsection  (a)  (and  shall 
not  be  subject  to  the  tax  imposed  by  subsection  (c)  ) 
for  the  first  taxable  year  for  which  such  election  is  made 
and  for  all  taxable  years  thereafter  unless  the  Secretary 
or  bis  delegate  consents  to  a  revocation  of  such  election. 
“(e)  No  United  States  Insurance  Business  — 
Foreign  mutual  insurance  companies  (other  than  a  life 
insurance  company  and  other  than  a  fire  or  marine  insurance 
company  subject  to  the  tax  imposed  by  section  831)  not 
carrying  on  an  insurance  business  within  the  United  States 
shall  not  be  subject  to  this  part  but  shall  be  taxable  as  other 
foreign  corporations. 
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“(f)  Cross  References.— 

“(1)  For  exemption  from  tax  of  certain  mutual  insur¬ 
ance  companies,  see  section  501(c)  (15). 

“(2)  For  alternative  tax  in  case  of  capital  gains,  see 
section  1201(a).” 

(b)  Taxable  Investment  Income. — 

(1)  In  general. — Section  822  (relating  to  de¬ 
termination  of  mutual  insurance  company  taxable 
income )  is  amended  by  striking  out  the  heading  and  sub¬ 
section  (a)  and  inserting  in  lieu  thereof  the  following: 

“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT 

INCOME. 

“  (a)  Definitions. — For  purposes  of  this  part — 

“  ( 1 )  The  term  ‘taxable  investment  income’  means 
the  gross  investment  income,  minus  the  deductions  pro¬ 
vided  in  subsection  (c) . 

“  (2)  The  term  ‘investment  loss’  means  the  amount 
by  which  the  deductions  provided  in  subsection  (c) 
exceed  the  gross  investment  income.” 

(2)  Conforming  amendments— Subsections  (c) 
and  (e)  of  section  822  are  each  amended  by  striking 
out  “mutual  insurance  company  taxable  income”  each 
place  it  appears  and  inserting  in  lieu  thereof  “taxable 


investment  income”. 
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(3)  Dividends  received  deduction. — Section 
822  (c)  (7)  (relating  to  special  deductions)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence : 
“In  applying  section  246(b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
for  purposes  of  this  paragraph,  the  reference  in  such 
section  to  ‘taxable  income’  shall  be  treated  as  a  reference 
to  ‘taxable  investment  income’.” 

(4)  Redesignation  of  section  82  3. — Part  II  of 
subchapter  L  of  chapter  1  is  amended  by  striking  out 

“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

and  inserting  in  lieu  thereof  (at  the  end  of  section  822) 
the  following: 

“(f)  Definitions.— For  purposes  of  this  part—”, 
(c)  Statutory  Underwriting  Income  or  Loss- 
Part  II  of  subchapter  L  of  chapter  1  is  amended  by  adding 
after  section  822  (f)  (as  redesignated  by  subsection  (b)  (4) 
of  this  section)  the  following  new  sections: 

“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRIT¬ 
ING  INCOME  OR  LOSS. 

“  (a)  In  General. — For  purposes  of  this  part — 

“  ( 1 )  The  term  ‘statutory  underwriting  income’ 
means  the  amount  by  which — 

“(A)  the  gross  income  which  would  be  taken 
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into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  gross  in¬ 
vestment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which 
would  be  taken  into  account  in  computing  taxable 
income  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822  (c) ,  plus  (ii)  the  deductions 
provided  in  subsection  (c)  and  section  824  (a) . 
“(2)  The  term  ‘statutory  underwriting  loss’  means 
the  excess  of  the  amount  referred  to  in  paragraph 
(1)  (B)  over  the  amount  referred  to  in  paragraph 
(1)  (A) . 

“(b)  Modifications. — In  applying  subsection  (a)  — 
“  ( 1 )  Net  operating  loss  deduction. — The  de¬ 
duction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed. 

“  (2)  Interinsurers. — In  the  case  of  a  mutual  in¬ 
surance  company  which  is  an  interinsurer  or  reciprocal 
underwriter — 

“  (A)  there  shall  be  allowed  as  a  deduction  the 
increase  for  the  taxable  year  in  savings  credited  to 
subscriber  accounts,  or 

“(B)  there  shall  be  included  as  an  item  of 
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gross  income  the  decrease  for  the  taxable  year  in 
savings  credited  to  subscriber  accounts. 

For  purposes  of  the  preceding  sentence,  the  term  ‘sav¬ 
ings  credited  to  subscriber  accounts’  means  such  portion 
of  the  surplus  as  is  credited  to  the  individual  accounts 
of  subscribers  before  the  16th  day  of  the  third  month 
following  the  close  of  the  taxable  year,  but  only  if  the 
company  would  be  obligated  to  pay  such  amount 
promptly  to  such  subscriber  if  he  terminated  his  con¬ 
tract  at  the  close  of  the  company’s  taxable  year.  For 
purposes  of  determining  his  taxable  income,  the  sub¬ 
scriber  shall  treat  any  such  savings  credited  to  his  ac¬ 
count  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  for  Small  Company 
Having  Gross  Amount  of  Less  Than  $900,000.— 

“(1)  In  general. — If  the  gross  amount  received 
during  the  taxable  year  by  a  taxpayer  subject  to  the  tax 
imposed  by  section  821  (a)  from  the  items  described 
in  section  822(b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  equal  or  exceed  $900,000,  then  in 
determining  the  statutory  underwriting  income  or  loss 
for  the  taxable  year  there  shall  be  allowed  an  additional 
deduction  of  $6,000;  except  that  if  such  gross  amount 
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exceeds  $300,000,  such  additional  deduction  shall  be 
equal  to  1  percent  of  the  amount  by  which  $900,000 
exceeds  such  gross  amount. 

“  (2)  Limitation.— The  amount  of  the  deduction 
allowed  under  paragraph  (1)  shall  not  exceed  the 
statutory  underwriting  income  for  the  taxable  year, 
computed  without  regard  to  any  deduction  under  this 
subsection  or  section  824  (a) . 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION 
AGAINST  LOSSES. 

“  (a)  Allowance  of  Deduction. — 

“(1)  In  general. — In  determining  the  statutory 
underwriting  income  or  loss  for  any  taxable  year  there 
shall  be  allowed  as  a  deduction  the  sum  of — 

“  (A)  an  amount  equal  to  1  percent  of  the  losses 
incurred  during  the  taxable  year  (as  determined 
under  section  832  (b)  (5)  ) ,  plus 

“(B)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

“(C)  if  the  concentrated  windstorm,  etc.,  pre¬ 
mium  percentage  for  the  taxable  year  exceeds  50 
percent,  an  amount  determined  by  applying  so  much 
of  such  percentage  as  exceeds  50  percent  to  the 
underwriting  gain  for  the  taxable  year. 
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For  purposes  of  this  paragraph,  the  term  ‘under¬ 
writing  gain’  means  statutory  underwriting  income,  com¬ 
puted  without  any  deduction  under  this  subsection. 

“  (2)  Special  rule  for  companies  having  con¬ 
centrated  windstorm,  etc.,  risks. — For  purposes 
of  paragraph  (1)  (0),  the  term  ‘concentrated  wind¬ 
storm,  etc.,  premium  percentage’  means,  with  respect  to 
any  taxable  year,  the  percentage  obtained  by  dividing — 
“(A)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
defined  in  section  832(b)  (4)  ) ,  to  the  extent  at¬ 
tributable  to  insuring  against  losses  arising  in  any 
one  State  from  windstorm,  hail,  flood,  earthquake, 
or  similar  hazards,  by 

“(B)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
so  defined) . 

“(b)  Protection  Against  Loss  Account.— Each 
insurance  company  subject  to  the  tax  imposed  by  section 
821  (a)  for  any  taxable  year  shall,  for  purposes  of  this  part, 
establish  and  maintain  a  protection  against  loss  account. 

“(c)  Additions  to  Account.— There  shall  be  added 
to  the  protection  against  loss  account  for  each  taxable  year 
an  amount  equal  to  the  amount  allowable  as  a  deduction  for 
the  taxable  year  under  subsection  (a)  (1) . 
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'‘(d)  Subtractions. — 

“(1)  Annual  subtractions. — After  apptying 
subsection  (c) ,  there  shall  be  subtracted  for  the  taxable 
year  from  the  protection  against  loss  account — 

“(A)  first,  an  amount  equal  to  the  excess  of 
the  statutory  underwriting  loss  for  the  taxable  year 
over  the  underwriting  loss  (as  defined  in  paragraph 
(6) )  for  the  taxable  year, 

“(B)  then,  the  amount  (if  any)  by  which — 
“(i)  the  sum  of  the  investment  loss  for 
such  year  and  the  underwriting  loss  for  such 
year,  exceeds 

“  (ii)  the  sum  of  the  statutory  underwrit¬ 
ing  income  for  such  taxable  year  and  the  taxable 
investment  income  for  such  taxable  year, 
“(0)  next  (in  the  order  in  which  the  losses 
occurred) ,  amounts  equal  to  the  unused  loss  carry¬ 
overs  to  such  year, 

“(D)  next,  any  amount  remaining  which  wras 
added  to  the  account  for  the  fifth  preceding  taxable 
year,  minus  one-half  of  the  amount  remaining  in  the 
account  for  such  taxable  year  which  was  added 
by  reason  of  subsection  (a)  (1)  (B)  ,  and 

“(E)  finally,  the  amount  by  which  the  total 
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amount  in  the  account  exceeds  whichever  of  the 
following  is  the  greater: 

“  (i)  10  percent  of  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)  )  less  dividends 
to  policyholders  (as  defined  in  section 
832  (c)  (11)  ) ,  or 

(ii)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year. 

“  ( 2 )  Rules  foe  ceiling  on  peotection  against 
loss  account. — For  purposes  of  paragraph  (1)  (E) , 
the  total  amount  in  the  account  shall  be  determined — 

“  (A)  after  the  application  of  this  section  with¬ 
out  regard  to  paragraph  (1)  (E),  and 

“(B)  without  taking  into  consideration  amounts 
remaining  in  the  account  which  were  added,  with  re¬ 
spect  to  all  taxable  years,  by  reason  of  subsection 
(a)  (1)  (C). 

“(3)  Peioeities. — The  amounts  required  to  be 
subtracted  from  the  protection  against  loss  account — 
“(A)  under  subparagraphs  (A),  (B) ,  and 
(0)  of  paragraph  (1)  shall  be  subtracted— 

“  (i)  first  (on  a  first-in,  first-out,  basis) 
from  amounts  in  the  account  with  respect  to 
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the  five  preceding  taxable  years  and  the  taxable 
year,  and 

“(ii)  then  from  amounts  in  the  account 
with  respect  to  earlier  years, 

“(B)  under  subparagraph  (E)  of  paragraph 
(i)  shall  be  subtracted  only  from  amounts  in  the 
account  with  respect  to  the  taxable  year,  and 

“(0)  under  paragraphs  (A),  (B),  (C),and 
(E)  of  paragraph  (1)  shall,  if  the  amount  to  be 
subtracted  from  the  total  amounts  in  the  accoimt 
with  respect  to  any  taxable  year  is  less  than  such 
total,  be  subtracted  from  each  of  the  amounts  (re¬ 
ferred  to  in  subsection  (a)  (1)  )  in  the  account  with 
respect  to  such  year  in  the  proportion  which  each 
bears  to  such  total. 

“  (4)  Termination  of  taxability  under  sec¬ 
tion  821. — If  the  taxpayer  is  not  subject  to  tax  under 
section  821  for  any  taxable  year,  the  entire  amount  in 
the  account  at  the  close  of  the  preceding  taxable  year 
shall  be  substracted  from  the  account  in  such  preceding 
taxable  year. 

“(5)  Election  to  subtract  amount  from 

ACCOUNT. — 
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“  (A)  A  taxpayer  may  elect  for  any  taxable 
year  for  which  it  is  subject  to  tax  under  section 
821  (a)  to  subtract  from  its  protection  against  loss 
account  any  amount  which,  but  for  the  application  of 
this  subparagraph,  would  be  in  such  account  as  of 
the  close  of  such  taxable  year. 

“  (B)  The  election  provided  by  subparagraph 
(A)  for  any  taxable  year  shall  be  made  (in  such 
manner  and  in  such  form  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  after  the 
close  of  such  taxable  year  and  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  (including 
extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made, 
may  not  be  revoked. 

“(6)  Underwriting  loss  defined. — For  pur¬ 
poses  of  paragraph  ( 1 ) ,  the  term  ‘underwriting  loss’ 
means  the  amount  by  which — 

“  (A)  the  deductions  which  would  be  taken 
into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  sum  of  (i) 
the  deductions  provided  in  section  822  (c) ,  and  (ii) 
the  deduction  for  dividends  to  policyholders  pro¬ 
vided  by  section  832  (c)  (11) ,  exceeds 
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“(B)  the  amount  referred  to  in  section  823 
(a)(1)  (A). 

“SEC.  825.  UNUSED  LOSS  DEDUCTION. 

“  (a)  Amount  of  Deduction. — For  purposes  of  this 
part,  the  unused  loss  deduction  for  the  taxable  year  shall  be 
an  amount  equal  to  the  unused  loss  carryovers  or  carrybacks 
to  the  taxable  year. 

“(b)  Unused  Loss  Defined.— For  purposes  of  this 
part,  the  term  ‘unused  loss’  means,  with  respect  to  any  tax¬ 
able  year,  the  amount  (if  any)  by  which — 

“  ( 1 )  the  sum  of  the  statutory  underwriting  loss 
and  the  investment  loss,  exceeds 
“  (2)  the  sum  of — 

“  ( A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
“(0)  the  amounts  required  by  section  824(d) 
to  be  subtracted  from  the  protection  against  loss 
account. 

“(c)  Loss  Year  Defined. — For  purposes  of  this  part, 
the  term  ‘loss  year’  means,  with  respect  to  any  company 
subject  to  the  tax  imposed  by  section  821  (a) ,  any  tax¬ 
able  year  in  which  the  unused  loss  (as  defined  in  subsection 
(b)  )  of  such  taxpayer  is  more  than  zero. 

“(d)  Years  to  Which  Carried. — The  unused  loss 
for  any  loss  year  shall  be — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


84 


"(1)  an  unused  loss  carryback  to  each  of  the  3 
taxable  years  preceding  the  loss  year,  and 

“(2)  an  unused  loss  carryover  to  each  of  the  5 
taxable  years  following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers. — 
The  entire  amount  of  the  unused  loss  for  any  loss  year  shall 
be  carried  to  the  earliest  of  the  taxable  years  to  which  such 
loss  may  be  carried.  The  portion  of  such  loss  which  shall 
be  carried  to  each  of  the  other  taxable  years  shall  be  the 
excess  (if  any)  of  the  amount  of  such  loss  over  the  sum 
of  the  offsets  (as  defined  in  subsection  (f)  )  for  each  of  the 
prior  taxable  years  to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection 
(e) ,  the  term  ‘offset’  means  with  respect  to  any  taxable  year 
(hereinafter  referred  to  as  the  ‘offset  year’)  — 

“  ( 1 )  in  the  case  of  an  unused  loss  carryback  from 
the  loss  year  to  the  offset  year,  the  mutual  insurance 
company  taxable  income  for  the  offset  year;  or 

“  (2)  in  the  case  of  an  unused  loss  carryover  from 
the  loss  year  to  the  offset  year,  an  amount  equal  to  the 
sum  of — 

“  (A)  the  amount  required  to  be  subtracted 
from  the  protection  against  loss  account  under  sec¬ 
tion  824  (d)  (1)  (C)  for  the  offset  year,  plus 
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"(B)  the  mutual  insurance  company  taxable 
income  for  the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)  (B) ,  the  mutual 
insurance  taxable  income  for  the  offset  year  shall  be  deter¬ 
mined  without  regard  to  any  unused  loss  carryback  or  carry¬ 
over  from  the  loss  year  or  any  taxable  year  thereafter. 

“  (g)  Limitations. — For  purposes  of  this  part,  an  un¬ 
used  loss  shall  not  be  carried — 

“  (1)  to  or  from  any  taxable  year  beginning  before 
January  1,  1963, 

“(2)  to  or  from  any  taxable  year  for  which  the 
insurance  company  is  not  subject  to  the  tax  imposed  by 
section  821  (a) ,  nor 

“  (3)  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable 
year  for  which  the  insurance  company  was  not  subject 
to  the  tax  imposed  by  section  821  (a) . 

“SEC.  826.  ELECTION  BY  RECIPROCAL. 

“  (a)  In  General. — Except  as  otherwise  provided  in 
this  section,  any  mutual  insurance  company  which  is  an 
interinsurer  or  reciprocal  underwriter  (hereinafter  in  this 
section  referred  to  as  a  ‘reciprocal’)  subject  to  the  taxes  im¬ 
posed  by  section  821  (a)  may,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  elect  to  he  subject  to  the 
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limitation  provided  in  subsection  (b) .  Such  election  shall 
be  effective  for  the  taxable  year  for  which  made  and  for  all 
succeeding  taxable  years,  and  shall  not  be  revoked  except 
with  the  consent  of  the  Secretary  or  his  delegate. 

“  (b)  Limitation. — The  deduction  for  amounts  paid  or 
incurred  in  the  taxable  year  to  the  attorney-in-fact  by  a 
reciprocal  making  the  election  provided  in  subsection  (a) 
shall  be  limited  to,  but  in  no  case  increased  by,  the  deductions 
of  the  attomey-in-fact  allocable,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  to  the 
income  received  by  the  attomey-in-fact  from  the  reciprocal. 

“  (c)  Exception. — An  election  may  not  be  made  by  a 
reciprocal  under  subsection  (a)  unless  the  attomey-in-fact 
of  such  reciprocal — 

“(1)  is  subject  to  the  taxes  imposed  by  section  11 
(b)  and  (c) ; 

“(2)  consents  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations  to  make 
available  such  information  as  may  be  required  during  the 
period  in  which  the  election  provided  in  subsection  (a) 
is  in  effect,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate ; 

“  (3)  reports  the  income  received  from  the  recipro- 
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cal  and  the  deductions  allocable  thereto  under  the  same 
method  of  accounting  under  which  the  reciprocal  reports 
deductions  for  amounts  paid  to  the  attorney-in-fact;  and 
“  (4)  files  its  return  on  the  calendar  year  basis. 

“  (d)  Special  Rule. — For  purposes  of  computing  the 
deduction  provided  in  section  824(a)  and  the  additions  to 
the  account  provided  by  section  824  (c)  with  respect  to  any 
reciprocal  electing  to  be  subject  to  the  limitation  provided 
in  subsection  (b),  such  limitation  shall  not  be  taken  into 
account. 

“(e)  Credit. — Any  reciprocal  electing  to  be  subject  to 
the  limitation  provided  in  subsection  (b)  shall  be  credited 
with  so  much  of  the  tax  paid  by  the  attorney-in-fact  as  is 
attributable,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  the  income  received  by  the  attorney- 
in-fact  from  the  reciprocal  in  such  taxable  year. 

“(f)  Surtax  Exemption  Denied— Any  increase  in 
taxable  income  of  a  reciprocal  attributable  to  the  limitation 
provided  in  subsection  (b)  shall  be  taxed  without  regard 
to  the  surtax  exemption  provided  in  section  821  (a)  (2) . 

“(g)  Adjustment  for  Refund. — If  for  any  taxable 
year  an  attomey-in-fact  is  allowed  a  credit  or  refund  for 
taxes  paid  with  respect  to  which  a  reciprocal  was  allowed 
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a  credit  under  subsection  (e) ,  the  taxes  of  such  reciprocal 
for  such  taxable  year  shall  be  properly  adjusted  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate. 

“  (h)  Taxes  of  Attorney-in-Fact  Unaffected. — 
Nothing  in  this  section  shall  increase  or  decrease  the  taxes 
imposed  by  this  chapter  on  the  income  of  the  attorney-in- 
fact.” 

(d)  Mutual  Fire  Insurance  Companies  Operat¬ 
ing  on  Basis  of  Premium  Deposits.— 

(i)  Application  of  section  8  31(a). — Section 
831  (a)  (imposing  a  tax  on  certain  mutual  marine  and 
fire  insurance  companies  and  on  stock  insurance  com¬ 
panies  which  are  not  life  insurance  companies)  is 
amended  to  read  as  follows: 

“  (a)  Imposition  of  Tax. — Taxes  computed  as  pro¬ 
vided  in  section  11  shall  be  imposed  for  each  taxable  year  or 
the  taxable  income  of — 

“(i)  every  insurance  company  (other  than  a  life 
or  mutual  insurance  company ) , 

“  (2)  every  mutual  marine  insurance  company,  and 
“  (3)  every  mutual  fire  insurance  company — 

“  (A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance 
of  policies  for  which  the  premium  deposits  are  the 
same,  regardless  of  the  length  of  the  term  for  which 
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the  policies  are  written,  if  the  unabsorbed  portion 
of  such  premium  deposits  not  required  for  losses, 
expenses,  or  establishment  of  reserves  is  returned  or 
credited  to  the  policyholder  on  cancellation  or  ex¬ 
piration  of  the  policy.” 

(2)  Treatment  of  un absorbed  premium  de¬ 
posits. — Section  832  (b)  (4)  (relating  to  definition  of 
premiums  earned)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  purposes  of 
this  subsection,  unearned  premiums  of  mutual  fire  in¬ 
surance  companies  described  in  section  831  (a)  (3)  (B) 
means  (with  respect  to  the  policies  described  in  section 

831  (a)  (3)  (B)  the  amount  of  imabsorbed  premium 
deposits  which  the  company  would  be  obligated  to  re¬ 
turn  to  its  policyholders  at  the  close  of  the  taxable  year 
if  all  of  its  policies  were  terminated  at  such  time;  and 
the  determination  of  such  amount  shall  be  based  on  the 
schedule  of  unabsorhed  premium  deposit  returns  for  each 
such  company  then  in  effect.” 

(3)  Conforming  amendment.— Section  832  (b) 
(1)  (C)  is  amended  by  striking  out  “section  831  (a) ,” 
and  inserting  in  lieu  thereof  “section  831  (a)  (3)  (A) ,”. 

(4)  Adjustment  of  premium  deposit. — Section 

832  (e)  (11)  is  amended  to  read  as  follows: 

“(ii)  dividends  and  similar  distributions  paid  or 
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declared  to  policyholders  in  their  capacity  as  such,  ex¬ 
cept  in  the  case  of  a  mutual  fire  insurance  company  de¬ 
scribed  in  section  831(a)  (3)  (A).  For  purposes  of 
the  preceding  sentence,  the  term  ‘dividends  and  similar 
distributions’  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  policies 
described  in  section  831  (a)  (3)  (B).  For  purposes  of 
this  paragraph,  the  term  ‘paid  or  declared’  shall  be  con¬ 
strued  according  to  the  method  of  accounting  regularly 
employed  in  keeping  the  books  of  the  insurance  com¬ 
pany;  and”. 

(5)  Additional  item  of  income.— Section 
832  (b)  ( 1 )  is  amended  by  striking  out  “and”  at  the  end 
of  subparagraph  (B) ,  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof 
“,  and”,  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph : 

“(D)  in  the  case  of  a  mutual  fire  insurance 
company  described  in  section  831(a)  (3)  (B),  an 
amount  equal  to  2  percent  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831  (a)  (3) 
(B)  after  deduction  of  premium  deposits  returned 
or  credited  during  the  same  taxable  year.” 

(e)  Election  of  Certain  Mutual  Companies  To 
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Be  Taxed  on  Total  Income. — Section  831  is  amended 
by  redesignating  subsection  (c)  as  subsection  (d),  and  by 
inserting  after  subsection  (b)  the  following  new  subsection: 

“  (c)  Election  for  Multiple  Line  Company  To  Be 
Taxed  on  Total  Income.— 

“(1)  In  general. — Any  mutual  insurance  com¬ 
pany  engaged  in  writing  marine,  fire,  and  casualty  insur¬ 
ance  which  for  any  5-year  period  beginning  after 
December  31,  1941,  and  ending  before  January  1,  1962, 
was  subject  to  the  tax  imposed  by  section  831  (or  the 
tax  imposed  by  corresponding  provisions  of  prior  law) 
may  elect,  in  such  manner  and  at  such  time  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe, 
to  be  subject  to  the  tax  imposed  by  section  831,  whether 
or  not  marine  insurance  is  its  predominant  source  of 
premium  income. 

“(2)  Effect  of  election. — If  an  election  is 
made  under  paragraph  ( 1 ) ,  the  electing  company  shall 
(in  lieu  of  being  subject  to  the  tax  imposed  by  section 
821)  be  subject  to  the  tax  imposed  by  this  section  for 
taxable  years  beginning  after  December  31,  1961. 
Such  election  shall  not  be  revoked  except  with  the  con¬ 
sent  of  the  Secretary  or  his  delegate.” 

(f)  Technical  Amendments,  etc.— 

(1)  Credit  for  foreign  taxes— Section  841 
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(relating  to  credit  for  foreign  taxes)  is  amended 
by  striking  out  “and”  at  the  end  of  paragraph  (1) ,  by 
renumbering  paragraph  (2)  as  paragraph  (3),  and  by 
inserting  after  paragraph  (1)  the  following  new  para¬ 
graph  : 

“  (2)  in  the  case  of  the  tax  imposed  by  section 
821  (a) ,  the  mutual  insurance  company  taxable  income 
(as  defined  in  section  821  (b)  )  ;  and  in  the  case  of  the 
tax  imposed  by  section  821  (c) ,  the  taxable  investment 
income  (as  defined  in  section  822  (a)  ) ,  and”. 

(2)  Adjustments  to  basis  fob  depeeciation 
sustained. — Section  1016(a)  (3)  (relating  to  adjust¬ 
ments  to  basis  for  depreciation,  etc.,  sustained)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  by  inserting  “and”  at  the  end  of  sub- 
paragraph  (C),  and  by  inserting  after  subparagraph 
(C)  the  following  new  subparagraph: 

“(D)  since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  subject  to  tax 
under  part  II  of  subchapter  L  ( or  the  corresponding 
provisions  of  prior  income  tax  laws) ,  to  the  extent 
that  paragraph  (2)  does  not  apply,”. 

(3)  Alteenative  tax  on  capital  gains. — 
Section  1201  (a)  (relating  to  alternative  tax  on  corpo- 
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rations)  is  amended  by  striking  out  “821  (a)  (1)  or 
(b) and  inserting  in  lieu  thereof  “821  (a)  or  (c) 

(4)  Clerical  amendment. — The  table  of  parts 
for  subchapter  L  is  amended  by  striking  out  the  portion 
referring  to  part  II  and  inserting  in  lieu  thereof  the 
following : 

“Part  II.  Mutual  insurance  companies  (other  than  life  and 
certain  marine  insurance  companies  and  other 
than  fire  insurance  companies  which  operate  on 
basis  of  perpetual  policies  or  premium  de¬ 
posits) 

(g)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsection  (e)  )  shall  apply  with  re¬ 
spect  to  taxable  years  beginning  after  December  31,  1962. 
SEC.  11.  DOMESTIC  CORPORATIONS  RECEIVING  DIVI¬ 
DENDS  FROM  FOREIGN  CORPORATIONS. 

(a)  Entire  Amount  of  Eoreign  Tax  To  Be  Taken 
Into  Account. — 

( 1 )  Definition  of  accumulated  profits. — So 
much  of  paragraph  (1)  of  section  902(c)  (relating  to 
applicable  rules  for  computing  credit  for  corporate  stock¬ 
holder  in  foreign  corporation)  as  precedes  the  semicolon 
is  amended  to  read  as  follows: 

“(1)  The  term  ‘accumulated  profits’,  when  used  in 
this  section  in  reference  to  a  foreign  corporation,  means 
the  amount  of  its  gains,  profits,  or  income  computed 
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without  reduction  by  the  amount  of  the  income,  wax 
profits,  and  excess  profits  taxes  imposed  on  or  with  re¬ 
spect  to  such  profits  or  income  by  any  foreign  country 
or  any  possession  of  the  United  States”. 

(2)  Conforming  amendments.— 

(A)  Section  902  (a)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  insert¬ 
ing  in  lieu  thereof  “which  the  amount  of  such 
dividends  (determined  without  regard  to  section 
78)  bears  to  the  amount  of  such  accumulated  profits 
in  excess  of  such  income,  war  profits,  and  excess 
profits  taxes  (other  than  those  deemed  paid)”. 

(B)  Section  902(b)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  in¬ 
serting  in  lieu  thereof  “which  the  amount  of  such 
dividends  bears  to  the  amount  of  such  accumulated 
profits  in  excess  of  such  income,  war  profits,  and 
excess  profits  taxes”. 

(b)  Inclusion  in  Gross  Income  of  Amount 
Equal  to  Taxes  Deemed  Paid.— Part  II  of  subchapter  B 
of  chapter  1  (relating  to  items  specifically  included  in  gross 
income)  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  section : 
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1  “SEC.  78.  DIVIDENDS  RECEIVED  FROM  FOREIGN  CORPO- 

2  RATIONS  BY  DOMESTIC  CORPORATIONS  CHOOS- 

3  ING  FOREIGN  TAX  CREDIT. 

4  “If  a  domestic  corporation  chooses  to  have  the  benefits 

5  of  subpart  A  of  part  III  of  subchapter  N  (relating  to  foreign 

6  tax  credit)  for  any  taxable  year,  an  amount  equal  to  the 

7  taxes  deemed  to  be  paid  by  such  corporation  under  section 

8  902  (relating  to  credit  for  corporate  stockholder  in  foreign 

9  corporation)  or  under  section  957(a)  (relating  to  taxes 
19  paid  by  foreign  corporation)  for  such  taxable  year  shall  be 

11  treated  for  purposes  of  this  title  (other  than  section  245)  as 

12  a  dividend  received  by  such  domestic  corporation  from  the 

13  foreign  corporation.” 

14  (c)  Determination  of  Source  of  Dividends  Re- 

15  ceived  From  Certain  Foreign  Corporations. — Section 
15  861  (a)  (2)  (B)  (relating  to  dividends  from  foreign  cor- 

17  porations  treated  as  income  from  sources  within  the  United 

18  States)  is  amended  by  striking  out  “to  the  extent  exceeding 

19  the  amount  of  the  deduction  allowable  under  section  245  in 

20  respect  of  such  dividends”  and  inserting  in  beu  thereof  “to 

21  the  extent  exceeding  the  amount  which  is  100/85ths  of  the 

22  amount  of  the  deduction  allowable  under  section  245  in 

23  respect  of  such  dividends”. 

24  (d)  Repeal  of  Section  902(d). — Subsection  (d) 
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(relating  to  special  rules  for  certain  wholly  owned  foreign 
corporations)  is  hereby  repealed. 

(e)  Technical  Amendments. — 

(1)  The  table  of  sections  for  part  II  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  78.  Dividends  received  from  foreign  corporations  by 
domestic  corporations  choosing  foreign  tax 
credit.” 

(2)  Section  535(b)  (1)  and  the  first  sentence  of 
section  545(b)  (1)  are  each  amended  by  striking  out 
“accrued  during  the  taxable  year,”  and  inserting  in  lieu 
thereof  “accrued  during  the  taxable  year  or  deemed  to 
be  paid  by  a  domestic  corporation  under  section  902  for 
the  taxable  year,”. 

(3)  Section  901  (d)  is  amended  by  adding  the 

following  new  paragraph: 

“(4)  For  reduction  of  credit  for  failure  of  a  United 
States  person  to  furnish  certain  information  with  respect 
to  a  foreign  corporation  controlled  by  him,  see  section 
6038.” 

(4)  Section  902  is  amended  by  striking  out  subsec¬ 
tion  (e)  and  inserting  in  lieu  thereof  the  following: 
“(d)  Cross  References. — 

“(1)  For  inclusion  in  gross  income  of  an  amount  equal 
to  taxes  deemed  paid  under  this  section,  see  section  78. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 
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(f)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply — 

(1)  in  respect  of  an}^  distribution  received  by  a 
domestic  corporation  after  December  31,  1964,  and 

(2)  in  respect  of  any  distribution  received  by  a 
domestic  corporation  before  January  1,  1965,  in  a  tax¬ 
able  year  of  such  corporation  beginning  after  December 
31,  1962,  but  only  to  the  extent  that  such  distribution 
is  made  out  of  the  accumulated  profits  of  a  foreign 
corporation  for  a  taxable  year  (of  such  foreign  corpora¬ 
tion)  beginning  after  December  31,  1962. 

For  purposes  of  paragraph  (2),  a  distribution  made  by  a 
foreign  corporation  out  of  its  profits  which  are  attributable 
to  a  distribution  received  from  a  foreign  subsidiary  to  which 
section  902  (b)  applies  shall  be  treated  as  made  out  of  the 
accumulated  profits  of  a  foreign  corporation  for  a  taxable 
year  beginning  before  January  1,  1963,  to  the  extent  that 
such  distribution  was  paid  out  of  the  accumulated  profits  of 
such  foreign  subsidiary  for  a  taxable  year  beginning  before 
January  1,  1963. 
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SEC.  12.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE 
UNITED  STATES. 

(a)  Limitation  on  Amount  and  Type  of  Income 
Excluded. — Section  911  (relating  to  earned  income  from 
sources  without  the  United  States)  is  amended  to  read  as 
follows : 

“SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES. 

“  (a)  General  Rule. — The  following  items  shall  not 
be  included  in  gross  income  and  shall  be  exempt  from  taxa¬ 
tion  under  this  subtitle: 

“  ( 1 )  Bona  fide  resident  of  foreign  coun¬ 
try. — In  the  case  of  an  individual  citizen  of  the  United 
States  who  establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  which  includes  an  entire  taxable  year,  amounts 
received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  there¬ 
of)  which  constitute  earned  income  attributable  to  serv¬ 
ices  performed  during  such  uninterrupted  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

“(2)  Presence  in  foreign  country  for  17 
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months. — In  the  case  of  an  individual  citizen  of  the 
United  States  who  during  any  period  of  18  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  which  constitute  earned  income  attributable  to 
services  performed  during  such  18-month  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

An  individual  shall  not  be  allowed,  as  a  deduction  from  his 
gross  income,  any  deductions  (other  than  those  allowed  by 
section  151,  relating  to  personal  exemptions)  properly  allo¬ 
cable  to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  subsection. 

“  (b)  Definition  of  Earned  Income. — For  purposes 
of  this  section,  the  term  ‘earned  income’  means  wages,  sal¬ 
aries,  or  professional  fees,  and  other  amounts  received  as 
compensation  for  personal  services  actually  rendered,  but 
does  not  include  that  part  of  the  compensation  derived  by 
the  taxpayer  for  personal  services  rendered  by  him  to  a 
corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation 
for  the  personal  services  actually  rendered.  In  the  case  of 
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a  taxpayer  engaged  in  a  trade  or  business  in  which  both 
personal  services  and  capital  are  material  income-producing 
factors,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  reasonable  allowance  as  compensation  for  the 
personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
30  percent  of  his  share  of  the  net  profits  of  such  trade  or 
business,  shall  be  considered  as  earned  income. 

“(c)  Special  Rules. — For  purposes  of  computing  the 
amount  excludable  under  subsection  (a) ,  the  following  rules 
shall  apply: 

“  ( 1 )  Limitations  on  amount  of  exclusion  — 
The  amount  excluded  from  the  gross  income  of  an 
individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on 
a  daily  basis  at  an  annual  rate  of — 

“(A)  except  as  provided  in  subparagraph  (B), 
$20,000  in  the  case  of  an  individual  who  qualifies 
under  subsection  (a) ,  or 

“(B)  $35,000  in  the  case  of  an  individual  who 
qualifies  under  subsection  (a)  (1),  but  only  with 
respect  to  that  portion  of  such  taxable  year  occurring 
after  such  individual  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  of  3  consecutive  years. 

“  (2)  Attribution  to  year  in  which  services 
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aee  performed. — For  purposes  of  applying  paragraph 
( 1 ) ,  amounts  received  shall  be  considered  received  in 
the  taxable  year  in  which  the  services  to  which  the 
amounts  are  attributable  are  performed. 

“(3)  Treatment  of  community  income. — In 
applying  paragraph  (1)  with  respect  to  amounts  re¬ 
ceived  for  services  performed  by  a  husband  or  wife 
which  are  community  income  under  community  prop¬ 
erty  laws  applicable  to  such  income,  the  aggregate 
amount  excludable  under  subsection  (a)  from  the  gross 
income  of  such  husband  and  wife  shall  equal  the  amount 
which  would  be  excludable  if  such  amounts  did  not  con¬ 
stitute  such  community  income. 

“  (4)  Requirement  as  to  time  of  receipt. — 
N o  amount  received  after  the  close  of  the  taxable  year 
following  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  subsection  (a) . 

“(5)  Certain  amounts  not  excludable.— No 

amount — 

“  (A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of 
section  402  (b)  (relating  to  taxability  of  benefi¬ 
ciary  of  non-exempt  trust) ,  section  403  (c)  (relat¬ 
ing,  to  taxability  of  beneficiary  under  a  non-quali- 
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1  fied  annuity) ,  or  section  403  (d)  (relating  to 

2  taxability  of  beneficiary  under  certain  forfeitable 

3  contracts  purchased  by  exempt  organizations) , 

4  may  be  excluded  under  subsection  (a) . 

5  "(d)  Cross  References. — 

“For  administrative  and  penal  provisions  relating  to 
the  exclusion  provided  for  in  this  section,  see  sections 
6001, 6011,  6012(c),  and  the  other  provisions  of  subtitle  F.” 

6  (b)  Computation  op  Employees’  Contribu- 

7  tions. — Section  72  (f)  (relating  to  special  rules  for  comput- 

8  ing  employees’  contributions)  is  amended  by  adding  after 

9  paragraph  (2)  the  following  new  sentences: 

10  “Paragraph  (2)  shall  not  apply  to  amounts  which  were  con- 

11  tributed  by  the  employer  after  December  31,  1962,  and 

12  which  would  not  have  been  includible  in  the  gross  income  of 

13  the  employee  by  reason  of  the  application  of  section  911  if 

14  such  amounts  had  been  paid  directly  to  the  employee  at  the 

15  time  of  contribution.  The  preceding  sentence  shall  not  apply 

16  to  amounts  which  were  contributed  by  the  employer,  as  de- 

17  termined  under  regulations  prescribed  by  the  Secretary  or  his 

18  delegate,  to  provide  pension  or  annuity  credits,  to  the  extent 

19  such  credits  are  attributable  to  services  performed  before 

20  January  1,  1963,  and  are  provided  pursuant  to  pension  or 

21  annuity  plan  provisions  in  existence  on  March  12,  1962, 

22  and  on  that  date  applicable  to  such  services.” 
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(c)  Effective  Date. — 

( 1 )  In  general. — Except  as  provided  in  parar 
graph  (2),  the  amendments  made  by  this  section  shall 
apply  to  taxable  years  ending  after  December  31,  1962. 

(2)  Amendments  to  section  911.— The  amend¬ 
ment  made  by  subsection  (a)  shall  apply  only  with 
respect  to  amounts  received  after  December  31,  1962, 
and  which  are  attributable  either  to — 

(A)  services  performed  after  such  date,  or 

(B)  services  performed  on  or  before  such  date, 
but  only  if  on  March  12,  1962,  there  existed 
no  right  (whether  forfeitable  or  nonforfeitable)  to 
receive  such  amounts. 

SEC.  13.  CONTROLLED  FOREIGN  CORPORATIONS. 

(a)  In  General. — Part  III  of  subchapter  N  of  chapter 
1  (relating  to  income  from  sources  without  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subpart: 

“Subpart  F — Controlled  Foreign  Corporations 

“Sec.  951.  Amounts  included  in  gross  income  of  United 
States  persons. 

“Sec.  952.  Subpart  F  income  defined. 

“Sec.  953.  Investment  of  earnings  in  nonqualified  property. 
“Sec.  954.  Controlled  foreign  corporations. 

“Sec.  955.  Rules  for  determining  stock  ownership. 

“Sec.  956.  Exclusion  from  gross  income  of  previously 
taxed  earnings  and  profits. 

“Sec.  957.  Special  rules  for  foreign  tax  credit. 

“Sec.  958.  Adjustments  to  basis  of  stock  in  controlled  for¬ 
eign  corporations  and  of  other  property. 
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“SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF 

UNITED  STATES  PERSONS. 

“  (a)  Amounts  Included.— 

“(1)  In  general. — If  a  foreign  corporation  is  a 
controlled  corporation  on  any  day  of  a  taxable  year  be¬ 
ginning  after  December  31,  1962,  every  United  States 
person  (as  defined  in  section  7701  (a)  (30)  )  who  owns 
(within  the  meaning  of  section  955(a)  )  stock  in  such 
corporation  on  the  last  day,  in  such  year,  on  which  such 
corporation  is  a  controlled  foreign  corporation  shall  in¬ 
clude  in  his  gross  income,  for  his  taxable  year  in  which 
or  with  which  such  taxable  year  of  the  corporation 
ends — 

“  ( A )  his  pro  rata  share  ( determined  under 
paragraph  (2)  )  of  the  corporation’s  subpart  F 
income  for  such  year,  and 

“(B)  his  pro  rata  share  (determined  under 
section  953(a)  (2))  of  the  corporation’s  increase 
in  earnings  invested  in  nonqualified  property  for 
such  year  (but  only  to  the  extent  not  excluded 
from  gross  income  under  section  956(a)  (2)  ). 

“  (2)  Pro  rata  share  of  subpart  f  income. — 
The  pro  rata  share  referred  to  in  paragraph  (1)  (A) 
in  the  case  of  any  United  States  person  is  the  amount— 
“  (A)  which  would  have  been  distributed  with 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


105 


respect  to  the  stock  which  such  person  owns  (with¬ 
in  the  meaning  of  section  955(a))  in  such  cor¬ 
poration  if  on  the  last  day,  in  its  taxable  year,  on 
which  the  corporation  is  a  controlled  foreign  cor¬ 
poration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same  ratio 
to  its  subpart  F  income  for  the  taxable  year,  as 
(ii)  the  part  of  such  year  during  which  the  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears  to  the 
entire  year,  reduced  by 

“(B)  the  amount  of  any  distribution  received 
by  any  other  United  States  person  during  such 
year  as  a  dividend  with  respect  to  such  stock. 

“  ( 3 )  Limitation  on  amount  of  peo  eata 

SHARE  OF  INVESTMENT  IN  NONQUALIFIED  PEOPERTY 

included  in  geoss  income.— For  purposes  of  para¬ 
graph  (1)  (B) ,  the  pro  rata  share  of  any  United  States 
person  in  the  increase  of  the  earnings  of  a  controlled 
foreign  corporation  invested  in  nonqualified  property 
shall  not  exceed  an  amount  (A)  which  bears  the  same 
ratio  to  his  pro  rata  share  of  such  increase  (as  deter¬ 
mined  under  section  953(a)  (2))  for  the  taxable 
year,  as  (B)  the  part  of  such  year  during  which  the 
corporation  is  a  controlled  foreign  corporation  bears  to 
the  entire  year. 
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“(b)  Less  Than  10-Percent  Ownership —No  per¬ 
son  shall  be  required  to  include  any  amount  in  gross  income 
under  subsection  (a)  unless  he  can  be  considered,  by  apply¬ 
ing  the  rules  of  ownership  of  section  955  (b) ,  as  owning, 
directly  or  indirectly,  on  any  day  during  the  taxable  year 
of  the  corporation  on  which  it  was  a  controlled  foreign  cor¬ 
poration,  10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock,  or  of  the  total  value  of  shares 
of  all  classes  of  stock,  of  such  corporation. 

“(c)  Coordination  With  Election  of  a  Foreign 
Investment  Company  To  Distribute  Income. — A 
United  States  person  who,  for  his  taxable  year,  is  a  qualified 
shareholder  (within  the  meaning  of  section  1247  (c)  )  of  a 
foreign  investment  company  with  respect  to  which  an  elec¬ 
tion  under  section  1247  is  in  effect  shall  not  be  required  to 
include  in  gross  income,  for  such  taxable  year,  subpart  F 
income  of  such  company. 

“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“  (a)  In  General  — 

“  ( 1 )  Items  taken  into  account. — For  purposes 
of  this  subpart,  the  term  ‘subpart  F  income’  means,  in 
the  case  of  any  controlled  foreign  corporation,  the  sum 
of — 

“  (A)  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  ), 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


107 


“(B)  income  from  United  States  patents, 
copyrights,  and  exclusive  formulas  and  processes 
(as  determined  under  subsection  (c)  ) ,  and 

“(C)  the  net  foreign  base  company  income 
(as  determined  under  subsection  (d)  ) ,  except  that 
this  subparagraph  shall  apply  only  in  the  case  of  a 
controlled  foreign  corporation  in  which  5  or  fewer 
United  States  persons  own,  by  applying  the  rules  of 
ownership  of  section  955  (b) ,  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote. 

“(2)  Exclusion  of  united  states  income. — 
Subpart  E  income  does  not  include  any  item  includible 
in  gross  income  under  this  chapter  (other  than  this  sub¬ 
part)  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or 
business  in  the  United  States. 

“  (3)  Not  to  exceed  earnings  and  profits.— 
The  subpart  E  income  of  any  controlled  foreign  corpora¬ 
tion  for  any  taxable  year  shall  not  exceed  the  earnings 
and  profits  of  such  corporation  for  such  year. 

“(b)  Income  From  Insurance  of  United  States 
Bisks.— 

“  ( 1 )  General  rule. — If  a  controlled  foreign  cor¬ 
poration  receives  premiums  or  other  consideration  in 
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respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  resi¬ 
dents  of,  the  United  States,  or 

“(B)  in  connection  with  property  not  in,  or 
nonresidents  of,  the  United  States  as  the  result  of 
any  arrangement  whereby  another  corporation  re¬ 
ceives  a  substantially  equal  amount  of  premiums  or 
other  consideration  in  respect  of  any  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  contract  in 
connection  with  property  in,  or  residents  of,  the 
United  States, 

then  for  purposes  of  subsection  (a)  (1)  (A),  the  term 
‘income  derived  from  the  insurance  of  United  States 
risks’  means  that  income  which  (subject  to  the  modifi¬ 
cations  provided  by  subparagraphs  (A) ,  (B) ,  and  (C) 
of  paragraph  (2)  )  would  be  taxed  under  subchapter  L 
of  this  chapter  if  such  corporation  were  a  domestic 
corporation. 

“  (2)  Special  rules. — For  purposes  of  paragraph 

a)- 

“  (A)  In  the  application  of  part  I  of  subchapter 
L,  life  insurance  company  taxable  income  is  the 
gain  from  operations  as  defined  in  section  809  (b) . 
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“(B)  A  corporation  which  would,  if  it  were  a 
domestic  corporation,  be  taxable  under  part  II  of 
subchapter  L  shall  apply  paragraph  (1)  as  if  it 
were  taxable  under  part  III  of  subchapter  L. 

“(C)  The  following  provisions  of  subchapter  L 
shall  not  apply: 

“  (i)  Section  809(d)  (4)  (operations  loss 
deduction) . 

“  (ii)  Section  809(d)  (5)  (certain  non¬ 
participating  contracts) . 

“  (iii)  Section  809(d)  (6)  (group  life, 
accident,  and  health  insurance) . 

“  (iv)  Section  809(d)  (10)  (small  busi¬ 
ness  deduction) . 

“  (v)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958). 

“(vi)  Section  832  (b)  (5)  ( certain  capital 
losses) . 

“(D)  ‘Gross  amount’  to  the  extent  provided  in 
section  809(c)  (1)  and  (2),  less  ‘increase  in 

certain  reserves’  as  defined  in  section  809(d)  (2), 
and  ‘premiums  earned’  as  defined  in  section  832  (b) 
(4)  shall  be  taken  into  account  only  to  the  extent 
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they  are  in  respect  of  any  reinsurance  or  the  issuing 
of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract  described  in  paragraph  ( 1 ) . 

“(E)  All  items  of  income  (other  than  those 
taken  into  account  under  subparagraph  (D)  )  and 
all  items  of  expenses,  losses,  and  deductions  shall 
be  properly  allocated  or  apportioned  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 
“(c)  Income  Erom  United  States  Patents,  Copy¬ 
rights,  and  Exclusive  Formulas  and  Processes  — 

“  (1)  General  rule. — Eor  purposes  of  subsection 
(a)  (1)  (B),  the  term  ‘income  from  United  States 
patents,  copyrights,  and  exclusive  formulas  and  proc¬ 
esses’,  means  the  amount  of  gross  rentals,  royalties,  or 
other  income  derived  from  the  license,  sublicense,  sale, 
exchange,  use,  or  other  means  of  exploitation  of  patents, 
copyrights,  and  exclusive  formulas  and  processes — 

“(A)  substantially  developed,  created,  or  pro¬ 
duced  in  the  United  States,  or 

“(B)  acquired  from  any  United  States  person 
which,  directly  or  indirectly,  owns  or  controls,  or 
is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation, 
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less  the  cost  and  expense  allowance  defined  in  para¬ 
graph  (2). 

“(2)  Cost  and  expense  allowance.— An  al¬ 
lowance  shall  be  made,  in  accordance  with  regulations 
prescribed  by  the  Secretary  or  his  delegate,  for  ordinary 
and  necessary  expenses  incurred  by  the  controlled  foreign 
corporation  in  the  receipt  or  production  of  the  income 
described  in  paragraph  ( 1 ) ,  including  taxes  and  any 
amortization  or  depreciation  of  the  cost  to  such  corpo¬ 
ration  of  such  property  or  rights  described  in  paragraph 
( 1 ) ,  but  not  including  any  production,  manufacturing, 
or  similar  expenses  incurred  in  the  use  or  other  means 
of  exploitation  of  such  property  or  rights. 

“(3)  Determination  of  income  from  use. — 
The  income  from  use  or  other  means  of  exploitation  by 
the  controlled  foreign  corporation  of  the  property  or 
right  described  in  paragraph  (1)  shall  be  the  amount 
which  would  be  obtained  as  a  gross  rent,  royalty,  or 
other  payment  in  an  arm’s  length  transaction  with  an 
unrelated  person  for  similar  use  or  exploitation,  of  the 
property  or  right. 

“(d)  Net  Foreign  Base  Company  Income. — For 
purposes  of  subsection  (a)  (1)  (C),  the  term  ‘net  foreign 
base  company  income’  means — 
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“  ( 1 )  the  foreign  base  company  income  for  the  tax¬ 
able  year,  determined  under  subsection  (e),  reduced 

by 

“(2)  the  increase  in  investment  in  qualified  prop¬ 
erty  in  less  developed  countries  for  the  taxable  year, 
determined  under  subsection  (f) . 

“(e)  Foreign  Base  Company  Income. — 

“(1)  In  general. — For  purposes  of  subsection 
(d)  (1)  ,  the  term  ‘foreign  base  company  income’  means 
the  foreign  personal  bolding  company  income  (as  de¬ 
fined  in  section  553)  for  the  taxable  year,  modified  and 
adjusted  as  provided  in  this  subsection. 

“(2)  Certain  sales  income  included. — The 
term  ‘foreign  base  company  income’  includes  foreign 
base  company  sales  income  if,  for  the  taxable  year,  such 
income  is  equal  to  at  least  20  percent  of  the  gross  income 
of  the  foreign  corporation  (not  including  for  this  purpose 
other  foreign  base  company  income  under  this  subsec¬ 
tion)  .  For  purposes  of  this  paragraph,  the  term  ‘foreign 
base  company  sales  income’  means  income  (whether  in 
the  form  of  profits,  commissions,  fees,  or  otherwise) 
derived  in  connection  with  the  purchase  of  personal 
property  from  a  related  person  and  its  sale  to  any  per¬ 
son,  or  the  purchase  of  personal  property  from  any 
person  and  its  sale  to  a  related  person,  where — 
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“  ( A)  the  property  which  is  purchased  is  manu¬ 
factured,  produced,  grown,  or  extracted  outside 
the  country  under  the  laws  of  which  the  controlled 
foreign  corporation  is  created  or  organized,  and 
“  (B)  the  property  is  sold  for  use,  consumption, 
or  disposition  outside  such  foreign  country. 

For  purposes  of  the  preceding  sentence,  a  person  is  a 
related  person  with  respect  to  the  controlled  foreign 
corporation  if  he,  directly  or  indirectly,  owns  or  con¬ 
trols,  or  is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation. 

“(3)  Rents  included  without  regard  to  50- 
percent  LIMITATION.— All  rents  shall  he  included  in 
foreign  base  company  income  without  regard  to  whether 
or  not  such  rents  constitute  more  than  50  percent  of 
gross  income. 

“(4)  Insurance  and  patent  income  ex¬ 
cluded. — The  term  ‘foreign  base  company  income’  does 
not  include  any  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  )  or 
income  from  United  States  patents,  copyrights,  and  ex¬ 
clusive  formulas  and  processes  (as  determined  under 


subsection  (c)). 
H.R.  10650 - 8 
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“(5)  Income  of  certain  banks  and  bank- 
controlled  CORPORATIONS  excluded. — The  term 
‘foreign  base  company  income’  does  not  include — 

“(A)  the  income  of  any  corporation  de¬ 
scribed  in  section  552(b)  (relating  to  excep¬ 
tion  for  banks  and  exempt  corporations),  or 
“(B)  the  income  of  any  foreign  corporation 
if  50  percent  or  more  of  the  fair  market  value  of 
its  outstanding  stock  is  owned  directly  or  indirectly 
by  a  domestic  corporation  which  is  either  organ¬ 
ized  under  section  25(a)  of  the  Federal  Reserve 
Act  (12  U.S.C.,  secs.  611-631),  or  has  an  agree¬ 
ment  or  understanding  with  the  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System  under  section 
25  of  the  Federal  Reserve  Act  (12  U.S.C.,  secs. 
601-604),  if  all  of  the  stock  (except  qualifying 
shares)  of  the  domestic  corporation  is  owned  by  a 
national  or  State  bank  which  is  a  member  of  the 
Federal  Reserve  System. 

“(6)  Special  rule  where  foreign  base  com¬ 
pany  INCOME  IS  LESS  TITAN  20  PERCENT  OR  MORE 
than  so  percent  of  gross  income. — For  purposes 
of  this  subsection — 

“(A)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


115 


is  less  than  20  percent  of  gross  income,  no  part  of 
the  gross  income  of  the  taxable  year  shall  be 
treated  as  foreign  base  company  income. 

“(B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 
exceeds  80  percent  of  gross  income,  the  entire 
gross  income  of  the  taxable  year  shall  be  taken 
into  account  in  determining  foreign  base  company 
income. 

“(7)  Deductions  to  be  taken  into  ac¬ 
count. — The  foreign  base  company  income  for  the  tax¬ 
able  year  shall  be  reduced  so  as  to  take  into  account 
deductions  (including  taxes)  properly  allocable  to  such 
income. 

“(f)  Investment  in  Qualified  Property  tn  Less 
Developed  Countries. — 

“  (1)  General  rule. — For  purposes  of  subsection 
(d)  (2),  the  increase  in  investment  in  qualified  property 
in  less  developed  countries  for  any  taxable  year  is  the 
amount  by  which — 

“(A)  the  aggregate  amount  of  property  de¬ 
scribed  in  sections  953  (b)  (2)  (C)  and  (D)  and 
property  (including  money)  which  is  located  out¬ 
side  the  United  States  and  is  ordinary  and  necessary 
for  the  active  conduct  of  a  qualified  trade  or  business 
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described  in  section  953(b)  (3)  (A)  (ii)  held  at 
the  close  of  the  taxable  year,  exceeds 

“(B)  the  aggregate  amount  of  property  de¬ 
scribed  in  subparagraph  (A)  held  at  the  close  of 
the  preceding  taxable  year. 

“(2)  Investments  after  close  of  year. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  controlled  foreign  corporation  may  elect  to 
make  the  determinations  under  subparagraphs  (A) 
and  (B)  of  paragraph  (1)  as  of  the  close  of  the  75th 
day  after  the  close  of  each  taxable  year. 

“(3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  paragraph  (1) 
with  respect  to  any  property  shall  be  its  adjusted  basis, 
reduced  by  any  liability  to  which  the  property  is  subject. 

“SEC.  953.  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED 
PROPERTY. 

“  (a)  General  Rules.— For  purposes  of  this  subpart— 
“(1)  Amount  of  investment— The  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  the  close  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held  at  the 
close  of  the  taxable  year,  to  the  extent  such  amount 
does  not  exceed  the  sum  of  (A)  the  earnings  and  profits 
for  the  taxable  year,  and  (B)  tin;  earnings  and  profits 
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accumulated  for  prior  taxable  years  beginning  after 
December  31,  1962. 

“  (2)  Pro  rata  share  oe  increase  for  year. — 
In  the  case  of  any  United  States  person,  the  pro  rata 
share  of  the  increase  for  any  taxable  year  in  the  earn¬ 
ings  of  a  controlled  foreign  corporation  invested  in  a 
nonqualified  property  is  the  amount  determined  by  sub¬ 
tracting — 

“(A)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (1)  for  the  close  of  the 
preceding  taxable  year,  reduced  by  amounts  paid 
during  the  taxable  year  to  which  section  956  (c)  ( 1 ) 
applies,  from 

“(B)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (1)  for  the  close  of  the 
taxable  year. 

“(3)  Amount  attributable  to  property  — 
The  amount  taken  into  account  under  paragraph  ( 1 )  or 
(2)  with  respect  to  any  property  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  property 
is  subject. 

“(b)  Nonqualified  Property  Defined. — For  pur¬ 
poses  of  this  subpart — 

“  ( 1 )  General  rule. — The  term  ‘nonqualified 
property’  means  any  money  or  other  property  (tangible 
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or  intangible)  acquired  after  December  31,  1962, 
which  is  not  qualified  property. 

“(2)  Qualified  property— The  term  ‘qualified 
property’  means — 

“  (A)  Any  money  or  other  property  which  is 
located  outside  the  United  States  and  is  ordinary 
and  necessary  for  the  active  conduct  of  a  qualified 
trade  or  business  (as  determined  under  paragraph 
(3)  )  carried  on  by  the  controlled  foreign  corpora¬ 
tion. 

“  (B)  Property  which  would  qualify  under  sub- 
paragraph  (A)  except  for  the  fact  that  it  is  located 
in  the  United  States,  but  only  if  such  property  is — 
“  (i)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

“(ii)  property  purchased  in  the  United 
States  for  export  to,  or  for  use  in,  foreign 
countries;  or 

“  (iii)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such  loan 
outstanding  at  no  time  during  the  taxable  year 
exceeds  the  amount  which  would  be  ordinary 
and  necessary  to  carry  on  the  trade  or  business 
of  both  the  lending  corporation  and  the  borrow- 
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ing  United  States  person  had  tlie  sale  been 
made  between  unrelated  persons. 

“(C)  Stock  owned  by  the  controlled  foreign 
corporation  in  another  controlled  foreign  corpora¬ 
tion  in  which  it  owns  at  least  10  percent  of  the  vot¬ 
ing  stock  and  10  percent  of  the  value  of  all  classes  of 
stock  and  in  which  it  together  with  four  or  fewer 
United  States  persons,  owns,  directly  or  indirectly, 
more  than  50  percent  of  the  voting  stock  (unless 
under  the  laws  of  a  less  developed  country  such  per¬ 
centage  of  ownership  is  not  permitted,  in  which 
case  such  lesser  percentage  as  is  permitted)  ;  but  this 
subparagraph  shall  apply  only  if-- 

“  (i)  substantially  all  of  the  property  of 
such  other  controlled  foreign  corporation  is  or¬ 
dinary  and  necessary  for  the  active  conduct  of 
a  trade  or  business  engaged  in  by  it  almost 
wholly  within  a  less  developed  country  or 
coimtries,  and 

“  (ii)  such  other  controlled  foreign  cor- 
portion  is  created  or  organized  under  the  laws 
of  one  of  such  countries  in  which  it  is  so  en¬ 
gaged. 

“(D)  Any  investment  which  is  required 
because  of  restrictions  imposed  by  a  less  developed 
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country,  and  any  investment  which,  when  made, 
was  so  required  and  which  would  result  in  substan¬ 
tial  losses  if  withdrawn. 

“(3)  Qualified  trade  or  business. — 

“  (A)  A  trade  or  business  is  a  qualified  trade  or 
business  if  such  trade  or  business  (or  substantially 
the  same  trade  or  business )  — 

“  (i)  is  carried  on  by  the  controlled  foreign 
corporation  outside  the  United  States  and  has 
been  so  carried  on  by  such  corporation,  while 
controlled  by  substantially  the  same  United 
States  persons  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close 
of  the  preceding  taxable  year,  or 

“  (ii)  is  carried  on  by  the  controlled  foreign 
corporation  almost  wholly  within  a  less  devel¬ 
oped  country  or  countries. 

“(B)  A  trade  or  business  which  is  a  qualified 
trade  or  business  for  a  corporation  in  which  the 
controlled  foreign  corporation  owns  at  least  80  per¬ 
cent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80  percent  of 
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the  total  value  of  all  classes  of  stock  shall  he  treated 
as  a  qualified  trade  or  business  for  the  controlled 
foreign  corporation  if  such  percentage  of  stock  was 
owned  continuously  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close  of 
the  preceding  taxable  year. 

“  (4)  Situs  of  certain  property— Property 
which  is  an  obligation  of,  or  pledges  and  guarantees 
made  with  respect  to  obligations  of,  United  States  persons 
shall  be  considered  as  property  located  in  the  United 
States. 

“(5)  Less  developed  country  defined. — The 
term  ‘less  developed  country’  means  (in  respect  of  any 
foreign  corporation)  any  foreign  country  (other  than 
an  area  within  the  Sino-Soviet  bloc)  or  any  possession 
of  the  United  States,  with  respect  to  which  on  the  first 
day  of  the  taxable  year,  there  is  in  effect  an  Executive 
order  by  the  President  of  the  United  States  designating 
such  country  or  possession  as  an  economically  less  de¬ 
veloped  country  for  purposes  of  this  subpart.  For  pur¬ 
poses  of  the  preceding  sentence,  an  oversea  territory, 
department,  province,  or  possession  may  be  treated  as 
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a  separate  country.  No  designation  shall  be  made  under 
this  paragraph  with  respect  to — 


Australia 

Liechtenstein 

Austria 

Luxembourg 

Belgium 

Monaco 

Canada 

Netherlands 

Denmark 

New  Zealand 

France 

Norway 

Germany  (Federal 

Union  of  South  Africa 

Republic) 

San  Marino 

Hong  Kong 

Sweden 

Italy 

Switzerland 

Japan 

United  Kingdom 

“SEC.  954.  CONTROLLED  FOREIGN  CORPORATIONS. 

“(a)  General  Rule. — For  purposes  of  this  subpart, 
the  term  ‘controlled  foreign  corporation’  means  any  foreign 
corporation  of  which  more  than  50  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  entitled  to  vote  is 
owned,  directly  or  indirectly  (within  the  meaning  of  section 
955(b)),  by  United  States  persons  on  any  day  during  the 
taxable  year  of  such  foreign  corporation. 

“(b)  Special  Rule  for  Insurance.— For  purposes 
only  of  taking  into  account  income  described  in  section 
952  (a)  (1)  (A)  (relating  to  income  derived  from  insurance 
of  United  States  risks) ,  the  term  ‘controlled  foreign  corpora- 
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lion’  includes  not  only  a  foreign  corporation  as  defined  by 
subsection  (a)  but  also  one  of  which  more  than  25  percent 
of  the  total  combined  voting  power  of  all  classes  of  stock  is 
owned,  directly  or  indirectly  (within  the  meaning  of  sec¬ 
tion  955  (b)  ) ,  by  United  States  persons  on  any  day  dur¬ 
ing  the  taxable  year  of  such  corporation,  if  the  gross  amount 
of  premiums  or  other  consideration  in  respect  of  reinsurance 
or  the  issuing  of  insurance  or  annuity  contracts  in  connec¬ 
tion  with  property  in,  or  residents  of,  the  United  States,  ex¬ 
ceeds  75  percent  of  the  gross  amount  of  all  premiums  or 
other  consideration  in  respect  of  all  risks. 

“  (c)  Special  Rule  for  Certain  Less  Developed 
Countries. — In  the  case  of  any  foreign  corporation  to 
which  section  953  (b)  (2)  (C)  applies,  the  maximum  per¬ 
centage  of  ownership  permitted  under  the  laws  of  a  less 
developed  country  shall  be  considered,  in  lieu  of  the  more 
than  50  percent  requirement  in  subsection  (a) ,  the  per¬ 
centage  required  under  subsection  (a)  in  order  for  the  cor¬ 
poration  to  be  classified  as  a  controlled  foreign  corporation. 
“SEC.  955.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 
“  (a)  For  Purposes  of  Section  951  (a)  .— 

“(1)  General  rule. — For  purposes  of  section 
951  (a) ,  stock  owned  means — 

“  (A)  stock  owned  directly,  and 
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“(B)  stock  owned  with  the  application  of  para¬ 
graph  (2). 

“  (2)  Stock  ownership  through  foreign  en¬ 
tities. — For  purposes  of  subparagraph  (B)  of  para¬ 
graph  ( 1 ) ,  stock  owned,  directly  or  indirectly,  by  or 
for  a  foreign  corporation,  foreign  partnership,  or  foreign 
trust  or  foreign  estate  (within  the  meaning  of  section 
7701  (a)  (31)  )  shall  be  considered  as  being  owned  pro¬ 
portionately  by  its  shareholders,  partners,  or  benefici¬ 
aries.  Stock  considered  to  be  owned  by  a  person  by  reason 
of  the  application  of  the  preceding  sentence  shall,  for 
purposes  of  applying  such  sentence,  be  treated  as  actually 
owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  paragraph  (1) 
in  the  case  of  a  foreign  mutual  insurance  company,  the 
term  ‘stock’  shall  include  any  certificate  entitling  the 
holder  to  voting  power  in  the  corporation. 

“(b)  Other  Provisions.— For  purposes  of  sections  951 
(b) ,  952  (a)  (l)  (0) ,  and  954,  section  318  (a)  (relating  to 
constructive  ownership  of  stock)  shall  apply  to  the  extent 
that  the  effect  is  to  subject  a  United  States  person  to  the 
requirement  of  section  951  (a) ,  to  treat  5  or  fewer  United 
States  persons  as  owning  more  than  50  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  foreign  corporation, 
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1  or  to  make  a  foreign  corporation  a  controlled  foreign  cor- 


2  poration  under  section  954,  except — 

3  “(1)  In  applying  paragraph  (1)  (A)  of  section 

4  318  (a) ,  stock  owned  by  a  nonresident  alien  individual 

5  (other  than  a  foreign  trust  or  foreign  estate)  shall  not 

6  he  considered  as  owned  by  a  citizen  or  by  a  resident 

7  alien  individual. 

8  “(2)  In  applying  the  first  sentence  of  subpara- 

9  graphs  (A)  and  (B),  and  in  applying  clause  (i)  of 

10  subparagraph  (C),  of  section  318(a)  (2)  — 

11  “  (A)  if  a  partnership,  estate,  trust,  or  corpora- 

12  tion  owns,  directly  or  indirectly,  more  than  50  per- 

13  cent  of  the  total  combined  voting  power  of  all  classes 

14  of  stock  entitled  to  vote  of  a  corporation,  it  shall  be 

15  considered  as  owning  all  the  stock  entitled  to  vote, 

16  and 

17  “  (B)  if  a  partnership,  estate,  trust,  or  corpora- 

18  tion  owns,  directly  or  indirectly,  more  than  50  per- 

19  cent  of  the  total  value  of  shares  of  all  classes  of  stock 

20  of  a  corporation,  it  shall  be  considered  as  owning 

21  the  total  value  of  all  of  the  outstanding  stock  of  such 

22  corporation.  The  application  of  this  subparagraph 

23  shall  not  have  the  effect  of  increasing  voting  power 

24  of  a  partner,  beneficiary,  or  shareholder,  for  pur- 

25  poses  of  subparagraph  (A). 
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“(3)  Stock  owned  by  a  partnership,  estate,  trust, 
or  corporation,  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  (A)  and  (B) ,  and  the  appli¬ 
cation  of  clause  (ii)  of  subparagraph  (C),  of  section 
318(a)  (2),  shall  not  be  considered  as  owned  by  such 
partnership,  estate,  trust,  or  corporation,  for  the  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A)  and 
(B) ,  and  in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318(a)  (2). 

“(4)  In  applying  clause  (i)  of  subparagraph  (0) 
of  section  318(a)  (2),  the  50-percent  limitation  con¬ 
tained  in  subparagraph  (C)  shall  not  apply. 

“SEC.  956.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVI¬ 
OUSLY  TAXED  EARNINGS  AND  PROFITS. 

“  (a)  Exclusion  From  Gross  Income  of  United 
States  Persons. — For  purposes  of  this  chapter,  the  earn¬ 
ings  and  profits  for  a  taxable  year  of  a  foreign  corporation 
attributable  to  amounts  which  arc,  or  have  been,  included  in 
the  gross  income  of  a  United  States  person  under  section 
951  (a)  shall  not,  when — 

“(1)  such  amounts  are  distributed  to,  or 
“(2)  such  amounts  would,  but  for  this  subsection, 
be  included  under  section  951  (a)  (1)  (B)  in  the  gross 
income  of, 

such  person  (or  any  other  United  States  person  who  acquires 
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from  any  person  any  portion  of  the  interest  of  such  United 
States  person  in  such  foreign  corporation,  but  only  to  the  ex¬ 
tent  of  such  portion,  and  subject  to  such  proof  of  the  identity 
of  such  interest  as  the  Secretary  or  his  delegate  may  by  regu¬ 
lations  prescribe)  directly,  or  indirectly  through  a  chain  of 
ownership  described  under  section  955  (a) ,  be  again  included 
in  the  gross  income  of  such  United  States  person  (or  of  such 
other  United  States  person) . 

“(b)  Exclusion  From  Gross  Income  of  Certain 
Foreign  Subsidiaries. — For  purposes  of  section  951  (a) , 
the  earnings  and  profits  for  a  taxable  year  of  a  controlled 
foreign  corporation  attributable  to  amounts  which  are,  or 
have  been,  included  in  the  gross  income  of  a  United  States 
person  under  section  951(a),  shall  not,  when  distributed 
through  a  chain  of  ownership  described  under  section  955 
(a),  be  also  included  in  the  gross  income  of  another  con¬ 
trolled  foreign  corporation  in  such  chain  for  purposes  of  the 
application  of  section  951  (a)  to  such  other  controlled  foreign 
corporation  with  respect  to  such  United  States  person  (or  to 
any  other  United  States  person  who  acquires  from  any  per¬ 
son  any  portion  of  the  interest  of  such  United  States  person 
in  the  controlled  foreign  corporation,  but  only  to  the  extent  of 
such  portion,  and  subject  to  such  proof  of  identity  of  such 
interest  as  the  Secretary  or  his  delegate  may  prescribe  by 
regulations) . 
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“(c)  Allocation  of  Distributions —For  purposes 
of  subsections  (a)  and  (b) ,  section  316(a)  shall  be  ap¬ 
plied  by  applying  paragraph  (2)  thereof,  and  then  para¬ 
graph  (1)  thereof — 

“(i)  first  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (B)  (or  which  would  have  been  included  except 
for  section  956  (a)  (2)  ) , 

“(2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951  (a) 
(1)  (A)  (but  reduced  by  amounts  not  included  under 
section  951  (a)  (1)  (B)  because  of  the  exclusion  in  sec¬ 
tion  956  (a)  (2)  ) ,  and 

“  (3)  then  to  other  earnings  and  profits. 

“(d)  Distributions  Excluded  From  Gross  In¬ 
come  Not  To  Be  Treated  as  Dividends. — Except  as  pro¬ 
vided  in  section  957  (a)  (3) ,  any  distribution  excluded  from 
gross  income  under  subsection  (a)  shall  be  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 

“SEC.  957.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

“  (a)  Taxes  Paid  by  a  Foreign  Corporation. — 

“  (l)  General  rule. — For  purposes  of  subpart  A 
of  this  part,  if  there  is  included,  under  section  951  (a) , 
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in  the  gross  income  of  a  domestic  corporation  any 
amount  attributable  to  earnings  and  profits — 

“  (A)  of  a  foreign  corporation  at  least  10  per- 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  such  domestic  corporation,  or 

“(B)  of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  a  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  in  turn  directly  owned  by 
such  domestic  corporation, 

then,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  such  domestic  corporation  shall  be  deemed 
to  have  paid  the  same  proportion  of  the  total  income, 
war  profits,  and  excess  profits  taxes  paid  (or  deemed 
paid,  if,  paragraph  (4)  applies)  to  a  foreign  country 
or  possession  of  the  United  States  for  the  taxable  year 
which  the  amount  of  earnings  and  profits  of  such  foreign 
corporation  so  included  in  gross  income  of  the  domestic 
corporation  bears  to  the  entire  amount  of  the  total  earn¬ 
ings  and  profits  of  such  foreign  corporation  for  such 
taxable  year. 

“(2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corporation  re- 
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ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  956,  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign  corporation 
to  any  foreign  country  or  to  any  possession  of  the  United 
States  in  connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such  distribution 
is  made  shall  not  be  taken  into  account  for  purposes 
of  section  902,  to  the  extent  such  taxes  were  deemed 
paid  by  such  domestic  corporation  under  paragraph  ( 1 ) 
for  any  prior  taxable  year. 

“  (3)  Taxes  paid  by  foreign  corporation  and 

NOT  PREVIOUSLY  DEEMED  PAID  BY  DOMESTIC  CORPORA¬ 
TION. — Any  portion  of  a  distribution  from  a  foreign  cor¬ 
poration  received  by  a  domestic  corporation  which  is 
excluded  from  gross  income  under  section  956  (a)  shall 
be  treated  by  the  domestic  corporation  as  a  dividend, 
solely  for  purposes  of  taking  into  account  under  section  902 
any  income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the  United 
States,  on  or  with  respect  to  the  accumulated  profits  of 
such  foreign  corporation  from  which  such  distribution  is 
made,  which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  ( 1 )  for  any  prior  taxable 
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“  (4)  Taxes  paid  by  a  foreign  subsidiary. — If 
subparagraph  (A)  of  paragraph  (1)  applies  with  re¬ 
spect  to  an  amount  included  in  gross  income  under  sec¬ 
tion  951  (a)  for  a  taxable  year,  then  such  amount  shall 
be  considered  a  dividend  for  purpose  of  the  application 
of  section  902  (b) . 

“(5)  Inclusion  in  gross  income. — 

“For  inclusion  in  gross  income  of  amount  equal  to 
taxes  deemed  paid  under  paragraph  (1),  see  section  78. 

u  (b)  Special  Rules  for  Foreign  Tax  Credit  in 


Year  of  Receipt  of  Previously  Taxed  Earnings  and 


Profits. — 

“(1)  Increase  in  section  904  limitation. — In 
the  case  of  any  taxpayer  who — 

“  (A)  either  (i)  chose  to  have  the  benefits  of 
subpart  A  of  this  part  for  a  taxable  year  in  which 
he  was  required  under  section  951  (a)  to  include  in 
his  gross  income  an  amount  in  respect  of  a  con¬ 
trolled  foreign  corporation,  or  (ii)  did  not  pay  or 
accrue  for  such  taxable  year  any  income,  war  profits, 
or  excess  profits  taxes  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  subpart 
A  of  this  part  for  the  taxable  year  in  which  he  re¬ 
ceives  a  distribution  or  amount  which  is  excluded 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


132 


from  gross  income  under  section  956  (a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  (A) ,  and 

“(C)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,  or  is  deemed 
to  have  paid,  or  accrues  income,  war  profits,  or  ex¬ 
cess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United  States  with  respect  to  such 
distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  in  which  such  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  (2) , 
but  such  increase  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with  respect 
to  such  distribution  or  amount. 

“(2)  Amount  of  increase.— The  amount  of  in¬ 
crease  of  the  applicable  limitation  under  section  904  (a) 
for  the  taxable  year  in  which  the  distribution  or  amount 
referred  to  in  paragraph  (1)  (B)  is  received  shall  be 
an  amount  equal  to — 

“  ( A)  the  amount  by  which  the  applicable  lim¬ 
itation  under  section  904  (a)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
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reason  of  the  inclusion  in  gross  income  under  section 
951  (a)  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 

“(B)  the  amount  of  any  income,  war  profits, 
and  excess  profits  taxes  paid,  or  deemed  paid,  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  income  of  the 
amount  described  in  subparagraph  (A) . 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  taxpayer 
who — 

“  (A)  chose  to  have  the  benefits  of  subpart  A 
of  this  part  for  a  taxable  year  in  which  he  was  re¬ 
quired  under  section  951  (a)  to  include  in  his  gross 
income  an  amount  in  respect  of  a  controlled  foreign 
corporation,  and 

“(B)  does  not  choose  to  have  the  benefits  of 
subpart  A  of  this  part  for  the  taxable  year  in  which 
he  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  956  (a)  and 
which  is  attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was  included 
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in  his  gross  income  for  the  taxable  year  referred  to 
in  subparagraph  (A) , 

no  deduction  shall  be  allowed  under  section  164  for  the 
taxable  year  in  which  such  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to 
such  distribution  or  amount. 

“(4)  Insufficient  taxable  income. — If  an  in¬ 
crease  in  the  limitation  under  this  subsection  exceeds  the 
tax  imposed  by  this  chapter  for  such  year,  the  amount 
of  such  excess  shall  be  deemed  an  overpayment  of  tax 
for  such  year. 

“SEC.  958.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CON¬ 
TROLLED  FOREIGN  CORPORATION  AND  OF 
OTHER  PROPERTY. 

(a)  Increase  in  Basis. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  basis  of  a  United 
States  person’s  stock  in  a  controlled  foreign  corporation,  and 
the  basis  of  property  of  a  United  States  person  by  reason  of 
which  he  is  considered  under  section  955(a)  (2)  as  owning 
stock  of  a  controlled  foreign  corporation,  shall  be  increased 
by  the  amount  required  to  be  included  in  his  gross  income 
under  section  951  (a)  with  respect  to  such  stock  or  with 
respect  to  such  property,  as  the  case  may  be,  but  only  to  the 
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extent  to  which  such  amount  was  included  in  the  gross 
income  of  such  person. 

“(b)  Reduction  in  Basis. — 

“(1)  In  general. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  adjusted  basis  of 
stock  or  other  property  with  respect  to  which  a  United 
States  person  receives  an  amount  which  is  excluded  from 
gross  income  under  section  956  (a)  shall  be  reduced  by 
the  amount  so  excluded. 

“(2)  Amount  in  excess  of  basis. — To  the  ex¬ 
tent  that  an  amount  excluded  from  gross  income  under 
section  956(a)  exceeds  the  adjusted  basis  of  the  stock 
or  other  property  with  respect  to  which  it  is  received, 
the  amount  shall  be  treated  as  gain  from  the  sale  or 
exchange  of  property.” 

(b)  Technical  and  Clerical  Amendments.— 

(1)  Section  551(b)  (relating  to  foreign  personal 
holding  company  income  included  in  gross  income  of 
United  States  shareholders)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence :  “The  amount 
included  in  the  gross  income  of  any  United  States  share¬ 
holder  for  any  taxable  year  under  the  preceding  sen¬ 
tence  shall  be  reduced  by  such  shareholder’s  proportion¬ 
ate  share  of  the  undistributed  personal  holding  company 
income  which  is  included  in  his  gross  income  under 
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section  951(a)  (1)  (A)  (relating  to  amounts  included 
in  gross  income  of  United  States  persons)  for  such  tax¬ 
able  year  as  his  pro  rata  share  of  the  subpart  E  income 
of  the  company.” 

(2)  Section  901  (relating  to  foreign  tax  credit)  is 
amended  by  striking  out  “section  902”  and  inserting 
in  lieu  thereof  “sections  902  and  957”. 

(3)  Section  902  (e)  is  amended  to  read  as  follows: 
“(e)  Ckoss  References. — 

“(1)  For  application  of  subsections  (a)  and  (b)  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  person  with  respect  to  a  controlled 
foreign  corporation,  see  section  957. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 

(4)  Section  904  (f)  is  amended  to  read  as  follows: 
“  (f)  Cross  References. — 

“(1)  For  increase  of  applicable  limitation  under  sub¬ 
section  (a)  for  taxes  paid  with  respect  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
person  with  respect  to  a  controlled  foreign  corporation, 
see  section  957(b). 

“(2)  For  special  rule  relating  to  the  application  of  the 
credit  provided  by  section  901  in  the  case  of  affiliated 
groups  which  include  Western  Hemisphere  trade  corpo¬ 
rations  for  years  in  which  the  limitation  provided  by  sub¬ 
section  (a)(2)  applies,  see  section  1503(d).” 

(5)  The  table  of  subparts  for  part  III  of  subchapter 
N  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Subpart  F.  Controlled  foreign  corporations.” 
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(6)  Section  1016(a)  (relating  to  adjustments  to 
basis)  is  amended — 

(A)  by  striking  out  the  period  at  the  end  of 
paragraph  (18)  and  inserting  in  lieu  thereof 
a  semicolon;  and 

(B)  by  adding  after  paragraph  (18)  the  fol¬ 
lowing  new  paragraph: 

“(19)  to  the  extent  provided  in  section  958  in 
the  case  of  stock  in  controlled  foreign  corporations  (or 
foreign  corporations  which  were  controlled  foreign  cor¬ 
porations)  and  of  property  by  reason  of  which  a  per¬ 
son  is  considered  as  owning  such  stock.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to 
taxable  years  of  United  States  persons  within  which  or 
with  which  such  taxable  years  of  such  foreign  corporations 
end. 

SEC.  14.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  In  General.— 

(1)  Part  IV  of  subchapter  P  of  chapter  1  (relating 
to  special  rules  for  determining  capital  gains  and  losses) 
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is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

“  (a)  Genekal  Rule. — 

“  ( 1 )  Ordinary  income. — Except  as  otherwise 
provided  in  this  section,  if  section  1245  property  is  dis¬ 
posed  of  after  the  date  of  the  enactment  of  the  Revenue 
Act  of  1962,  the  amount  by  which  the  lower  of — 

“  (A)  the  recomputed  basis  of  the  property,  or 
“  (B)  (i)  in  the  case  of  a  sale,  exchange,  or 
involuntary  conversion,  the  amount  realized,  or 
“(ii)  in  the  case  of  any  other  disposition,  the 
fair  market  value  of  such  property, 
exceeds  the  adjusted  basis  of  such  property  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in 
section  1231.  Such  gain  shall  be  recognized  notwith¬ 
standing  any  other  provision  of  this  subtitle. 

“  (2)  Recomputed  basts.— For  purposes  of  this 
section,  the  term  'recomputed  basis’  means,  with  respect 
to  any  property,  its  adjusted  basis  recomputed  by  adding 
thereto  all  adjustments,  for  taxable  years  beginning  after 
December  31,  1961,  reflected  in  such  adjusted  basis  on 
account  of  deductions  (whether  in  respect  of  the  same 
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or  other  property)  allowed  or  allowable  to  the  taxpayer 
or  to  any  other  person  for  depreciation,  or  for  amortiza¬ 
tion  under  section  168.  For  purposes  of  the  preceding 
sentence,  if  the  taxpayer  can  establish  by  adequate 
records  or  other  sufficient  evidence  that  the  amount 
allowed  for  depreciation,  or  for  amortization  under  sec¬ 
tion  168,  for  any  taxable  year  was  less  than  the  amount 
allowable,  the  amount  added  for  such  taxable  year  shall 
be  the  amount  allowed. 

“(3)  Section  1245  peopeety.— For  purposes 
of  this  section,  the  term  ‘section  1245  property’  means 
any  property  (other  than  livestock)  which  is  or  has 
been  property  of  a  character  subject  to  the  allowance 
for  depreciation  provided  in  section  167  and  is  either — 
“(A)  personal  property,  or 
“(B)  other  property  (not  including  a  building 
or  its  structural  components)  but  only  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in 
which  there  are  reflected  adjustments  described  in 
paragraph  (2)  for  a  period  in  which  such  prop¬ 
erty  (or  other  property)  — 

“  (i)  was  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  electri- 
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cal  energy,  gas,  water,  or  sewage  disposal  serv¬ 
ices,  or 

“  (ii)  constituted  research  or  storage  facili¬ 
ties  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

“(b)  Exceptions  and  Limitations. — 

“(i)  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“(2)  Transfers  at  death.— Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions. — If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
361,  371  (a) ,  374  (a) ,  721,  or  731,  then  the  amount  of 
gain  taken  into  account  by  the  transferor  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  the  transfer  of  such  property 
(determined  without  regard  to  this  section) .  This  para¬ 
graph  shall  not  apply  to  a  disposition  to  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter. 

“  (4)  Like  kind  exchanges;  involuntary  con- 
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versions,  etc. — If  property  is  disposed  of  and  gain 
(determined  without  regard  to  this  section)  is  not  rec¬ 
ognized  in  whole  or  in  part  under  section  1031  or  1033, 
then  the  amount  of  gain  taken  into  account  by  the  trans¬ 
feror  under  subsection  (a)  (1)  shall  not  exceed  the 
sum  of — 

“  (A)  the  amount  of  gain  recognized  on  such 
disposition  (determined  without  regard  to  this  sec¬ 
tion)  ,  plus 

“(B)  the  fair  market  value  of  property  acquired 
which  is  not  section  1245  property  and  which  is  not 
taken  into  account  under  subparagraph  (A) . 

“(5)  Section  1071  and  iosi  transactions.— 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  shall  apply  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale 
or  exchange  to  effectuate  policies  of  ECO)  or  section 
1081  (relating  to  exchanges  in  obedience  to  SEC 
orders) . 

“  (6)  Property  distributed  by  a  partnership 

TO  A  PARTNER. — 

“(A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1245  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to 
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be  determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

“(B)  Adjustments  added  back— In  the 
case  of  any  property  described  in  subparagraph 
(A),  for  purposes  of  computing  the  recomputed 
basis  of  such  property  the  amount  of  the  adjustments 
added  back  for  periods  before  the  distribution  by 
the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
had  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time,  reduced  by 

(ii)  the  amount  of  such  gain  to  which 
section  751  (b)  applied. 

“(c)  Adjustments  to  Basis. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  provide  for  adjustments  to  the  basis  of  property 
to  reflect  gain  recognized  under  subsection  (a) . 

“(d)  Application  of  Section.— This  section  shall 
apply  notwithstanding  any  other  provision  of  this  subtitle.” 

(2)  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable 
property.” 
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(b)  Change  in  Method  of  Depreciation— Sub¬ 
section  (e)  of  section  167  (relating  to  depreciation)  is 
amended  to  read  as  follows : 

“(e)  Change  in  Method  — 

“(1)  Change  from  declining  balance 
method. — In  the  absence  of  an  agreement  under  sub¬ 
section  (d)  containing  a  provision  to  the  contrary,  a 
taxpayer  may  at  any  time  elect  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate  to 
change  from  the  method  of  depreciation  described  in  sub¬ 
section  (b)  (2)  to  the  method  described  in  subsection 

(b)  (1). 

“(2)  Change  with  respect  to  section  1245 
property. — A  taxpayer  may,  within  such  period  after 
the  date  of  the  enactment  of  the  Eevenue  Act  of  1962 
and  in  such  manner  as  the  Secretary  or  his  delegate 
shall  by  regulations  prescribe,  elect  to  change  his  method 
of  depreciation  in  respect  of  section  1245  property  (as 
defined  in  section  1245(a)  (3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the  straight 
line  method.  An  election  may  be  made  under  this 
paragraph  notwithstanding  any  provision  to  the  con¬ 
trary  in  an  agreement  under  subsection  (d)  ” 
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(c)  Salvage  Value  of  Personal  Property. — 

(1)  Amount  taken  into  account. — Section 
167  (relating  to  depreciation)  is  amended  by  redesignat¬ 
ing  subsections  (f) ,  (g) ,  and  (b)  as  (g) ,  (b) ,  and 
(i),  respectively,  and  by  inserting  after  subsection  (e) 
tbe  following  new  subsection : 

“(f)  Salvage  Value. — 

“(1)  General  rule. — Under  regulations  pre¬ 
scribed  by  tbe  Secretary  or  bis  delegate,  a  taxpayer  may, 
for  purposes  of  computing  tbe  allowance  under  sub¬ 
section  (a)  with  respect  to  personal  property,  reduce 
tbe  amount  taken  into  account  as  salvage  value  by  an 
amount  wbicb  does  not  exceed  10  percent  of  tbe  basis 
of  sucb  property  (as  determined  under  subsection  (g) 
as  of  tbe  time  as  of  wbicb  sucb  salvage  value  is  required 
to  be  determined) . 

“(2)  Personal  property  defined. — For  pur¬ 
poses  of  this  subsection,  the  term  ‘personal  property’ 
means  depreciable  personal  property  (other  than  live¬ 
stock)  with  a  useful  life  of  3  years  or  more  acquired  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962.” 
(2)  Conforming  amendments. — 

(A)  Sections  179(d)  (5)  and  642(e)  are 
each  amended  by  striking  out  “167  (g)  ”  and  in¬ 
serting  in  lieu  thereof  “167  (b)  ”. 
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(B)  Section  179(d)  (8)  is  amended  by  strik¬ 
ing  out  “167  (f)  ”  and  inserting  in  lieu  thereof 
“167(g)". 

(d)  Special  Rule  for  Charitable  Contributions 
of  Section  1245  Property. — Section  170  (relating  to 
charitable,  etc.,  contributions  and  gifts)  is  amended  by  re¬ 
designating  subsections  (e)  and  (f)  as  (f)  and  (g),  re¬ 
spectively,  and  by  inserting  after  subsection  (d)  the  follow¬ 
ing  new  subsection: 

“(e)  Special  Rule  for  Charitable  Contribu¬ 
tions  of  Section  1245  Property. — The  amount  of  any 
charitable  contribution  taken  into  account  under  this  section 
shall  be  reduced  by  the  amount  which  would  have  been 
treated  as  gain  to  which  section  1245  (a)  applies  if  the  prop¬ 
erty  contributed  had  been  sold  at  its  fair  market  value 
(determined  at  the  time  of  such  contribution) .” 

(e)  Technical  Amendments. — 

(1)  Special  rule  for  partnerships. — Section 
751  (c)  (relating  to  definition  of  “unrealized  receiv¬ 
ables"  for  purposes  of  subchapter  K)  is  amended  by 
adding  after  paragraph  (2)  the  following: 

“For  purposes  of  this  section  and  sections  731,  736,  and 
741,  such  term  also  includes  section  1245  property  (as  de¬ 
fined  in  section  1245(a)  (3)  ) ,  but  only  to  the  extent  of  the 
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1  amount  which  would  be  treated  as  gain  to  which  section 

2  1245(a)  would  apply  if  (at  the  time  of  the  transaction  de- 
2  scribed  in  this  section  or  section  731,  736,  or  741,  as  the 

4  case  may  be)  such  property  had  been  sold  by  the  partner- 

5  ship  at  its  fair  market  value.” 

6  i (2)  Corporate  distribution  of  property.— 

7  Subsections  (b)  and  (d)  of  section  301  (relating  to 

2  amount  distributed)  are  each  amended  by  striking  out 

9  “subsection  (b)  or  (c)  of  section  311”  and  inserting  in 

10  lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or 

11  under  section  1245  (a)  ”. 

12  (3)  Effect  on  earnings  and  profits. — Section 

13  312(c)  (3)  (relating  to  adjustments  of  earnings  and 

11  profits)  is  amended  by  striking  out  “subsection  (b) 

15  or  (c)  of  section  311”  and  inserting  in  lieu  thereof 

16  “subsection  (b)  or  (c)  of  section  311  or  under  sec- 

17  tion  1245  (a)  ”. 

18  (4)  Collapsible  corporations. — Section  341 

19  (e)  (relating  to  collapsible  corporations)  is  amended 
29  by  inserting  after  paragraph  (11)  the  following  new 

21  paragraph : 

22  “(l2)  NON  APPLICATION  OF  SECTION  1245(a).— 
22  For  purposes  of  this  subsection,  the  determination  of 

24  whether  gain  from  the  sale  or  exchange  of  property 

25  would  under  any  provision  of  this  chapter  be  considered 
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as  gain  from  the  sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  described  in  section 
1231  (b)  shall  be  made  without  regard  to  the  applica¬ 
tion  of  section  1245  (a) 

(5)  Installment  obligations  in  certain 
LIQUIDATIONS  .— 

(A)  Section  453(d)  (4)  (A)  (relating  to 
distribution  of  installment  obligations  in  section  332 
liquidations )  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence:  “If  the  basis  of  the 
property  of  the  liquidating  corporation  in  the  hands 
of  the  distributee  is  determined  imder  section  334 
(b)  (2)  then  the  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  ( 1 )  gain  to  the 
distributing  corporation  would  be  considered  as  gain 
to  which  section  1245  (a)  applies.” 

(B)  Section  453  (d)  (4)  (B)  (relating  to  dis¬ 
tribution  of  installment  obligations  in  liquidations 
to  which  section  337  applies)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence :  “The 
preceding  sentence  shall  not  apply  to  the  extent  that 
under  paragraph  (1)  gain  to  the  distributing  cor¬ 
poration  would  be  considered  as  gain  to  which  sec¬ 
tion  1245  (a)  applies.” 

(f)  Effective  Date. — The  amendments  made  by  this 
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section  shall  apply  to  taxable  years  beginning  after  December 
31,  1961,  and  ending  after  the  date  of  the  enactment  of  this 
Act. 

SEC.  15.  FOREIGN  INVESTMENT  COMPANIES. 

(a)  Treatment  of  Sale  of  Stock  of  Foreign 
Investment  Com  pan  i  es  . — 

(1)  In  general. — Part  IV  of  subchapter  P  of 
chapter  1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  adding  after 
section  1245  (as  added  by  section  14  of  this  Act)  the 
following  new  sections: 

“SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY 
STOCK. 

“  (a)  Treatment  of  Gain  as  Ordinary  Income. — 
“(1)  General  rule. — In  the  case  of  a  sale  or 
exchange  after  December  31,  1962,  of  stock  in  a  foreign 
corporation  which  was  a  foreign  investment  company 
(as  defined  in  subsection  (b)  )  at  any  time  during  the 
period  during  which  the  taxpayer  held  such  stock,  any 
gain  shall  be  treated  as  gain  from  the  sale  or  exchange 
of  property  which  is  not  a  capital  asset,  to  the  extent 
of  the  taxpayer’s  ratable  share  of  the  earnings  and 
profits  of  such  corporation  accumulated  for  taxable  years 
beginning  after  December  31,  1962. 

“(2)  "R  atatvle  share. — For  purposes  of  this  sec- 
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lion,  the  taxpayers  ratable  share  shall  he  determined 
under  regulations  prescribed  by  tin;  Secretary  or  his 
delegate,  but  shall  include  only  his  ratable  share  of  the 
accumulated  earnings  and  profits  ot  such  corporation — 
“  (A)  for  the  period  during  which  the  taxpayer 
held  such  stock,  but 


“  (B)  excluding  such  earnings  and  profits  which 
were  taxed  to  such  taxpayer  under  section  951  or 
under  section  551 . 


“(3)  Taxpayer  to  establish  earnings  and 
profits. — Unless  the  taxpayer  establishes  the  amount 
of  the  accumulated  earnings  and  profits  of  the  foreign 
investment  company  and  the  ratable  share  thereof  for 
the  period  during  which  the  taxpayer  held  such  stock, 
all  the  gain  from  the  sale  or  exchange  of  stock  in  such 
company  shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“(4)  Holding  period  of  stock  must  be  more 
than  (5  months. — This  section  shall  not  apply  with 
respect  to  the  sale  or  exchange  of  stock  where  the  hold¬ 
ing  period  of  such  stock  as  of  the  date  of  such  sale  or 
exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Com¬ 
pany. — For  purposes  of  this  section,  the  term  ‘foreign  in¬ 
vestment  company’  means  any  foreign  corporation — 
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“(1)  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80a-l  to  80b-2) , 
either  as  a  management  company  or  as  a  imit  invest¬ 
ment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being 
engaged)  primarily  in  the  business  of  investing,  rein¬ 
vesting,  or  trading  in  securities  (within  the  meaning  of 
section  3(a)  (1)  of  such  Act)  at  a  time  when  more 
than  50  percent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote,  or  of  the  total  value 
of  shares  of  all  classes  of  stock,  was  held,  directly  or 
indirectly  (within  the  meaning  of  section  954  (a)  ) ,  by 
United  States  persons  (as  defined  in  section  7701 
(a) (30)). 

“(c)  Stock  Having  Transferred  or  Substituted 
Basis. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  stock  in  a  foreign  corpora¬ 
tion,  the  basis  of  which  (in  the  hands  of  the  taxpayer  selling 
or  exchanging  such  stock)  is  determined  by  reference  to  the 
basis  (in  the  hands  of  such  taxpayer  or  any  other  person) 
of  stock  in  a  foreign  investment  company,  shall  be  treated 
as  stock  of  a  foreign  investment  company  and  held  by  the 
taxpayer  throughout  the  holding  period  for  such  stock  (deter¬ 
mined  under  section  1223) . 
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1  “(d)  Rules  Relating  to  Entities  Holding  Eor- 

2  eign  Investment  Company  Stock. — To  the  extent  pro- 

3  vided  in  regulations  prescribed  by  the  Secretary  or  bis 

4  delegate — 

5  “  ( 1 )  trust  certificates  of  a  trust  to  which  section 

6  677  (relating  to  income  for  benefit  of  grantor)  applies, 

7  and 

8  “(2)  stock  of  a  domestic  corporation, 

9  shall  be  treated  as  stock  of  a  foreign  investment  company  and 

10  held  by  the  taxpayer  throughout  the  holding  period  for  such 

11  certificates  or  stock  (determined  under  section  1223)  in  the 

12  same  proportion  that  the  investment  in  stock  in  a  foreign 

13  investment  company  by  the  trust  or  domestic  corporation 

14  bears  to  the  total  assets  of  such  trust  or  corporation. 

15  “(e)  Rules  Relating  to  Stock  Acquired  From  a 

16  Decedent. — 

17  “  ( 1 )  Basis. — In  the  case  of  stock  of  a  foreign 

18  investment  company  acquired  by  bequest,  devise,  or 

19  inheritance  (or  by  the  decedent’s  estate)  from  a  dece- 

20  dent  dying  after  December  31,  1962,  the  basis  deter- 

21  mined  under  section  1014  shall  be  reduced  (but  not 

22  below  the  adjusted  basis  of  such  stock  in  the  hands  of 

23  the  decedent  immediately  before  his  death)  by  the 
amount  of  the  decedent’s  ratable  share  of  the  accumu- 
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lated  earnings  and  profits  of  such  company.  Any 
stock  so  acquired  shall  be  treated  as  stock  described  in 
subsection  (c) . 

“(2)  Deduction  for  estate  tax. — If  stock  to 
which  subsection  (a)  applies  is  acquired  from  a  dece¬ 
dent,  the  taxpayer  shall,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  be  allowed  (for  the 
taxable  year  of  the  sale  or  exchange)  a  deduction  from 
gross  income  equal  to  that  portion  of  the  decedent’s 
estate  tax  deemed  paid  which  is  attributable  to  the  excess 
of  (A)  the  value  at  which  such  stock  was  taken  into 
account  for  purposes  of  determining  the  value  of  the 
decedent’s  gross  estate,  over  (B)  the  value  at  which 
it  would  have  been  so  taken  into  account  if  such  value 
had  been  reduced  by  the  amount  described  in  para¬ 
graph  (1). 

“(f)  Information  Wrm  Respect  to  Certain 
Foreign  Investment. — Every  United  States  person  who, 
on  the  last  day  of  the  taxable  year  of  a  foreign  investment 
company  beginning  after  December  31,  1962,  owns  5  per¬ 
cent  or  more  in  value  of  the  stock  of  such  company  shall 
furnish  with  respect  to  such  company  such  information  as  the 
Secretary  or  his  delegate  shall  by  regulations  prescribe. 

“  (g)  Cross  Reference  — 

“For  special  rules  relating  to  the  earnings  and  profits 
of  foreign  investment  companies,  see  section  312(1). 
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“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COM¬ 
PANIES  TO  DISTRIBUTE  INCOME  CUR¬ 
RENTLY. 

“  (a)  Election  by  Foreign  Investment  Com¬ 
pany. — 

“  ( 1 )  In  general. — If  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(h)  (1)  elects 
(in  the  manner  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate)  on  or  before  December 
31,  1962,  with  respect  to  each  taxable  year  beginning 
after  December  31,  1962,  to — 

“(A)  distribute  to  its  shareholders  90  percent 
or  more  of  what  its  taxable  income  would  be  if  it 
were  a  domestic  corporation  ; 

“(B)  designate  in  a  written  notice  mailed  to 
its  shareholders  at  any  time  before  the  expiration 
of  30  days  after  the  close  of  its  taxable  year  the 
pro  rata  amount  of  the  excess  (determined  as  if  such 
corporation  were  a  domestic  corporation)  of  the  net 
long-term  capital  gains  over  the  net  short-term 
capital  losses;  and  the  portion  thereof  which  is  being 
distributed;  and 

“(C)  provide  such  information  as  the  Secre¬ 
tary  or  his  delegate  deems  necessary  to  carry  out  the 
purposes  of  this  section, 
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then  section  1246  shall  not  apply  with  respect  to  the 
qualified  shareholders  of  such  company  during  any 
taxable  year  to  which  such  election  applies. 

“(2)  Special  rules.— 

“  (A)  Computation  of  taxable  income. — 
For  purposes  of  paragraph  (1)  (A),  the  taxable 
income  of  the  company  shall  be  computed  without 
regard  to — 

“  (i)  the  excess  of  capital  gains  over  losses 
referred  to  in  paragraph  (1)  (B), 

“  (ii)  section  172  (relating  to  net  operating 
losses) ,  and 

“  (iii)  any  deduction  provided  by  part  VIII 
of  subchapter  B  (other  than  the  deduction  pro¬ 
vided  by  section  248,  relating  to  organizational 
expenditures) . 

“(B)  Distributions  after  the  close  of 
the  taxable  year. — For  purposes  of  paragraph 
(1)  (A),  a  distribution  made  after  the  close  of  the 
taxable  year  and  on  or  before  the  15th  day  of  the 
third  month  of  the  next  taxable  year  shall  be  treated 
as  distributed  during  the  taxable  year  to  the  extent 
elected  by  the  company  (in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
on  or  before  the  15th  day  of  such  third  month. 
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1  “  (0)  Carryover  of  capital  losses  from 

2  nonelection  years  denied— In  computing  the 

3  excess  of  capital  gains  over  losses  referred  to  in 

4  paragraph  (1)  (B),  section  1212  shall  not  apply 

5  to  losses  incurred  in  or  with  respect  to  taxable  years 

6  before  the  first  taxable  year  to  which  the  election 

7  applies. 

8  “(b)  Years  to  Which  Election  Applies— The 

9  election  of  any  foreign  investment  company  under  this  sec- 

10  tion  shall  terminate  as  of  the  close  of  the  taxable  year  pre- 

11  ceding  its  first  taxable  year  in  which  any  of  the  following 

12  occurs : 

13  “  ( 1 )  the  company  fails  to  comply  with  the  provi- 

14  sions  of  subparagraph  (A) ,  (B) ,  or  (C)  of  subsection 

15  (a)  (1),  unless  it  is  shown  that  such  failure  is  due  to 

10  reasonable  cause  and  not  due  to  willful  neglect, 

17  “(2)  the  company  is  a  foreign  personal  holding 

18  company,  or 

19  “(3)  the  company  is  not  a  foreign  investment  com- 

20  pany  which  is  described  in  section  1246(b)  (1). 

21  “(c)  Qualified  Shareholders.— For  purposes  of 

22  this  section — 

23  “  ( i )  In  general.— The  term  ‘qualified  share- 

24  holder’  means  any  shareholder  who  is  a  United  States 
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person,  other  than  a  shareholder  described  in  paragraph 

(2). 

“  (2)  Cektain  united  states  peksons  ex¬ 
cluded  fkom  definption.— A  United  States  person 
shall  not  be  treated  as  a  qualified  shareholder  for  the 
taxable  year  if  for  such  taxable  year  (or  for  any  prior 
taxable  year)  he  did  not  include,  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year, 
the  amount  designated  hy  such  company  pursuant  to 
subsection  (a)  (3)  (h>)  as  his  share  of  the  undistributed 
capital  gains  of  such  company  for  its  taxable  year  end¬ 
ing  within  or  with  such  taxable  year  of  the  taxpayer. 
The  preceding  sentence  shall  not  apply  with  respect 
to  any  failure  by  the  taxpayer  to  treat  an  amount  as 
provided  therein  if  the  taxpayer  shows  that  such  failure 
was  due  to  reasonable  cause  and  not  due  to  willful 
neglect. 

“(d)  Adjustments. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  proper  adjustment  shall  be 
made — 

“(3)  in  the  earnings  and  profits  of  the  electing 
foreign  investment  company,  and 

(2)  the  adjusted  basis  of  stock  of  such  company 
held  by  qualified  shareholders, 
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1  to  reflect  the  inclusion  in  gross  income  by  such  shareholders 

2  of  undistributed  capital  gains. 

3  “(e)  Loss  on  Sale  or  Exchange  of  Certain  Stock 

4  Held  Less  Than  6  Months.— If— 

5  “(1)  under  this  section,  any  qualified  shareholder 

(i  treats  any  amount  designated  under  subsection  (a)  (1) 

7  (B)  with  respect  to  a  share  of  stock  as  long-term  capital 

8  gain,  and 

9  “(2)  such  share  is  held  by  the  taxpayer  for  less 

19  than  6  months, 

11  then  any  loss  on  the  sale  or  exchange  of  such  share  shall, 

12  to  the  extent  of  the  amount  described  in  paragraph  ( 1 ) , 

13  be  treated  as  loss  from  the  sale  or  exchange  of  a  capital 

14  asset  held  for  more  than  6  months.” 

15  (2)  The  table  of  sections  for  such  part  IV  is 

16  amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1246.  Gain  on  foreign  investment  company. 

“Sec.  1247.  Election  by  foreign  investment  companies  to 
distribute  income  currently.” 

17  (b)  Conforming  Amendments. — 

18  (1)  Earnings  and  profits  of  foreign  in- 

19  vestment  companies. — Section  312  (relating  to 

20  effect  on  earnings  and  profits)  is  amended  by  adding 

21  after  subsection  (k)  the  following  new  subsection: 
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“(1)  Earnings  and  Profits  of  Foreign  Invest¬ 
ment  Companies. — 

“  ( l )  Allocation  within  affiliated  group. — 
In  the  case  of  a  sale  or  exchange  of  stock  in  a  foreign 
investment  company  (as  defined  in  section  1246(b)) 
by  a  United  States  person  (as  defined  in  section  7701 
(a)  (30)  ) ,  if  such  company  is  a  member  of  an  affiliated 
group,  then  the  accumulated  earnings  and  profits  of  all 
members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate, 
in  such  manner  as  is  proper  to  carry  out  the  purposes  of 
section  1246. 

“  (2)  Affiliated  group  defined. — For  purposes 
of  paragraphs  (1)  and  (2)  of  this  subsection,  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504(a)  ;  except  that  (A)  ‘more  than  50 
percent’  shall  be  substituted  for  ‘80  percent  or  more’, 
and  (B)  all  corporations  shall  be  treated  as  includible 
corporations  (without  regard  to  the  provisions  of 
section  1504  (b)  ) . 

“(3)  Partial  liquidations  and  redemp¬ 
tions. — 

“(A)  In  general.— If  a  foreign  investment 
company  (as  defined  in  section  1246)  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to 
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which  section  302  (a)  or  303  applies,  the  part  of 
such  distribution  which  is  properly  chargeable  to 
earnings  and  profits  shall  be  an  amount  which  is 
not  in  excess  of  the  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  after 
February  28,  1913,  attributable  to  the  stock  so 
redeemed. 

“(B)  Effective  date. — Subparagraph  (A) 
shall  apply  only  with  respect  to  distributions  made 
after  December  31,  1962.” 

(2)  Sale  or  exchange  of  interest  in  part¬ 
nership. — Section  751  (d)  (2)  (relating  to  inventory 
items  which  have  appreciated  substantially  in  value)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B) ,  and  by  striking  out  subparagraph  (C)  and 
inserting  in  lieu  thereof  the  following  new  subparagraphs : 

“(0)  any  other  property  of  the  partnership 
which,  if  sold  or  exchanged  by  the  partnership, 
would  result  in  a  gain  taxable  under  subsection  (a) 
of  section  1246  (relating  to  gain  on  foreign  invest¬ 
ment  company  stock) ,  and 

“(D)  any  other  property  held  by  the  partner¬ 
ship  which,  if  held  by  the  selling  or  distributee  part¬ 
ner,  would  be  considered  property  of  the  type 
described  in  subparagraph  (A),  (B),  or  (C).” 
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(3)  Holding  period  of  property. — Section 
1223  (relating  to  holding  period  of  property)  is  amend¬ 
ed  by  redesignating  paragraph  (10)  as  paragraph  (11) 
and  inserting  after  paragraph  (9)  the  following  para¬ 
graph  : 

“(10)  In  determining  the  period  for  which  the 
taxpayer  has  held  trust  certificates  of  a  trust  to  which 
subsection  (d)  of  section  1246  applies,  or  the  period 
for  which  the  taxpayer  has  held  stock  in  a  corporation 
to  which  subsection  (d)  of  section  1246  applies,  there 
shall  be  included  the  period  for  which  the  trust  or  cor¬ 
poration  (as  the  case  may  be)  held  the  stock  of  foreign 
investment  companies.” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  16.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS. 

(a)  Treatment  of  Gain  From  the  Redemption, 
Cancellation,  or  Sale  of  Stock  in  Certain  Foreign 
Corporations. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  15  of  this  Act)  the  following  new  section: 
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1  “SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 

2  OF  STOCK  IN  CERTAIN  FOREIGN  CORPORA- 

3  TIONS. 

4  “  (a)  Redemptions  and  Liquidations —If  a  foreign 

5  corporation  redeems  its  stock  in  an  exchange  to  which  seo 

6  tion  302  (a)  applies,  or  if  a  foreign  corporation  cancels  its 

7  stock  in  a  complete  or  partial  liquidation  in  an  exchange  to 

8  which  section  331  applies,  then  the  gain  of  a  United  States 

9  person  (as  defined  in  section  7701  (a)  (30)  )  from  the  ex- 

10  change  of  such  stock  shall  be  included  in  the  gross  income 

11  of  such  person  as  a  dividend,  to  the  extent  of  such  person’s 

12  proportionate  share  of  the  earnings  and  profits  of  the  foreign 

13  corporation  accumulated  after  February  28,  1913. 

14  “(b)  Sales  and  Other  Exchanges. — If  a  United 

15  States  person  (as  defined  in  section  7701  (a)  (30)  )  sells  or 

16  exchanges  stock  in  a  foreign  corporation,  then  the  gain 

17  recognized  on  the  sale  or  exchange  of  such  stock  shall  be 

18  considered  as  gain  from  the  sale  or  exchange  of  property 

19  which  is  not  a  capital  asset,  to  the  extent  of  such  person’s 

20  proportionate  share  of  the  earnings  and  profits  of  the  foreign 

21  corporation  accumulated  during  the  period  the  stock  sold  or 

22  exchanged  was  held  by  such  person. 
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“(c)  Limitations.— 

“(1)  Controlled  foreign  corporations  — 
Subsections  (a)  and  (b)  shall  apply  only  if  the  foreign 
corporation  the  stock  of  which  is  sold  or  exchanged  (A) 
is  a  controlled  foreign  corporation  (as  defined  in  section 
954)  at  the  time  of  the  sale  or  exchange,  or  (B)  was 
such  a  controlled  foreign  corporation  at  any  time  during 
the  5-year  period  ending  on  the  date  of  the  sale  or 
exchange. 

“(2)  10-percent  ownership. — Subsections  (a) 
and  (b)  shall  apply  only  to  a  United  States  person  who 
can  be  considered,  by  applying  the  rules  of  constructive 
ownership  of  section  955  (b) ,  as  being  the  owner, 
directly  or  indirectly,  of  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  the  foreign  corporation  at  the  time  of  the  sale 
or  exchange,  or  at  any  time  during  the  5-year  period 
ending  on  the  date  of  the  sale  or  exchange. 

“  (3)  Elimination  from  earnings  and  profits 

OF  AMOUNTS  INCLUDED  IN  GROSS  INCOME  UNDER 
section  9  51. — In  determining  the  amount  to  be  con¬ 
sidered  a  dividend  under  subsection  (a) ,  or  as  gain  from 
the  sale  or  exchange  of  property  which  is  not  a  capital 
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asset  under  subsection  (b),  the  United  States  person’s 
proportionate  share  of  earnings  and  profits  of  the  foreign 
corporation  shall  be  reduced  by  the  amount  previously 
included  in  the  gross  income  of  such  person  under  section 
951,  with  respect  to  the  stock  sold  or  exchanged,  but 
only  to  the  extent  such  amount  did  not  result  in  an 
exclusion  from  gross  income  under  section  956. 

“  (4)  Redemptions  to  pay  death  taxes— Sub¬ 
sections  (a)  and  (b)  shall  not  apply  to  distributions  to 
which  section  303  (relating  to  distributions  in  re¬ 
demption  of  stock  to  pay  death  taxes)  applies. 

“(5)  Additional  consideration  in  certain 
reorganizations. — Subsection  (b)  shall  not  apply  to 
gain  recognized  on  exchanges  to  which  section  356  (re¬ 
lating  to  receipt  of  additional  consideration  in  certain 
reorganizations)  applies. 

“  (6)  Treatment  of  amounts  which  are  ordi¬ 
nary  INCOME,  ETC.,  UNDER  OTHER  PROVISIONS. — Sub- 
sections  (a)  and  (b)  shall  not  apply  with  respect  to  any 
amount  to  the  extent  that  such  amount  is,  under  any 
other  provision  of  this  title,  treated  as — 

“(A)  a  dividend, 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 


164 


“(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or 

“  (0)  gain  from  the  sale  of  an  asset  held  for  not 
more  than  6  months. 

“(d)  Taxpayee  To  Establish  Eaenings  and 
Peofits. — Unless  the  taxpayer  establishes  the  amount  of 
the  earnings  and  profits  of  the  foreign  corporation  to  be  taken 
into  accoimt  under  subsections  (a)  and  (b),  all  gain  from 
the  sale  or  exchange  shall  be  considered  a  dividend  under 
subsection  (a) ,  or  as  gain  from  the  sale  or  exchange  of 
property  which  is  not  a  capital  asset  under  subsection  (b) , 
whichever  applies.” 

(b)  Cleeical  Amendment. — The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock 
in  certain  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  sales  or  exchanges  oc¬ 
curring  after  the  date  of  the  enactment  of  this  Act. 
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SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 
PATRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal 

i 

taxes  and  surtaxes)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subchapter: 

“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends. 
“Part  III.  Definitions ;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

“Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 

“  (a)  In  General. — This  part  shall  apply  to — 

“(i)  any  organization  exempt  from  tax  under  sec¬ 
tion  521  (relating  to  exemption  of  farmers’  cooperatives 
from  tax) ,  and 

“  (2)  any  corporation  operating  on  a  cooperative 
basis  other  than  an  organization — 

“(A)  which  is  exempt  from  tax  under  this 
chapter, 
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“(B)  which  is  subject  to  the  provisions  of — 

“  (i)  part  II  of  suhchapter  H  (relating 
to  mutual  savings  banks,  etc. ) ,  or 

“  (ii)  subchapter  L  (relating  to  insurance 
companies) ,  or 

“(C)  which  is  engaged  in  furnishing  electric 
energy,  or  providing  telephone  service,  to  persons 
in  rural  areas. 

“  (b)  Tax  ox  Certain  Farmers’  Cooperatives. — 
An  organization  described  in  subsection  (a)  (1)  shall  be 
subject  to  the  taxes  imposed  by  section  11  or  1201. 

“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES. 

“  (a)  Gross  Income. — Except  as  provided  in  subsec¬ 
tion  (b) ,  the  gross  income  of  any  organization  to  which  this 
part  applies  shall  be  determined  without  any  adjustment 
(as  a  reduction  in  gross  receipts,  an  increase  in  cost  of  goods 
sold,  or  otherwise)  by  reason  of  any  allocation  or  distribution 
to  a  patron  out  of  the  net  earnings  of  such  organization. 

“(b)  Patronage  Dividends.— In  determining  the 
taxable  income  of  an  organization  to  which  this  part  applies, 
there  shall  not  be  taken  into  account  amounts  paid  during 
the  payment  period  for  the  taxable  year — 

“(i)  as  patronage  dividends  (as  defined  in  section 
1388  (a)  ) ,  to  the  extent  paid  in  money,  qualified  writ¬ 
ten  notices  of  allocation  (as  defined  in  section  1388 
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(c)  ) ,  or  other  property  (except  nonqualified  written 
notices  of  allocation  (as  defined  in  section  1388  (d)  )  ) 
with  respect  to  patronage  occurring  during  such  taxable 
year;  or 

“(2)  in  money  or  other  property  (except  written 
notices  of  allocation)  in  redemption  of  a  nonqualified 
written  notice  of  allocation  which  was  paid  as  a  patron¬ 
age  dividend  during  the  payment  period  for  the  taxable 
year  during  which  the  patronage  occurred. 

For  purposes  of  this  title,  any  amount  not  taken  into  ac¬ 
count  under  the  preceding  sentence  shall  be  treated  in  the 
same  manner  as  an  item  of  gross  income  and  as  a  deduction 
therefrom. 

“(c)  Deduction  for  Nonpatronage  Distribu¬ 
tions,  etc. — In  determining  the  taxable  income  of  an  or¬ 
ganization  described  in  section  1381  (a)  (1),  there  shall  he 
allowed  as  a  deduction  (in  addition  to  other  deductions  al¬ 
lowable  under  this  chapter)  — 

“  ( 1 )  amounts  paid  during  the  taxable  year  as  divi¬ 
dends  on  its  capital  stock ;  and 

“(2)  amounts  paid  during  the  payment  period  for 

the  taxable  year — 

“  (A )  in  money,  qualified  written  notices  of 
allocation,  or  other  property  (except  nonqualified 
written  notices  of  allocation)  on  a  patronage  basis 
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to  patrons  with  respect  to  its  earnings  during  such 
taxable  year  which  are  derived  from  business  done 
for  the  United  States  or  any  of  its  agencies  or  from 
sources  other  than  patronage,  or 

“(B)  in  money  or  other  property  (except  writ¬ 
ten  notices  of  allocation)  in  redemption  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid, 
during  the  payment  period  for  the  taxable  year  dur¬ 
ing  which  the  earnings  were  derived,  on  a  patron¬ 
age  basis  to  a  patron  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  subpara¬ 
graph  (A). 

“(d)  Payment  Period  for  Each  Taxable  Yeas. — 
For  purposes  of  subsections  (b)  and  (c)  (2),  the  payment 
period  for  any  taxable  year  is  the  period  beginning  with  the 
first  day  of  such  taxable  year  and  ending  with  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year. 

“(e)  Products  Marketed  Under  Pooling  Ar¬ 
rangements. — For  purposes  of  subsection  (b) ,  in  the  case 
of  a  pooling  arrangement  for  the  marketing  of  products,  the 
patronage  shall  (to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  be  treated  as 
patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“(f)  Treatment  of  Earnings  Received  After 
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Patronage  Occurred. — If  any  portion  of  the  earnings 
from  business  done  with  or  for  patrons  is  includible  in  the 
organization’s  gross  income  for  a  taxable  year  after  the 
taxable  year  during  which  the  patronage  occurred,  then  for 
purposes  of  applying  subsection  (b)  to  such  portion  the 
patronage  shall,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  be  considered  to 
have  occurred  during  the  taxable  year  of  the  organization 
during  which  such  earnings  are  includible  in  gross  income. 
“SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE 
REDEEMS  NONQUALIFIED  WRITTEN  NO¬ 
TICES  OF  ALLOCATION. 

“  (a)  General  Rule.— If,  under  section  1382(b)  (2) 
or  (c)  (2)  (B) ,  a  deduction  is  allowable  to  an  organization 
for  the  taxable  year  for  amounts  paid  in  redemption  of  non¬ 
qualified  written  notices  of  allocation,  then  the  tax  imposed 
by  this  chapter  on  such  organization  for  the  taxable  year 
shall  be  the  lesser  of  the  following : 

“  ( 1 )  the  tax  for  the  taxable  year  computed  with 
such  deduction;  or 

“(2)  an  amount  equal  to — 

“  (A)  the  tax  for  the  taxable  year  computed 
without  such  deduction,  minus 

“(B)  the  decrease  in  tax  under  this  chapter 
for  any  prior  taxable  year  (or  years)  which  would 
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result  solely  from  treating  such  nonqualified  written 
notices  of  allocation  as  qualified  written  notices  of 
allocation. 

“(b)  Special  Rules. — 

“  ( 1 )  If  the  decrease  in  tax  ascertained  under  sub¬ 
section  (a)  (2)  (B)  exceeds  the  tax  for  the  taxable  year 
(computed  without  the  deduction  described  in  subsection 
(a)  )  such  excess  shall  be  considered  to  be  a  payment 
of  tax  on  the  last  day  prescribed  by  law  for  the  payment 
of  tax  for  the  taxable  year,  and  shall  be  refunded  or 
credited  in  the  same  manner  as  if  it  were  an  overpay¬ 
ment  for  such  taxable  year. 

“(2)  For  purposes  of  determining  the  decrease  in 
tax  under  subsection  (a)  (2)  (B),  the  stated  dollar 
amount  of  any  nonqualified  written  notice  of  allocation 
which  is  to  be  treated  under  such  subsection  as  a  quali¬ 
fied  written  notice  of  allocation  shall  be  the  amount  paid 
in  redemption  of  such  written  notice  of  allocation  which 
is  allowable  as  a  deduction  under  section  1382  (b)  (2) 
or  (c)  (2)  (B)  for  the  taxable  year. 

“  (3)  If  the  tax  imposed  by  this  chapter  for  the  tax¬ 
able  year  is  the  amount  determined  under  subsection 
(a)  (2) ,  then  the  deduction  described  in  subsection  (a) 
shall  not  be  taken  into  account  for  any  purpose  of  this 
subtitle  other  than  for  purposes  of  this  section. 
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1  “PART  II— TAX  TREATMENT  BY  PATRONS  OF  PA- 

2  TRONAGE  DIVIDENDS 

“Sec.  1385.  Amounts  includible  in  patron’s  gross  income. 

3  “SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS 

4  INCOME. 

5  “  (a)  General  Rule. — Except  as  otherwise  provided 

6  in  subsection  (b),  each  person  shall  include  in  gross 

7  income — 

8  “  ( 1 )  the  amount  of  any  patronage  dividend  which 

9  is  paid  in  money,  a  qualified  written  notice  of  allocation, 

10  or  other  property  (except  a  nonqualified  written  notice 

11  of  allocation) ,  and  which  is  received  by  him  during  the 

12  taxable  year  from  an  organization  described  in  section 

13  1381  (a) ,  and 

14  “  (2)  any  amount,  described  in  section  1382  (c)  (2) 

15  (A)  (relating  to  certain  nonpatronage  distributions  by 

16  tax-exempt  farmers’  cooperatives) ,  which  is  paid  in 

17  money,  a  qualified  written  notice  of  allocation,  or  other 

18  property  ( except  a  nonqualified  written  notice  of  alloca- 

19  tion) ,  and  which  is  received  by  him  during  the  taxable 

20  year  from  an  organization  described  in  section  1381  (a) 

21  (1). 

22  “  (b)  Exclusion  From  Gross  Income. — Under  regu- 

23  lations  prescribed  by  the  Secretary  or  his  delegate,  the 
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amount  of  any  patronage  dividend,  and  any  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid  as  a 
patronage  dividend,  shall  not  be  included  in  gross  income  to 
the  extent  that  such  amount — 

“(i)  is  properly  taken  into  account  as  an  adjust¬ 
ment  to  basis  of  property,  or 

“(2)  is  attributable  to  personal,  living,  or  family 
items. 

“  (c)  Treatment  of  Certain  Nonqualified  Writ¬ 
ten  Notices  of  Allocation. — 

“(i)  Application  of  subsection. — This  sub¬ 
section  shall  apply  to  any  nonqualified  written  notice  of 
allocation  which — 

“(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in 
section  1381(a)  (1)  on  a  patronage  basis  with  re¬ 
spect  to  earnings  derived  from  business  or  sources 
described  in  section  1382(c)  (2)  (A). 

“(2)  Basis;  amount  of  gain.— In  the  case  of 
any  nonqualified  written  notice  of  allocation  to  which 
this  subsection  applies,  for  purposes  of  this  chapter — 

“  (A)  the  basis  of  such  written  notice  of  alloca¬ 
tion  in  the  hands  of  the  patron  to  whom  such  written 
notice  of  allocation  was  paid  shall  be  zero, 
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"(B)  the  basis  of  such  written  notice  of  alloca¬ 
tion  which  was  acquired  from  a  decedent  shall  be 
its  basis  in  the  hands  of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other 
disposition  of  such  written  notice  of  allocation  by 
any  person  shall,  to  the  extent  that  the  stated  dollar 
amount  of  such  written  notice  of  allocation  exceeds 
its  basis,  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 
“PART  III— DEFINITIONS;  SPECIAL  RULES 

“Sec.  1388.  Definitions ;  special  rules. 

“SEC.  1388.  DEFINITIONS;  SPECIAL  RULES* 

“  (a)  Patronage  Dividend. — For  purposes  of  this  sub¬ 
chapter,  the  term  ‘patronage  dividend’  means  an  amount  paid 
to  a  patron  by  an  organization  to  which  part  I  of  this  sub¬ 
chapter  applies — 

“  ( 1 )  on  the  basis  of  quantity  or  value  of  business 
done  with  or  for  such  patron, 

“(2)  under  an  obligation  of  such  organization  to 
pay  such  amount,  which  obligation  existed  before  the 
organization  received  the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net 
earnings  of  the  organization  from  business  done  with  or 
for  its  patrons. 
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Such  term  does  not  include  any  amount  paid  to  a  patron  to 
the  extent  that  (A)  such  amount  is  out  of  earnings  other 
than  from  business  done  with  or  for  patrons,  or  (B) 
such  amount  is  out  of  earnings  from  business  done  with  or 
for  other  patrons  to  whom  no  amounts  are  paid,  or  to  whom 
smaller  amounts  are  paid,  with  respect  to  substantially 
identical  transactions. 

“(b)  Written  Notice  of  Allocation— For  pur¬ 
poses  of  this  subchapter,  the  term  ‘written  notice  of  alloca¬ 
tion’  means  any  capital  stock,  revolving  fund  certificate, 
retain  certificate,  certificate  of  indebtedness,  letter  of  advice, 
or  other  written  notice,  which  discloses  to  the  recipient  the 
stated  dollar  amount  allocated  to  him  by  the  organization 
and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“(c)  Qualified  Written  Notice  of  Allocation. — 
“(1)  Defined. — For  purposes  of  this  subchapter, 
the  term  ‘qualified  written  notice  of  allocation’  means — 
“  (A)  a  written  notice  of  allocation  which  may 
be  redeemed  in  cash  at  its  stated  dollar  amount  at 
any  time  within  a  period  beginning  on  the  date  such 
written  notice  of  allocation  is  paid  and  ending  not 
earlier  than  90  days  from  such  date,  but  only  if  the 
distributee  receives  written  notice  of  the  right  of 
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redemption  at  the  time  he  receives  such  written  no¬ 
tice  of  allocation ;  and 

“(B)  a  written  notice  of  allocation  which  the 
distributee  has  consented,  in  the  manner  provided 
in  paragraph  ( 2 ) ,  to  take  into  account  at  its  stated 
dollar  amount  as  provided  in  section  1385  (a) . 
“(2)  Manner  of  obtaining  consent. — A  dis¬ 
tributee  shall  consent  to  take  a  written  notice  of  alloca¬ 
tion  into  account  as  provided  in  paragraph  (1)  (B) 
only  by— 

“(A)  making  such  consent  in  writing,  or 
“  (B)  obtaining  or  retaining  membership  in  the 
organization  after — 

“  (i)  such  organization  has  adopted  (after 
the  date  of  the  enactment  of  the  Revenue  Act 
of  1962)  a  bylaw  providing  that  membership 
in  the  organization  constitutes  such  consent,  and 
“  (ii)  he  has  received  a  written  notifica¬ 
tion  and  copy  of  such  bylaw. 

“  (3)  Period  for  which  consent  is  effec¬ 
tive. — 

“  (A)  General  rule. — Except  as  provided  in 
subparagraph  ( B )  — 

“  (i)  a  consent  described  in  paragraph 
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(2)  (A)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  ( determined  with  the  application 
of  section  1382  (e)  )  during  the  taxable  year  of 
the  organization  during  which  such  consent  is 
made  and  all  subsequent  taxable  years  of  the 
organization;  and 

“  (ii)  a  consent  described  in  paragraph 
(2)  (B)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  ( determined  without  the  applica¬ 
tion  of  section  1382  (e)  )  after  he  received  the 
notification  and  copy  described  in  paragraph 
(2)  (B)  (ii). 

“(B)  Revocation,  etc. — 

“  (i)  Any  consent  described  in  paragraph 
(2)  (A)  may  be  revoked  (in  writing)  by  the 
distributee  at  any  time.  Any  such  revocation 
shall  be  effective  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first 
taxable  year  of  the  organization  beginning  after 
the  revocation  is  filed  with  such  organization; 
except  that  in  the  case  of  a  pooling  arrangement 
described  in  section  1382  (e) ,  a  revocation  made 
by  a  distributee  shall  not  be  effective  as  to  any 
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pool  with  respect  to  which  the  distributee  has 
been  a  patron  before  such  revocation. 

“  (ii)  Any  consent  described  in  paragraph 
(2)  (B)  shall  not  be  effective  with  respect  to 
any  patronage  occurring  (determined  without 
the  application  of  section  1382  (e)  )  after  the 
distributee  ceases  to  be  a  member  of  the  organ¬ 
ization  or  after  the  bylaws  of  the  organization 
cease  to  contain  the  provision  described  in 
paragraph  (2)  (B)  (i) . 

“(d)  Nonqualified  Written  Notice  of  Alloca¬ 
tion. — For  purposes  of  this  subchapter,  the  term  ‘nonquali¬ 
fied  written  notice  of  allocation’  means  a  written  notice  of 
allocation  which  is  not  described  in  subsection  (c) . 

“(e)  Determination  of  Amount  Paid  or  Re¬ 
ceived. — For  purposes  of  this  subchapter,  in  determining 
amounts  paid  or  received — 

“  (1)  property  (other  than  a  written  notice  of  allo¬ 
cation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount.” 

(b)  Technical  Amendments. — 

to  Section  521  (a)  (relating  to  exemption  of  farm- 


H.R.  10650 - 12 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


178 


ers’  cooperatives  from  tax)  is  amended  by  striking  out 
‘‘section  522”  each  place  it  appears  therein  and  inserting 
in  lieu  thereof  “part  I  of  subchapter  T  (sec.  1381  and 
following) 

(2)  Section  522  (relating  to  tax  on  farmers’  coop¬ 
eratives)  is  hereby  repealed. 

(3)  Section  6044  (relating  to  returns  regarding 
patronage  dividends)  is  amended  to  read  as  follows: 

“SEC.  6044.  RETURNS  REGARDING  PATRONAGE  DIVI¬ 
DENDS. 

“Any  organization  to  which  part  I  of  subchapter  T  of 
chapter  1  (relating  to  tax  treatment  of  cooperatives)  ap¬ 
plies  which  pays  amounts  described  in  section  1382  (b) ,  or 
(in  the  case  of  an  organization  described  in  section  1381 
(a)  (1)  )  amounts  described  in  section  1382(c)  (2),  shall, 
when  required  by  regulations  of  the  Secretary  or  his  delegate, 
make  a  return  showing — 

“  ( 1)  the  name  and  address  of  each  patron  to  whom 
it  has  made  such  payments  during  the  calendar  year ;  and 

“  (2 )  the  amount  of  such  payments  to  each  patron.” 

(4)  Section  6072  (d)  (relating  to  time  for  filing 
income  tax  returns  of  exempt  cooperative  associations) 
is  amended  to  read  as  follows: 

“(d)  Returns  of  Cooperative  Associations— In 
the  case  of  an  income  tax  return  of — 
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“(1)  an  exempt  cooperative  association  described 
in  section  1381  (a)  (1) ,  or 

“(2)  an  organization  described  in  section  1381 
(a)  (2)  which  is  under  an  obligation  to  pay  patronage 
dividends  (as  defined  in  section  1388  (a)  )  in  an 
amount  equal  to  at  least  50  percent  of  its  net  earnings 
from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the 
net  earnings  from  business  done  with  or  for  patrons  dur¬ 
ing  the  most  recent  taxable  year  for  which  it  had  such 
net  earnings, 

a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed 
on  or  before  the  15th  day  of  September  following  the  close 
of  the  calendar  year,  and  a  return  made  on  the  basis  of  a 
fiscal  year  shall  be  filed  on  or  before  the  15th  day  of  the  9th 
month  following  the  close  of  the  fiscal  year.” 

(5)  The  table  of  subchapters  for  chapter  1  is 
amended  by  adding  at  the  end  thereof  the  following: 

“Subchapter  T.  Cooperatives  and  their  patrons.” 

(6)  The  table  of  sections  for  part  III  of  subchapter 
F  of  chapter  1  is  amended  by  striking  out  the  last  fine 
thereof. 

(c)  Effective  Dates.— 

( 1 )  For  the  cooperatives. — Except  as  provided 
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in  paragraph  (3) ,  the  amendments  made  by  subsections 
(a)  and  (b)  shall  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381  (a)  of  the  Internal  Reve¬ 
nue  Code  of  1954  (as  added  by  subsection  (a)  )  begin¬ 
ning  after  December  31,  1962. 

(2)  Foe  the  patrons. — Except  as  provided  in 
paragraph  (3),  section  1385  of  the  Internal  Revenue 
Code  of  1954  (as  added  by  subsection  (a)  )  shall 
apply  with  respect  to  any  amount  received  from  any 
organization  described  in  section  1381  (a)  of  such  Code, 
to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning 
after  December  31,  1962. 

(3)  Application  of  existing  law. — In  the  case 
of  any  money,  written  notice  of  allocation,  or  other  prop¬ 
erty  paid  by  any  organization  described  in  section 
1381(a)  — 

(A)  before  the  first  day  of  the  first  taxable 
year  of  such  organization  beginning  after  December 
31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to 
patronage  occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allo¬ 
cation,  or  other  property  (including  the  tax  treatment  of 
gain  or  loss  on  the  redemption,  sale,  or  other  disposition 
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of  such  written  notice  of  allocation)  by  any  person  shall 
be  made  under  the  Internal  Revenue  Code  of  1954  with¬ 
out  regard  to  subchapter  T  of  chapter  1  of  such  Code. 

SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN 
GROSS  ESTATE. 

(a)  Amendments  To  Include  Foreign  Real  Prop¬ 
erty. — 

( 1 )  Section  2031  (a)  (relating  to  definition  of  gross 
estate)  is  amended  by  striking  out  except  real  prop¬ 
erty  situated  outside  of  the  United  States” . 

(2)  The  following  provisions  of  chapter  11  (impos¬ 
ing  an  estate  tax)  are  amended  by  striking  out  “  (except 
real  property  situated  outside  of  the  United  States) 

(A)  section  2033  (relating  to  property  in 
which  the  decedent  had  an  interest) , 

(B)  section  2034  (relating  to  dower  or  curtesy 
interests) , 

(C)  section  2035  (a)  (relating  to  transactions 
in  contemplation  of  death) , 

(D)  section  2036(a)  (relating  to  transfers 
with  retained  life  estate ) , 

(E)  section  2037  (a)  (relating  to  transfers 
taking  effect  at  death) , 

(F)  section  2038(a)  (relating  to  revocable 
transfers) , 
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(G)  section  2040  (relating  to  joint  interests), 
and 

(H)  section  2041  (a)  (relating  to  powers  of 
appointment) . 

(b)  Effective  Date. — 

(1)  Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  the 
estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date 
of  the  enactment  of  this  Act  and  before  July  1,  1964, 
the  value  of  real  property  situated  outside  of  the  United 
States  shall  not  be  included  in  the  gross  estate  (as  defined 
in  section  2031  (a)  )  of  the  decedent — 

(A)  under  section  2033,  2034,  2035(a), 
2036  (a) ,  2037  (a) ,  or  2038  (a)  to  the  extent  the 
real  property,  or  the  decedent’s  interest  in  it,  was 
acquired  by  the  decedent  before  February  1,  1962; 

(B)  under  section  2040  to  the  extent  such 
property  or  interest  was  acquired  by  the  decedent 
before  February  1,  1962,  or  was  held  by  the  dece¬ 
dent  and  the  survivor  in  a  joint  tenancy  or  tenancy 
by  the  entirety  before  February  1,  1962;  or 

(O)  under  section  2041  (a)  to  the  extent  that 
before  February  1,  1962,  such  property  or  interest 
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was  subject  to  a  general  power  of  appointment  (as 
defined  in  section  2041)  possessed  by  the  decedent. 

In  the  case  of  real  property,  or  an  interest  therein,  sit- 

* 

uated  outside  of  the  United  States  (including  a  general 
power  of  appointment  in  respect  of  such  property  or 
interest,  and  including  property  held  by  the  decedent 
and  the  survivor  in  a  joint  tenancy  or  tenancy  by  the 
entirety)  which  was  acquired  by  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  sec¬ 
tion  2511,  or  from  a  prior  decedent  by  devise  or  inheri¬ 
tance,  or  by  reason  of  death,  form  of  ownership,  or  other 
conditions  (including  the  exercise  or  nonexercise  of  a 
power  of  appointment) ,  for  purposes  of  this  paragraph 
such  property  or  interest  therein  shall  be  deemed  to  have 
been  acquired  by  the  decedent  before  February  1,  1962, 
if  before  that  date  the  donor  or  prior  decedent  had 
acquired  the  property  or  his  interest  therein  or  had 
possessed  a  power  of  appointment  in  respect  of  the  prop¬ 
erty  or  interest. 

SEC.  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON 
INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS. 

(a)  In  General.— 

(1)  Amendment  of  subtitle  c. — Subtitle  C  (re¬ 
lating  to  employment  taxes  and  collection  of  income  tax 
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at  source)  is  amended  by  redesignating  chapter  25  as 
chapter  26  and  by  inserting  after  chapter  24  the  follow¬ 
ing  new  chapter: 

“CHAPTER  25— COLLECTION  OF  INCOME  TAX 
AT  SOURCE  ON  INTEREST,  DIVIDENDS, 
AND  PATRONAGE  DIVIDENDS 

“Subohapter  A.  Interest. 

“Subchapter  B.  Dividends. 

“Subchapter  C.  Patronage  dividends. 

“Subchapter  D.  General  provisions. 

“Subchapter  A — Interest 

“Sec.  3451.  Income  tax  collected  at  source  on  interest. 

“Sec.  3452.  Interest  defined. 

“SEC.  3451.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
INTEREST. 

“  (a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
interest  shall  deduct  and  withhold  on  such  interest  a  tax 
equal  to  20  percent  of  the  amount  thereof. 

“(b)  Payee  Unknown. — If  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  interest  is  pay¬ 
able,  the  tax  under  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  interest  would  be  made  if 
such  person  were  known. 
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“  (c)  Cross  References  .— 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484,  3485,  3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  certain  interest  paid  to  certain 
persons,  see  section  3483. 

“SEC.  3452.  INTEREST  DEFINED. 

“  (a)  General  Rule. — For  purposes  of  this  chapter, 
the  term  ‘interest’  means — 

“  (1)  interest  on  evidences  of  indebtedness  (includ¬ 
ing  bonds,  debentures,  notes,  and  certificates)  issued  by 
a  corporation  with  interest  coupons  or  in  registered 
form,  and,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  bis  delegate,  interest  on 
other  evidences  of  indebtedness  issued  by  a  corporation 
of  a  type  offered  by  corporations  to  the  public; 

“(2)  interest  on  deposits  with  persons  carrying  on 
the  banking  business; 

“(3)  amounts  (whether  or  not  designated  as  in¬ 
terest)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative 
bank,  homestead  association,  credit  union,  or  similar 
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organization,  in  respect  of  deposits,  investment  certifi¬ 
cates,  or  withdrawable  or  repurchasable  shares; 

“  (4)  interest  on  amounts  held  by  an  insurance  com¬ 
pany  under  an  agreement  to  pay  interest  thereon; 
“(5)  interest  on  deposits  with  stockbrokers; 

“(6)  interest  on  obligations  of  the  United  States; 

and 

“  ( 7 )  in  the  case  of  a  non-interest-bearing  obliga¬ 
tion  of  the  United  States — 

“  (A)  issued  on  a  discount  basis,  and 
“(B)  having  a  maturity  date  more  than  one 
year  from  the  date  of  issue, 

the  amount  by  which  the  amount  paid  on  surrender  or 
redemption  exceeds  the  issue  price. 

“(b)  Exceptions. — For  purposes  of  this  chapter,  the 
term  ‘interest’  does  not  include — 

“(i)  interest  on  obligations  described  in  section 
103(a)  (1)  or  (3)  (relating  to  interest  on  certain 

governmental  obligations)  ; 

“  (2)  any  amount  paid  by — 

“(A)  a  foreign  government  or  international 
organization, 

“(B)  a  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States, 

“(C)  a  nonresident  alien  individual  not  en- 
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gaged  in  trade  or  business  within  the  United  States, 

or 

“(D)  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in 
whole  or  in  part  of  nonresident  aliens ; 

“  (3)  interest  on  deposits  with  persons  carrying  on 
the  banking  business  paid  to  a  person  described  in  para- 
graph  (2)  (B),  (0),  or  (D)  ; 

“(4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 

“  (5)  interest  subject  to  withholding  under  subchap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating  to 
withholding  of  tax  on  nonresident  aliens  and  foreign  cor¬ 
porations)  by  the  person  paying  such  interest,  or  which 
would  be  so  subject  to  withholding  by  such  person,  but 
for  the  fact  that  it  is  not  treated  as  income  from  sources 
within  the  United  States; 

“  (6)  any  amount  on  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section 
1451  (relating  to  tax-free  covenant  bonds) ,  or  would  be 
so  required  but  for  section  1451  (d)  (relating  to  benefit 
of  personal  exemptions)  ; 
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“(7)  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  amount 
payable  with  respect  to  deposits  in  school  savings 
accounts;  and 

“(8)  any  amount  described  in  subsection  (a)  (2), 
(3),  or  (7)  paid  to  a  State  or  a  foreign  government 
or  international  organization  (other  than  any  amount 
described  in  subsection  (a)  (3)  paid  in  respect  of  a 
transferable  certificate  or  share) . 

“  (c)  Exemption  for  United  States. — The  Secre¬ 
tary  may  authorize  exemption  from  the  tax  imposed  by  sec¬ 
tion  3451  for  any  amount  paid  by  the  United  States  or 
any  wholly  owned  agency  or  instrumentality  thereof  to  the 
United  States  or  any  wholly  owned  agency  or  instrumental¬ 
ity  thereof  if  the  Secretary  determines  that  the  imposition 
of  the  tax  with  respect  to  such  amount  will  cause  a  burden 
or  expense  which  can  be  avoided  by  granting  the  tax 
exemption. 

“Subchapter  B — Dividends 

“Sec.  3461.  Income  tax  collected  at  source  on  dividends. 

“Sec.  3462.  Dividend  defined. 

“SEC.  3461.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
DIVIDENDS. 

“  (a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
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1  a  dividend  shall  deduct  and  withhold  on  such  dividend  a  tax 

2  equal  to  20  percent  of  the  amount  thereof. 

3  “(b)  Payee  Unknown. — If  the  withholding  agent  is 

4  unable  to  determine  the  person  to  whom  the  dividend  is 

5  payable,  the  tax  imder  this  section  shall  be  deducted  and 

6  withheld  at  the  time  payment  of  the  dividend  would  be 

7  made  if  such  person  were  known. 

8  “(c)  Amount  of  Dividend  Unknown. — If  the  with- 

9  holding  agent  is  unable  to  determine  the  portion  of  a  dis- 

10  tribution  which  is  a  dividend,  the  tax  under  this  section 

11  shall  be  computed  on  the  entire  amount  of  the  distribution. 

12  “(d)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  dividends  paid  to  certain  individuals, 
see  section  3483. 

13  “SEC.  3462.  DIVIDEND  DEFINED. 

14  “  (a)  General  Rule.— For  purposes  of  this  chapter, 

15  the  term  ‘dividend’  means — 

16  “  ( l )  any  distribution  by  a  corporation  which  is  a 

17  dividend  (as  defined  in  section  316)  ;  and 

38  “(2)  any  payment  made  by  a  stockbroker  to  any 

19  person  as  a  substitute  for  a  dividend  (as  so  defined) . 

26  ^(b)  Exceptions. — For  purposes  of  this  chapter,  the 

21  term  ‘dividend’  does  not  include — 
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"(1)  any  amount  paid  in  the  stock,  or  rights  to 
acquire  the  stock,  of  the  distributing  corporation  if  the 
distribution  is  not  includible  in  gross  income  of  the  re¬ 
cipient  under  the  provisions  of  section  305  (relating  to 
distributions  of  stock  and  stock  rights)  ; 

“(2)  any  distribution  to  the  extent  that,  under 
chapter  1 — 

“  (A)  the  amount  thereof  is  treated  by  the  re¬ 
cipient  as  an  amount  received  on  the  sale  or  ex¬ 
change  of  property,  or 

“  (B)  gain  or  loss  to  the  recipient  is  not  recog¬ 
nized; 

“(3)  any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  by  reason  of  the  provisions 
of  section  302  (relating  to  redemptions  of  stock) ,  306 
(relating  to  dispositions  of  certain  stock) ,  356  (relating 
to  receipt  of  additional  consideration  in  connection  with 
certain  reorganizations) ,  or  1081(e)  (2)  (relating  to 
certain  distributions  pursuant  to  order  of  the  Securities 
and  Exchange  Commission)  ; 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
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“  (5)  an  amount  which — 

“  (A)  is  subject  to  withholding  under  subchap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating 
to  withholding  of  tax  on  nonresident  aliens  and  for¬ 
eign  corporations)  by  the  person  paying  such 
amount,  or 

“  (B)  would  be  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for — 

(i)  the  fact  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States,  or 
“  (ii)  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1441  (a)  by  the  provisions  of  section  1441  (c)  ; 
“  (6)  any  amount  paid  by  a  foreign  corporation  not 
engaged  in  trade  or  business  within  the  United  States; 

“  (7)  any  amount  described  in  section  1373  (relat¬ 
ing  to  undistributed  taxable  income  of  electing  small 
business  corporations)  ;  and 

“(8)  amounts  paid  pursuant  to  the  terms  of  a 
lease  entered  into  before  January  1,  1954,  if  under  such 
lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  amounts  without  deduction  for  any  tax 
which  any  law  of  the  United  States  might  require  to  be 
deducted  and  withheld  on  the  payment  of  dividends. 
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“Subchapter  C — Patronage  Dividends 

“Sec.  3471.  Income  tax  collected  at  source  on  patronage 
dividends. 

“Sec.  3472.  Amounts  subject  to  withholding. 

“SEC.  3471.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 

PATRONAGE  DIVIDENDS. 

“  (a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  cooperative  to 
which  part  I  of  subchapter  T  of  chapter  1  applies  which  pays 
an  amount  described  in  section  3472  shall  deduct  and  with¬ 
hold  on  such  amount  a  tax  equal  to  20  percent  of  such' 
amount. 

“(b)  Payee  Unknown. — If  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  amount  is  pay¬ 
able,  the  tax  under  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  amount  would  be  made  if 
such  person  were  known. 

“  (c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  amounts  paid  to  certain  individuals, 
see  section  3483. 

“SEC.  3472.  AMOUNTS  SUBJECT  TO  WITHHOLDING. 

(a)  General  Rule. — Except  as  otherwise  provided 
in  this  section  or  section  3483,  the  amounts  subject  to  deduc¬ 
tion  and  withholding  under  section  3471  are — 
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“(1)  the  amount  of  any  patronage  dividend  (as 
defined  in  section  1388  (a) )  which  is  paid  in  money, 
qualified  written  notices  of  allocation  (as  defined  in  sec¬ 
tion  1388(c)  ),  or  other  property  (except  nonqualified 
written  notices  of  allocation  as  defined  in  section 
1388  (d)  ) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions), 
which  is  paid  in  money,  qualified  written  notices  of  al¬ 
location,  or  other  property  (except  nonqualified  written 
notices  of  allocation)  by  an  organization  exempt  from 
tax  under  section  521  (relating  to  exemption  of  farm¬ 
ers’  cooperatives  from  tax) . 

“(b)  Exceptions. — The  provisions  of  section  3471 
shall  not  apply  to — 

“(i)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 

“  ( 2 )  an  amount  which — 

“(A)  is  subject  to  withholding  under  sub¬ 
chapter  A  of  chapter  3  (sec.  1441  and  following, 
relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  by  the  person  paying  such 
amount,  or 

“(B)  would  be  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for  the  fact  that  it  is  attributable  to 
income  from  sources  outside  the  United  States;  and 
“(3)  any  amount  paid  by  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United 
States. 

“  (c)  Exemption  for  Certain  Consumer  Coopera¬ 
tives. — A  cooperative  which  the  Secretary  or  his  delegate 
determines  is  primarily  engaged  in  selling  at  retail  goods 
or  services  of  a  type  that  are  generally  for  personal,  living, 
or  family  use  shall,  upon  application  to  the  Secretary  or  his 
delegate,  be  granted  exemption  from  the  tax  imposed  by 
section  3471.  Application  for  exemption  under  this  sub¬ 
section  shall  be  made  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

“(d)  Determination  of  Amount  Paid.— For  pur- 

I 

poses  of  this  subchapter,  in  determining  amounts  paid — 
“(1)  property  (other  than  a  written  notice  of 
allocation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount. 
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“Subchapter  D — General  Provisions 

“Sec.  3481.  Liability  for  return  and  payment  of  withheld 
tax. 

“Sec.  3482.  Return  and  payment  by  United  States. 

“Sec.  3483.  Exemption  certificates. 

“Sec.  3484.  Refund  of  tax  to  individuals. 

“Sec.  3485.  Refund  of  tax  to  States,  tax-exempt  organiza¬ 
tions,  etc. 

“Sec.  3486.  Refund  of  tax  to  corporation. 

“Sec.  3487.  Credit  for  tax  withheld  on  corporation. 

“Sec.  3488.  Obligation  sold  between  interest-payment  dates. 

“Sec.  3489.  Presumption. 

“Sec.  3490.  Definitions. 

“SEC.  3481.  LIABILITY  FOR  RETURN  AND  PAYMENT  OF 
WITHHELD  TAX. 

“  (a)  General  Rule. — Every  person  required  to  de¬ 
duct  and  withhold  any  tax  under  this  chapter  shall,  on  or  be¬ 
fore  the  last  day  of  the  first  month  following  the  close  of  each 
quarter  of  his  taxable  year,  make  a  return  of  the  tax  required 
to  be  deducted  and  withheld  during  such  quarter  and  pay  the 
tax  to  the  officer  designated  in  section  6151.  The  withhold¬ 
ing  agent  shall  be  liable  for  the  payment  of  the  taxes  required 
to  be  deducted  and  withheld  under  this  chapter,  and  shall  not 
otherwise  be  liable  to  any  person  for  the  amount  of  any 
such  payment. 

“(b)  Tax  Paid  by  Recipient. — If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  chapter,  fails  to 
deduct  and  withhold  any  tax  under  this  chapter,  and  there¬ 
after  the  tax  against  which  such  tax  may  he  credited  is 
paid,  the  tax  so  required  to  he  deducted  and  withheld  shall 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


196 


not  be  collected  from  the  withholding  agent;  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 
“(c)  Cross  Reference. — 

“For  limitation  on  the  use  of  Government  depositaries 
in  the  collection  of  taxes  deducted  and  withheld  under 
this  chapter,  see  the  last  sentence  of  section  6302(c). 

“SEC.  3482.  RETURN  AND  PAYMENT  BY  UNITED  STATES. 

“If  the  withholding  agent  is  the  United  States  the  re¬ 
turn  of  the  tax  deducted  and  withheld  under  this  chapter  may 
be  made  by  an  officer  or  employee  of  the  United  States 
having  control  of  the  payment  of  the  amount  subject  to 
withholding,  or  appropriately  designated  for  that  purpose. 
“SEC.  3483.  EXEMPTION  CERTIFICATES. 

“  (a)  General  Rules  — 

“(i)  Individuals  under  age  18  — Any  indi¬ 
vidual  may  file  with  any  withholding  agent  an  exemp¬ 
tion  certificate  on  which  he  certifies  the  date  of  his 
birth.  If  such  a  certificate  is  filed,  all  amounts  pay¬ 
able  by  such  withholding  agent  to  such  individual,  on 
and  after  the  effective  date  for  such  certificate  and 
before  the  beginning  of  the  calendar  year  during  which 
the  certificate  indicates  that  he  will  attain  age  18,  shall 
be  exempt  from  the  requirement  of  deducting  and  with¬ 
holding  under  this  chapter. 
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“  (2)  Individuals  over  age  17 Any  individual 
may  file  with  any  withholding  agent  an  exemption 
certificate  on  which  he  certifies — 

“  (A)  that  he  will  have  attained  age  18  before 
the  close  of  the  calendar  year  for  which  such  certifi¬ 
cate  is  filed,  and 

"(B)  that  he  reasonably  believes  that  he  will 
not  (after  the  application  of  the  credits  against  tax 
provided  by  part  IV  of  subchapter  A  of  chapter  1, 
other  than  the  credits  under  sections  31  and  39)  be 
liable  for  the  payment  of  any  tax  under  chapter  1  for 
each  of  his  taxable  years  any  portion  of  which  is 
included  in  the  period  for  which  such  certificate 
will  be  in  effect. 

If  such  a  certificate  is  filed,  all  amounts  payable  by  such 
withholding  agent  to  such  individual  during  the  period 
such  certificate  is  in  effect  shall  be  exempt  from  the 
requirement  of  deducting  and  withholding  under  this 
chapter.  Except  as  may  otherwise  be  provided  in  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  an 
exemption  certificate  filed  by  an  individual  desciibed  in 
this  paragraph  shall  remain  in  effect  only  for  the  period 
beginning  on  the  effective  date  of  such  certificate  and 
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ending  at  the  close  of  the  calendar  year  in  which  such 
period  begins. 

“(3)  Tax-exempt  okganizations  — 

“  (A)  Any  organization  (other  than  a  coopera¬ 
tive  described  in  section  521)  which  is  exempt  from 
the  tax  imposed  by  chapter  1  may  file  with  any 
withholding  agent  who  pays  amounts  described  in 
section  3452(a)  (2),  (3),  or  (7)  an  exemption 
certificate  on  which  it  certifies  that  it  is  such  an 
organization.  If  such  a  certificate  is  filed,  all 
amounts  described  in  section  3452(a)  (2), 

( 3 ) ,  and  ( 7 )  payable  by  such  withholding  agent 
to  such  organization  on  and  after  the  effective  date 
for  such  certificate  shall  (except  as  provided  in  sub- 
paragraph  (B)  )  be  exempt  from  the  requirement 
of  deducting  and  withholding  under  this  chapter. 

“(B)  An  exemption  certificate  filed  by  an 
organization  under  subparagraph  (A)  shall  cease 
to  be  effective  on  the  thirtieth  day  after  the  day  on 
which  the  withholding  agent,  with  whom  such  cer¬ 
tificate  was  filed,  is  notified  by  either  the  organiza¬ 
tion  or  the  Secretary  or  his  delegate  that  the 
organization  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1.  If  an  organization  ceases  to  be 
exempt  from  such  tax,  it  shall,  within  the  time  speci- 
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fied  in  regulations  prescribed  by  the  Secretary  or  bis 
delegate,  so  notify  each  withholding  agent  with 
whom  it  has  an  exemption  certificate  in  effect. 

‘‘(b)  Exceptions  and  Special  Rules. — 

“(1)  Certain  exceptions. — This  section  shall 
not  apply  to  any  amount — 

“(A)  described  in  section  3452(a)  (1)  (re¬ 
lating  to  interest  on  evidences  of  indebtedness) , 
“(B)  described  in  section  3452(a)  (3)  paid 
in  respect  of  a  transferable  certificate  or  share,  or 
“  (C)  described  in  section  3452  (a)  (6)  (relat¬ 
ing  to  interest  on  obligations  of  the  United  States) . 
“  (2)  Series  E  bonds,  etc. — In  the  case  of  trans¬ 
actions  involving  the  redemption  of  one  or  more  obliga¬ 
tions  described  in  section  3452  (a)  (7)  (relating  to  cer¬ 
tain  obligations  of  the  United  States  issued  on  a  discount 
basis) ,  a  separate  certificate  shall  be  filed  with  respect 
to  each  such  transaction. 

“  (3)  Nominees,  custodians,  and  joint  owner¬ 
ships. — Under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  the  exemption  provided  by  subsection 
(a)  may  be  extended,  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — 

“  (A)  amounts  (other  than  amounts  described 
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in  section  3462  (a) ,  relating  to  dividends)  paid 
through  nominees ; 

“  (B)  amounts  paid  to  custodians;  and 

“(C)  amounts  paid  jointly  to  2  or  more 
individuals. 

“(4)  Effective  date  of  certificate. — Any 
exemption  certificate  under  this  section  shall  take  effect 
on  such  day  as  is  specified  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“  (5)  Form  and  contents  of  certificate  and 
notice. — Any  exemption  certificate  under  this  section, 
and  any  notice  under  subsection  (a)  (3)  (B),  shall  be 
in  such  form  and  contain  such  information  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  prescribe. 

“(0)  Cross  Reference. — 

“For  penalty  for  filing  fraudulent  certificate,  or  for 
failing  to  provide  notice,  under  this  section,  see  section 
7205. 

“SEC.  3484.  REFUND  OF  TAX  TO  INDIVIDUALS. 

“  (a)  General  Rule. — Except  as  provided  in  subsec¬ 
tion  (e) ,  the  tax  deducted  and  withheld  under  this  chapter 
with  respect  to  amounts  received  by  an  individual  during 
any  quarter  (other  than  the  fourth  quarter)  of  his  taxable 
year  (together  with  any  tax  so  deducted  and  withheld  on 
amounts  which  were  received  by  him  during  any  prior  quar¬ 
ter  of  such  year  and  with  respect  to  which  no  allowable  claim 
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for  refund  has  been  filed  under  this  section)  shall,  to  the 
extent  such  tax  does  not  exceed  his  refund  allowance  as  of 
the  time  the  claim  for  refund  is  filed,  be  promptly  refunded 
to  him  as  an  overpayment  of  tax.  A  refund  of  tax  shall  be 
made  under  this  section  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $10. 

“  (b)  Refund  Allowance. — For  purposes  of  this  sec¬ 
tion,  the  refund  allowance  of  an  individual  as  of  the  time  the 
claim  for  refund  is  filed  is  an  amount  equal  to  the  excess,  if 
any,  of — 

"(1)  an  amount  equal  to  22  percent  of — 

“  (A)  the  total  of  the  deductions  which,  on  the 
basis  of  facts  existing  at  the  time  the  claim  for  refund 
is  filed,  such  individual  would  be  allowed  for  the  tax¬ 
able  year  under  section  151  (relating  to  deductions 
for  personal  exemptions) ,  plus 

“(B)  in  the  case  of  an  individual  who,  at  the 
time  the  claim  for  refund  is  filed,  reasonably  ex¬ 
pects  that  he  will  be  allowed  a  credit  under  section 
37  (relating  to  retirement  income)  for  the  taxable 
year,  the  amount  which,  at  such  time,  such  individ¬ 
ual  reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section  37  (c)  and 
as  limited  by  section  37  (d)  )  for  the  taxable  year, 
less 
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“(C)  the  amounts  (other  than  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld 
under  this  chapter)  which,  at  the  time  the  claim  for 
refund  is  filed,  such  individual  reasonabty  expects 
to  be  includible  in  his  gross  income  for  the  taxable 
year;  over 

“  (2)  the  amounts  of  tax  with  respect  to  which  an 
allowable  claim  for  refund  has  been  previously  filed 
under  this  section  during  the  taxable  year. 

For  purposes  of  paragraph  (1)  (C),  an  individual  who 
files  more  than  one  claim  for  refund  under  this  section  for 
any  taxable  year  may  use  the  estimate  for  the  preceding 
claim  for  such  year  unless,  at  the  time  he  files  the  claim, 
he  reasonably  expects  the  amounts  referred  to  in  paragraph 
(1)  (C)  to  exceed  such  prior  estimate  by  more  than  $100. 

“  (c)  Married  Individuals. — For  purposes  of  subsec¬ 
tions  (a) ,  (b) ,  and  (d) ,  married  individuals  shall  be  treated 
as  an  individual  if,  at  the  time  the  claim  for  refund  is  filed, 
they  reasonably  expect  that  they  will  file  a  joint  return  for 
the  taxable  year  in  which  such  claim  is  filed. 

“(d)  Time  for  Filing  Claim. — Not  more  than  one 
claim  may  be  filed  under  this  section  by  any  individual 
during  any  quarter  of  his  taxable  year.  A  refund  of  tax 
deducted  and  withheld  on  amounts  received  during  a  taxable 
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year  shall  be  made  under  this  section  only  if  claim  therefor 
is  filed  on  or  before  the  last  day  of  such  taxable  year. 

“(e)  Individuals  Not  Eligible  for  Refund. — No 
claim  for  refund  may  be  filed  under  this  section  by — 

“(1)  any  individual  (other  than  an  individual 
referred  to  in  paragraph  (2)  or  (3)  )  unless,  at  the 
time  the  claim  for  refund  is  filed,  he  reasonably  expects 
that  his  gross  income  for  the  taxable  year  will  not  ex¬ 
ceed  $5,000; 

(2)  any  married  individual  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  expects  that  the 
aggregate  gross  income  of  such  individual  and  his  spouse 
for  the  taxable  year  will  not  exceed  $10,000; 

“  (3)  a  head  of  a  household  (as  defined  in  section 

1  (b)  (2)  )  or  a  surviving  spouse  (as  defined  in  section 

2  (b)  )  unless,  at  the  time  the  claim  for  refund  is  filed, 
he  reasonably  expects  that  his  gross  income  for  the 
taxable  year  will  not  exceed  $10,000;  or 

“(4)  any  child,  unless,  at  the  time  the  claim  for 
refund  is  filed,  he  reasonably  expects  that  no  deduction 
would  be  allowed  for  him  under  section  151  (e)  (1)  (B) 
for  the  taxable  year  of  his  parent  (or  parents)  begin¬ 
ning  with  or  within  the  calendar  year  in  which  the 
claim  for  refund  is  filed. 
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“  (f)  Cross  Reference. — 

"For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3485.  REFUND  OF  TAX  TO  STATES,  TAX-EXEMPT 
ORGANIZATIONS,  ETC. 

“  (a)  General  Rule. — In  the  case  of  a  person  which 

is — 

“(i)  the  United  States  or  a  State, 

“  (2)  an  organization  (other  than  a  cooperative 
described  in  section  521)  which  is  exempt  from  the  tax 
imposed  by  chapter  1, 

“  (3)  a  foreign  government  or  international  organi¬ 
zation,  or 

“  (4)  a  foreign  central  bank  of  issue, 
if  the  tax  deducted  and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  such  person  during  any  calendar 
quarter  exceeds  the  credit,  if  any,  claimed  by  and  allowable 
to  such  person  under  section  3505  (relating  to  credit  against 
employment  taxes)  for  such  quarter,  the  excess  (together 
with  any  such  excess  for  any  prior  quarter  of  the  same 
calendar  year  with  respect  to  which  no  refund  has  been 
claimed  and  allowed  under  this  section)  shall  be  promptly 
refunded  or  credited  to  such  person  as  an  overpayment  of 
tax.  In  the  case  of  a  person  to  which  paragraph  (4)  ap¬ 
plies,  the  amount  which  may  be  refunded  or  credited  under 
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1  this  section  shall  not  exceed  the  amount  of  tax  deducted 

2  and  withheld  under  section  3451  on  interest  paid  on  obliga- 

3  tions  of  the  United  States  which  are  not  held  for,  or  used  in 

4  connection  with,  the  conduct  of  commercial  banking  functions 

5  or  other  commercial  activities. 

6  “(b)  Cross  References.— 

“(1)  For  period  of  limitation  for  filing  claim  under 
this  section,  see  section  6511. 

“(2)  For  presumed  date  of  payment  for  purposes  of 
(A)  period  of  limitation,  see  section  6513(b),  and  (B) 
allowance  of  interest  on  overpayments,  see  section 
6611(d). 

7  “SEC.  3486.  REFUND  OF  TAX  TO  CORPORATION. 

8  ‘‘(a)  General  Rule. — If  the  tax  deducted  and  with- 

9  held  under  this  chapter  with  respect  to  amounts  received  by 

10  a  corporation  (other  than  a  corporation  described  in  section 

11  3485  (a)  )  during  any  quarter  (other  than  the  fourth  quar- 

12  ter)  of  its  taxable  year  exceeds  the  amount  claimed  by  and 

13  allowable  to  such  corporation  under  section  3487  as  a  credit 

14  against  its  liability  for  tax  under  this  chapter  for  such  quar- 

15  ter,  the  excess  (together  with  any  such  excess  for  any  prior 

16  quarter  of  the  same  year  with  respect  to  which  no  refund  has 

17  been  claimed  and  allowed  under  this  section)  shall  be 

18  promptly  refunded  or  credited  to  such  corporation  as  an  over- 

19  payment  of  tax.  A  refund  of  tax  shall  be  made  under  this 

20  section  only  if  claim  therefor  is  filed  after  the  close  of  the 

21  period  covered  by  the  claim  and  on  or  before  the  last  day 

22  of  the  taxable  year. 
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“(b)  Cross  Reference. — 

“For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3487.  CREDIT  FOR  TAX  WITHHELD  ON  CORPO¬ 
RATION. 

“  (a)  General  Rule. — Any  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received 
by  a  corporation  (other  than  a  corporation  described  in  sec¬ 
tion  3485  (a)  )  during  a  taxable  year  shall,  to  the  extent  not 
claimed  and  allowable  as  a  credit  or  refund  to  the  corporation 
under  section  3486,  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against  (but 
not  in  excess  of)  the  tax  for  which  such  corporation  is  liable 
under  this  chapter  in  respect  of  amounts  paid  by  it  during 
such  year. 

“(b)  Dividends  and  Patronage  Dividends  Paid 
During  Taxable  Year. — For  purposes  of  determining  the 
credit  allowable  to  any  corporation  under  subsection  (a) ,  a 
dividend,  or  amount  subject  to  withholding  under  section 
3471,  paid  by  it  may  be  considered  as  having  been  paid 
during  the  taxable  year — 

“  ( 1 )  in  the  case  of  a  personal  holding  company,  if 
treated  as  paid  during  such  taxable  year  under  section 
563(b), 

“(2)  in  the  case  of  a  regulated  investment  com- 
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pany,  if  treated  as  paid  during  such  taxable  year  under 
section  855  (a) , 

“  (3)  in  the  case  of  a  real  estate  investment  trust,  if 
treated  as  paid  during  such  taxable  year  under  section 
858 (a) , or 

“  (4)  in  the  case  of  a  cooperative  described  in  sec¬ 
tion  1381(a),  if  paid  during  the  payment  period  (as 
defined  in  section  1382  (d)  )  for  such  taxable  year. 

“  (c)  Special  Rule  for  Corporations  Which  Are 
Members  of  an  Affiliated  Group. — To  the  extent  and 
subject  to  such  conditions  as  may  be  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate,  the  tax  deducted 
and  withheld  under  this  chapter  with  respect  to  amounts 
received  by  a  corporation  which  is  a  member  of  an  affiliated 
group  which  filed  a  consolidated  return  for  the  preceding  tax¬ 
able  year  of  the  affiliated  group  may,  for  purposes  of  this 
section,  be  treated  as  tax  deducted  and  withheld  under  this 
chapter  from  any  corporation  which  is  a  member  of  the 
same  affiliated  group. 

“SEC.  3488.  OBLIGATION  SOLD  BETWEEN  INTEREST-PAY¬ 
MENT  DATES. 

“For  purposes  of  any  credit  or  refund  provided  in  sec¬ 
tion  3484,  3485,  3486,  or  3487,  in  the  case  of  an  obliga¬ 
tion  which  is  sold  or  exchanged  between  interest-payment 
dates  the  amount  required  to  be  deducted  and  withheld  on 
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the  interest  at  the  end  of  the  interest-payment  period  shall 
be  treated  in  the  manner  provided  in  section  39  (c). 

“SEC.  3489.  PRESUMPTION. 

“For  purposes  of  establishing  that  any  person  is  entitled 
to  a  credit  or  refund  of  any  tax  required  to  be  deducted  and 
withheld  under  this  chapter  with  respect  to  amounts  received 
by  such  person,  the  correct  amount  of  such  tax  shall,  in  the 
absence  of  evidence  to  the  contrary,  he  presumed  to  have 
been  so  deducted  and  withheld. 

“SEC.  3490.  DEFINITIONS. 

“For  purposes  of  this  chapter — 

“  ( 1 )  Person. — The  term  ‘person’  includes  the 
United  States,  a  State,  a  foreign  government,  and  an 
international  organization. 

“  (2)  State. — The  term  ‘State’  includes  a  State,  the 
District  of  Columbia,  a  possession  of  the  United  States, 
any  political  subdivision  of  any  of  the  foregoing,  and  any 
wholly  owned  agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing. 

“(3)  Foreign  government.— The  term  ‘foreign 
government’  includes  a  foreign  government,  a  politi¬ 
cal  subdivision  of  a  foreign  government,  and  any  wholly 
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owned  agency  or  instrumentality  of  any  one  or  more  of 
the  foregoing. 

“  (4)  Nonresident  alien. — The  term  ‘nonresident 
alien  individual’  includes  an  alien  resident  of  Puerto 
Rico.” 

(2)  Clerical  amendments,  etc. — 

(A)  The  heading  for  subtitle  C  is  amended  to 
read  as  follows: 

“Subtitle  C — Employment  Taxes  and 
Collection  of  Income  Tax  at  Source” 

(B)  The  table  of  chapters  for  subtitle  C  is 
amended  by  striking  out  the  last  line  and  inserting 

in  lieu  thereof  the  following: 

“Chapter  25.  Collection  of  income  tax  at  source  on  interest, 
dividends,  and  patronage  dividends. 
“Chapter  26.  General  provisions  relating  to  employment 
taxes  and  collection  of  income  taxes  at 
source.” 

(C)  The  table  of  subtitles  under  the  heading 
“Internal  Revenue  Title”  at  the  beginning  of  the 
Internal  Revenue  Code  of  1954  is  amended  by 
striking  out  the  third  line  and  inserting  in  lieu 
thereof  the  following: 

“Subtitle  C.  Employment  taxes  and  collection  of  income 
tax  at  source.” 
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1  (D)  The  heading  for  chapter  26  (as  redesig- 

2  nated  by  paragraph  (1)  of  this  subsection)  is 

3  amended  to  read  as  follows: 

4  “CHAPTER  26— GENERAL  PROVISIONS  RE- 

5  LATING  TO  EMPLOYMENT  TAXES  AND 

6  COLLECTION  OF  INCOME  TAXES  AT 

7  SOURCE” 

8  (b)  Credits  Against  Income  Tax  for  Tax  With- 

9  held. — 

10  (1)  Allowance  of  credit. — Part  IV  of  sub- 

11  chapter  A  of  chapter  1  (relating  to  credits  against  tax) 

12  is  amended  by  inserting  after  section  38  (added  by 

13  section  2  of  this  Act)  the  following  new  section: 

14  “SEC.  39.  TAX  WITHHELD  ON  INTEREST,  DIVIDENDS,  AND 

15  PATRONAGE  DIVIDENDS. 

16  “  (a)  General  Rtjle. — Under  regulations  prescribed 

17  by  the  Secretary  or  his  delegate,  the  tax  deducted  and  with- 

18  held  under  chapter  25  (relating  to  withholding  at  source 

19  on  interest,  dividends,  and  patronage  dividends)  shall  be 

20  allowed,  to  the  recipient  of  the  amount  with  respect  to  which 

21  such  tax  was  deducted  and  withheld,  as  a  credit  against  the 

22  tax  imposed  by  this  subtitle  for  the  taxable  year  in  which 

23  such  amount  is  received. 

24  “(b)  Special  Rule  for  Dependent  Children.— If— 

25  “  ( 1 )  the  taxpayer  for  his  taxable  year  is  entitled 
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to  a  deduction  under  section  151  (e)  (1)  (B)  with  re¬ 
spect  to  a  child,  and 

“(2)  such  child  had,  for  the  calendar  year  ending 
with  or  within  the  taxpayer’s  taxable  year — 

“(A)  gross  income  of  less  than  $600,  and 
“(B)  no  wages  (as  defined  in  section  3401 
(a)  )  with  respect  to  which  withholding  was  re¬ 
quired  under  chapter  24, 

then,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  the  taxpayer  shall  be  entitled  to  the  credit  pro¬ 
vided  by  subsection  (a)  with  respect  to  amounts  received 
by  such  child  during  such  calendar  year,  but  only  if  such 
child  has  not  filed  any  claim  for  credit  or  refund  of  any  por¬ 
tion  of  the  tax  deducted  and  withheld  with  respect  to  such 
amounts. 

“(c)  Apportionment  of  Credit— For  purposes  of 
subsection  (a) ,  if  an  obligation  is  sold  or  exchanged  between 
interest-payment  dates — 

“  ( 1 )  so  much  of  the  amount  required  to  be  deducted 
and  withheld  on  the  interest  at  the  end  of  the  interest- 
payment  period  as  is  properly  allocable  to  that  part  of 
such  period  which  ends  on  the  date  of  the  sale  or  ex¬ 
change  shall  be  treated  as  an  amount  deducted  and  with¬ 
held  from  the  transferor  on  the  date  of  the  sale  or 
exchange,  and 
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“(2)  so  much  of  such  amount  as  is  properly  al¬ 
locable  to  that  part  of  such  period  which  begins  on  the 
day  after  the  date  of  the  sale  or  exchange  shall  be  treated 
as  an  amount  deducted  and  withheld  from  the  transferee. 
“(d)  Limitations. — The  credit  provided  by  subsection 
(a)  shall  not  he  allowed — 

“(1)  Refund  to  individuals.— To  any  indi¬ 
vidual  with  respect  to  any  amount  of  tax  allowed  him 
as  a  refund  under  section  3484. 

“(2)  Credit  or  refund  to  states,  etc. — To 
any  person  with  respect  to  any  amount  of  tax  allowable 
to  such  person  as  a  credit  or  refund  under  section  3485 
or  as  a  credit  under  section  3505. 

“(3)  Credit  or  refund  to  corporations. — To 
any  person  with  respect  to  any  amount  of  tax  allowed 
such  person  as  a  credit  or  refund  under  section  3486  or 
as  a  credit  under  section  3487. 

“  (4)  Certain  dependent  children. — To  any 
person  with  respect  to  any  amount  of  tax  which  has 
been  claimed  and  is  allowable  as  a  credit  to  such 
person’s  parent  by  reason  of  the  provisions  of  subsection 

(b). 

“  (5)  Nominees,  etc. — To  any  person  with  respect 
to  any  amount  of  tax  allowed  such  person  as  a  credit 
under  section  1444  (b) 
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(2)  Common  trust  funds —Section  584  (c)  (re¬ 
lating  to  the  income  of  participants  in  the  fund)  is 
amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“(3)  Tax  withheld  at  source  on  interest, 

DIVIDENDS,  AND  PATRONAGE  DIVIDENDS —In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  a  common  trust  fund,  for 
purposes  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with¬ 
held  proportionately  from  each  participant/’ 

(3)  Estates  and  trusts. — Section  642(a)  (re¬ 
lating  to  special  rules  for  credits  and  deductions  in  the 
case  of  estates  and  trusts)  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“  (4)  Tax  withheld  at  source  on  interest, 
dividends,  and  patronage  dividends. — In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  an  estate  or  trust,  for  pur¬ 
poses  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with- 
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held  from  each  beneficiary  in  an  amount  which,  when 
added  to  the  amounts  paid,  credited,  or  required  to  be 
distributed  to  him,  equals  the  amounts  which  would 
have  been  paid,  credited,  or  required  to  be  distributed 
to  him  in  the  absence  of  chapter  25.  Any  tax  under 
chapter  25  which  is  deducted  and  withheld  on  amounts 
received  by  the  estate  or  trust  shall  be  considered  as 
withheld  from  such  estate  or  trust  to  the  extent  it  is 
not  considered  as  withheld  from  a  beneficiary  under 
the  provisions  of  the  preceding  sentence.” 

(4)  Technical  amendments. — 

(A)  Section  164(b)  (1)  (relating  to  deduc¬ 
tion  denied  in  the  case  of  certain  taxes)  is  amended 

by- 

(i)  striking  out  the  word  “and”  at  the  end 
of  subparagraph  (B)  ; 

(ii  ng  out  the  comma  at  the  end  of 

subparagraph  (C)  and  inserting  “ ;  and”;  and 
(iii)  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“(D)  the  tax  withheld  at  source  under  chapter 
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25  (relating  to  collection  of  income  tax  at  source 
on  interest,  dividends,  and  patronage  dividends) ,”. 

(B)  Section  874(a)  (relating  to  allowance  of 
deductions  and  credits  to  nonresident  alien  indi¬ 
viduals)  is  amended  by  striking  “31  and  32”  and 
inserting  in  lieu  thereof  “31,  32,  and  39”. 

(0)  Section  1314(e)  (relating  to  inapplica¬ 
bility  of  part  II  of  subchapter  Q  of  chapter  1  of 
subtitle  A  to  taxes  imposed  by  subtitle  C)  is 
amended  by  striking  “employment  taxes”  and  in¬ 
serting  in  lieu  thereof  “employment  taxes  and 
collection  of  income  tax  at  source”. 

(D)  Section  6211(b)  (1)  (relating  to  rules 
applicable  in  determination  of  deficiency)  is 
amended  by  striking  “31”  and  inserting  in  lieu 
thereof  “31  or  39”. 

(E)  The  table  of  sections  for  part  IV  of  sub¬ 
chapter  A  of  chapter  1  is  amended  by  striking  out 

“Sec.  38.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof 

“Sec.  38.  Investment  in  certain  depreciable  property. 

“Sec.  39.  Tax  withheld  on  interest,  dividends,  and  patronage 
dividends. 

“Sec.  40.  Overpayments  of  tax.” 
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(c)  Interest  and  Dividends  Paid  to  Nonresident 
Aliens,  etc  — 

(1)  Withholding  rate.— 

(A)  Section  1441  (relating  to  withholding  of 
tax  on  nonresident  aliens)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 

“  (e)  Treaties. — In  the  case  of  amounts  described  in 
section  3452  (a)  (relating  to  interest) ,  section  3462  (a) 
(relating  to  dividends),  and  section  3472(a)  (relating  to 
patronage  dividends) ,  the  tax  required  to  be  deducted  and 
withheld  under  subsection  (a)  shall  not  by  reason  of  the 
provisions  of  any  treaty  be  less  than  20  percent  of  such 
amounts.” 

(B)  Section  1442  (relating  to  withholding  of 
tax  on  foreign  corporations)  is. amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “In 
the  case  of  amounts  described  in  section  3452  (a) 
(relating  to  interest) ,  section  3462  (a)  (relating  to 
dividends) ,  and  section  3472  (a)  (relating  to  pa¬ 
tronage  dividends) ,  the  tax  required  to  be  deducted 
and  withheld  under  the  preceding  sentence  shall 
not  by  reason  of  the  provisions  of  any  treaty  be 
less  than  20  percent  of  such  amounts.” 

(2)  Nominees,  etc. — Subchapter  A  of  chapter 
3  (relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section : 

“SEC.  1444.  INTEREST  AND  DIVIDENDS  PAID  TO  NOMI¬ 
NEES;  CREDITS  TO  WITHHOLDING  AGENTS. 
“  (a)  Withholding  of  Tax  by  Payor.— Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  every 
person  who  pays  amounts  subject  to  withholding  under 
chapter  25  and  who  has  been  notified  by  a  payee  thereof  that 
the  payee  is  a  nominee  required  to  deduct  and  withhold 
on  such  amounts  under  section  1441  or  1442>  shall,  in 
lieu  of  the  nominee,  deduct  and  withhold  from  such  amounts 
paid  to  the  nominee  the  tax  required  to  be  deducted  and 
withheld  under  section  1441  or  1442,  in  the  same  manner 
as  if  such  amounts  were  paid  by  such  person  directly  to  the 
beneficial  owner  thereof. 

“(b)  Credits  to  Withholding  Agents. — In  the  case 
of  any  person  who  is  required  to  deduct  and  withhold  tax 
under  section  1441  or  1442  in  respect  of  amounts  received 
by  him  during  any  calendar  year  on  which  tax  was  deducted 
and  withheld  (or,  in  the  case  of  amounts  described  in  section 
39(c)  (1),  was  treated  as  deducted  and  withheld)  under 
chapter  25,  the  taxes  so  deducted  and  withheld  (or  treated 
as  deducted  and  withheld)  under  chapter  25  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be 
allowed  as  a  credit  against  (but  not  in  excess  of)  his  liability 
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for  the  year  in  respect  of  the  taxes  imposed  by  sections  1441 
and  1442.” 

(3)  Clerical  amendment. — The  table  of  sec¬ 
tions  for  subchapter  A  of  chapter  3  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following: 

“Sec.  1444.  Interest  and  dividends  paid  to  nominees;  credits 
to  withholding  agents.” 

(d)  Credit  for  States  and  Tax-Exempt  Organi¬ 
zations. — 

(1)  Allowance  of  credit —Chapter  26  (gen¬ 
eral  provisions  relating  to  employment  taxes  and  income 
tax  withheld  at  source)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section: 

“SEC.  3505.  SPECIAL  CREDIT  IN  CASE  OF  STATES  OR  TAX- 
EXEMPT  ORGANIZATIONS. 

“  (a)  General  Rule. — In  the  case  of  a  person  which  is 
a  State  (as  defined  in  section  3490  (2)  )  or  which  is  an  or¬ 
ganization  (other  than  a  cooperative  described  in  section 
521)  which  is  exempt  from  the  tax  imposed  by  chapter 
1,  the  tax  deducted  and  withheld  under  chapter  25  with 
respect  to  amounts  received  by  it  during  any  calendar 
quarter  shall  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against 
(but  not  in  excess  of)  such  person’s  liability  (after  the 
adjustments,  if  any,  provided  for  in  sections  6205  (a) 
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1  and  6413  (a)  )  for  such  quarter  in  respect  of  the  taxes 

2  imposed  by  chapter  21  (Federal  Insurance  Contributions 

3  Act)  and  by  chapter  24  (collection  of  income  tax  at  source 

4  on  wages) .  Such  credit  shall  be  allowed  only  if  claim 

5  therefor  is  made,  in  accordance  with  such  regulations,  at  the 

6  time  of  the  filing  of  the  return  with  respect  to  the  taxes  under 
I  chapter  21  and  chapter  24  for  such  quarter. 

8  “(b)  Obligations  Sold  Between  Interest-Pay- 

9  ment  Dates. — For  purposes  of  this  section,  in  the  case  of 
16  an  obligation  which  is  sold  or  exchanged  between  interest- 

11  payment  dates,  the  amount  required  to  be  deducted  and  witli- 

12  held  on  the  interest  at  the  end  of  the  interest-payment  period 

13  shall  be  treated  in  the  manner  provided  in  section  39  (c) . 

14  “  (c)  Cross  Reference.— 

“For  refund  under  chapter  25,  see  section  3485.” 

15  (2)  Technical  amendments. — 

16  (A)  Section  3502  (relating  to  nondeductibil- 

17  ity  of  taxes  in  computing  taxable  income)  is 

18  amended  by  adding  at  the  end  thereof  the  following 

19  new  subsection : 

20  “  (c)  The  tax  deducted  and  withheld  under  chapter  25 

21  shall  not  be  allowed  as  a  deduction  in  computing  taxable 

22  income  under  subtitle  A  either  to  the  person  deducting  and 

23  withholding  the  tax  or  to  the  recipient  of  the  amounts  sub- 

24  ject  to  withholding.” 
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(B)  The  table  of  sections  for  chapter  26  is 

amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  3505.  Special  credit  in  case  of  States  or  tax-exempt 
organizations.” 

(e)  Other  Technical  Amendments. — 

(1)  Declaration  of  estimated  income  tax 
by  individuals. — Section  6015  (a)  (relating  to  dec¬ 
laration  of  estimated  income  tax  by  individuals)  is 
amended  by  striking  out  the  period  at  the  end  of  para¬ 
graph  (2)  and  inserting  in  lieu  thereof  “and  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld  under 
chapter  25.”. 

(2)  Adjustment  of  tax;  underpayment. — 

(A)  Subsection  (a)  (1)  of  section  6205  (re¬ 
lating  to  special  rules  relating  to  assessment  of  em¬ 
ployment  taxes)  is  amended  by  striking  out  “or 
3402  is  paid  with  respect  to  any  payment  of 
wages  or  compensation,”  and  inserting  in  lieu  there¬ 
of  “3402,  3451,  3461,  or  3471  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  divi¬ 
dends,  or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is  amended 
by  striking  out  “or  3402  is  paid  or  deducted  with  re¬ 
spect  to  any  payment  of  wages  or  compensation” 
and  inserting  in  lieu  thereof  “3402,  3451,  3461,  or 
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3471  is  paid  or  deducted  with  respect  to  any  pay¬ 
ment  of  remuneration,  interest,  dividends,  or  other 
amounts” . 

(C)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6205.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  C.” 

(D)  The  table  of  sections  for  subchapter  A  of 
chapter  63  is  amended  by  striking  out 

“Sec.  6205.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6205.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(3)  Use  of  government  depositaries. — Section 
6302  (c)  (relating  to  use  of  Government  depositaries) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  sentence:  “The  Secretary  or  his  delegate  shall 
not  require  the  deposit  under  this  subsection  of  any 
tax  deducted  and  withheld  under  chapter  25  (relating 
to  collection  of  income  tax  at  source  on  interest,  divi¬ 
dends,  and  patronage  dividends)  in  a  Government 
depositary  before  the  last  day  prescribed  in  section  3481 
for  payment  of  the  tax.” 

(4)  Excessive  withholding. — Section  6401 
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(b)  (relating  to  excessive  withholding)  is  amended  to 
read  as  follows: 

"(b)  Excessive  Withholding. — If  the  amounts  al¬ 
lowable  as  credits  under  section  31  (relating  to  credit  for  tax 
withheld  at  source  under  chapter  24)  and  section  39  (relat¬ 
ing  to  credit  for  tax  withheld  on  interest,  dividends,  and 
patronage  dividends  under  chapter  25)  exceed  the  taxes 
imposed  by  chapter  1  against  which  such  credits  are  allow¬ 
able,  the  amount  of  such  excess  shall  be  considered  an  over¬ 
payment/’ 

(5)  Adjustment  of  tax;  overpayment. — 

(A)  Subsection  (a)  (1)  of  section  6413  (re¬ 
lating  to  special  credit  and  refund  rules  applicable 
to  certain  employment  taxes)  is  amended  by  striking 
out  “or  3402  is  paid  with  respect  to  any  payment 
of  remuneration,”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  dividends, 
or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is 
amended — 

(i)  By  striking  from  the  heading  of  such 
subsection  the  words  “of  Certain  Employ¬ 
ment  Taxes”  ;  and 

(ii)  By  striking  out  “or  3402  is  paid  or 
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deducted  with  respect  to  any  payment  of 
remuneration”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  or  deducted 
with  respect  to  any  payment  of  remuneration, 
interest,  dividends,  or  other  amounts”. 

(C)  The  following  new  subsection  is  added  at 
the  end  of  such  section: 

“(e)  Cross  References. — 

“For  special  refunds  or  credits  of  tax  withheld  on 
interest,  dividends,  or  patronage  dividends  under  chapter 
25,  see  sections  3484, 3485, 3486, 3487,  and  3505.” 

(D)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6413.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  C.” 

(E)  The  table  of  sections  for  subchapter  B  of 
chapter  65  is  amended  by  striking  out 

“Sec.  6413.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6413.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(6)  Overpayment  not  deducted  and  with¬ 
ered. — Section  6414  (relating  to  income  tax  withheld) 
is  amended  by  striking  “chapter  3”  and  inserting  in  lieu 
thereof  “chapter  3  or  25”. 
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(7)  Time  tax  considered  paid— Section  6513 
(b)  (relating  to  time  tax  considered  paid)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sen¬ 
tences:  “For  purposes  of  section  6511  or  6512,  any 
tax  deducted  and  withheld  under  chapter  25  which  is 
allowable  under  section  39,  3484,  3485,  or  3486 
as  a  credit  against  tax  or  as  a  refund  of  an  overpayment 
(or  an  amount  treated  as  an  overpayment)  of  the  tax 
imposed  by  chapter  1  shall,  in  respect  of  the  person  en¬ 
titled  to  such  credit  or  refund,  be  deemed  to  have  been 
paid  by  him  on  the  last  day  prescribed  for  filing  the  re¬ 
turn  (determined  without  regard  to  any  extension  of 
time  for  filing  such  return)  of  tax  under  chapter  1  for 
his  taxable  year  in  which  the  amount  subject  to  with¬ 
holding  under  chapter  25  is  received  by  him  or,  if  such 
person  has  no  taxable  year,  on  the  fifteenth  day  of  the 
fifth  calendar  month  following  the  close  of  such  person’s 
annual  accounting  period  within  which  such  amount 
is  received  by  him.  In  the  case  of  an  amount  allowable 
as  a  credit  under  section  39  (b)  to  the  parent  of  a  child, 
such  amount  shall,  if  claimed  by  the  parent,  be  deemed 
to  have  been  paid  on  the  last  day  for  filing  his  return 
(determined  without  regard  to  any  extension  of  time 
for  filing  such  return)  for  his  taxable  year  which  begins 
with  or  within  the  calendar  year  in  which  amounts  sub- 
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ject  to  withholding1  under  chapter  25  were  received  by 
the  child.” 

(8)  Failure  to  pay  estimated  income  tax.— 
(A)  Individuals.— Subsections  (e)  and  (f) 
of  section  6654  (relating  to  failure  by  individual  to 
pay  estimated  income  tax)  are  amended  to  read  as 
follows : 

“(e)  Application  of  Section  in  Case  of  With¬ 
held  Taxes— For  purposes  of  applying  this  section— 

“  ( 1 )  the  estimated  tax  shall  be  computed  without 
any  reduction  for  amounts  which  the  individual  estimates 
as  his  credits  under  section  31  (relating  to  tax  withheld 
at  source  on  wages)  and  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  dividends)  ; 
and 

“(2)  the  amount  of  the  credits  allowed  under  sec¬ 
tions  31  and  39  for  the  taxable  year  shall  be  deemed 
a  payment  of  estimated  tax,  and  an  equal  part  of  such 
amount  shall  be  deemed  paid  on  each  installment  date 
(determined  under  section  6153)  for  such  taxable  year, 
unless  the  taxpayer  establishes  the  dates  on  which  all 
amounts  were  actually  withheld  (or  in  the  case  of 
amoimts  described  in  section  39(c)  (1),  were  treated 
as  withheld ) ,  in  which  case  the  amounts  so  withheld 
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1  shall  be  deemed  payments  of  estimated  tax  on  such 

2  dates. 

3  “(f)  Tax  Computed  After  Application  of 

4  Credits  Against  Tax— For  purposes  of  subsections  (b) 

5  and  (d) ,  the  term  ‘tax’  means  the  tax  imposed  by  chapter 

6  1  reduced  by  the  credits  against  tax  allowed  by  part  IV  of 

7  subcbapter  A  of  chapter  1,  other  than  the  credits  against 

8  tax  provided  by  section  31  (relating  to  tax  withheld  on 

9  wages)  and  section  39  (relating  to  tax  withheld  on  interest, 

10  dividends,  and  patronage  dividends) 

11  (B)  Corporations. — Section  6655  (relating 

12  to  failure  by  corporation  to  pay  estimated  income 

13  tax)  is  amended — 

14  (i)  by  striking  out  the  period  at  the  end 

15  of  subsection  (e)  (2)  (B)  and  inserting  in  lieu 

16  thereof  “,  other  than  the  credit  against  tax 

17  provided  by  section  39  (relating  to  tax  with- 

18  held  on  interest,  dividends,  and  patronage  divi- 

19  dends).”;and 

20  (ii)  by  redesignating  subsection  (f)  as 

21  subsection  (g)  and  inserting  after  subsection 

22  (e)  the  following  new  subsection: 

23  “(f)  Application  of  Section  in  Case  of  Tax 


24  Withheld  on  Interest,  Dividends,  and  Patronage 

25  Dividends. — For  purposes  of  applying  this  section — 
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“(1)  the  estimated  tax  shall  be  computed  without 
any  reduction  for  the  amount  which  the  corporation 
estimates  as  its  credit  under  section  39  (relating  to  tax 
withheld  on  interest,  dividends,  and  patronage  divi¬ 
dends)  ;  and 

“(2)  the  amount  of  the  credit  allowed  under  sec¬ 
tion  39  for  the  taxable  year  shall  be  deemed  a  payment 
of  estimated  tax,  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date  (determined 
under  section  6154)  for  such  taxable  year,  unless  the 
corporation  establishes  the  dates  on  which  all  amounts 
were  actually  withheld  (or  in  the  case  of  amounts  de¬ 
scribed  in  section  39  (c)  (1) ,  were  treated  as  withheld) , 
in  which  case  the  amounts  so  withheld  shall  be  deemed 
payments  of  estimated  tax  on  such  dates.” 

(9)  Penalty  for  filing  fraudulent  exemp¬ 
tion  certificate. — Section  7205  (relating  to  fraudu¬ 
lent  withholding  exemption  certificate  or  failure  to  sup¬ 
ply  information)  is  amended  by  adding  the  following 
new  sentence  at  the  end  thereof:  “Any  person  who 
willfully  files  an  exemption  certificate  with  any  with¬ 
holding  agent  under  section  3483,  on  which  the  certifica¬ 
tion  is  known  by  him  to  be  fraudulent  or  to  be  false  as 
to  any  material  matter,  or  who  is  required  to  file  a  notice 
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under  subsection  (a)  (3)  (B)  of  section  3483  and  who 
willfully  fails  to  provide  such  notice  in  the  manner,  at 
the  time,  and  showing  the  information  required  under 
such  subsection  (a)  (3)  (B),  or  the  regulations  pre¬ 
scribed  thereunder,  shall,  in  lieu  of  any  penalty  otherwise 
provided,  upon  conviction  thereof,  be  fined  not  more  than 
$500,  or  imprisoned  not  more  than  1  year,  or  both.” 

(10)  Offenses  with  respect  to  collected 
taxes. — The  last  sentence  of  section  7215  (b)  (relating 
to  offenses  with  respect  to  collected  taxes)  is  amended  to 
read  as  follows:  “For  purposes  of  paragraph  (2) ,  a  lack 
of  funds  existing  immediately  after  the  payment  of  wages 
or  amounts  subject  to  withholding  under  chapter  25 
(whether  or  not  created  by  the  payment  of  such  wages 
or  amounts)  shall  not  be  considered  to  be  circumstances 
beyond  the  control  of  a  person.” 

(11)  Definition  of  withholding  agent. — Sec¬ 
tion  7701  (a)  (16)  (defining  the  term  “withholding 
agent”)  is  amended  by  striking  out  “or  1461”  and  in¬ 
serting  in  lieu  thereof  “1461,  3451,  3461,  or  3471”. 
(f)  Effective  Dates.— 

( 1 )  General  rule. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  the  provisions  of  this  section  shall  apply  in 
the  case  of  interest  and  dividends  paid  on  or  after  Jan¬ 
uary  1,  1963. 
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(2)  Special  rules  — 

(A)  In  the  case  of  transferable  obligations  de¬ 
scribed  in  paragraph  (1)  or  (6)  of  section  3452  (a) 
of  the  Internal  Revenue  Code  of  1954,  the  provi¬ 
sions  of  this  section  shall  apply  only  to  interest  paid 
with  respect  to  interest-payment  periods  commenc¬ 
ing  on  or  after  January  1,  1963. 

(B)  The  provisions  of  this  section  shall  apply 
to  amounts  described  in  section  3472  of  such  Code 
paid  on  or  after  January  1,  1963,  with  respect  to 
patronage  occurring  on  or  after  the  first  day  of  the 
first  taxable  year  of  the  cooperative  beginning  on 
or  after  Januarj^  1 ,  1963. 

SEC.  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN  FOR¬ 
EIGN  ENTITIES. 

(a)  Information  To  Be  Furnished  by  Individ¬ 
uals,  Domestic  Corporations,  etc.,  With  Respect 
to  Certain  Foreign  Corporations. — Section  6038  is 
amended  to  read  as  follows: 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  CORPORATIONS. 

“(a)  Requirement.— 

“(1)  In  general. — Every  United  States  person 
shall  furnish,  with  respect  to  any  foreign  corporation 
which  such  person  controls  (within  the  meaning  of 
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subsection  (d)  (1)  ),  such  information  as  the  Secretary 
or  his  delegate  may  prescribe  by  regulations  relating  to — 
“(A)  the  name,  the  principal  place  of  busi¬ 
ness,  and  the  nature  of  business  of  such  foreign 
corporation,  and  the  country  under  whose  laws 
incorporated ; 

“(B)  the  accumulated  profits  (as  defined  in 
section  902  (c)  )  of  such  foreign  corporation,  in¬ 
cluding  the  items  of  income  (whether  or  not  in¬ 
cluded  in  gross  income  under  chapter  1 ) ,  deductions 
(whether  or  not  allowed  in  computing  taxable  in¬ 
come  under  chapter  1 ) ,  and  any  other  items  taken 
into  account  in  computing  such  accumulated  profits ; 

“(C)  a  balance  sheet  for  such  foreign  corpora¬ 
tion  listing  assets,  liabilities,  and  capital; 

“(D)  transactions  between  such  foreign  cor¬ 
poration  and — 

“(i)  such  person, 

(ii)  any  other  corporation  which  such 
person  controls,  and 

“  (iii)  any  United  States  person  owning, 
at  the  time  the  transaction  takes  place,  10  per¬ 
cent  or  more  of  the  value  of  any  class  of  stock 
outstanding  of  such  foreign  corporation ;  and 
“(E)  a  description  of  the  various  classes  of 
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stock  outstanding,  and  a  list  showing  the  name  and 
address  of,  and  number  of  shares  held  by,  each 
United  States  person  who'  is  a  shareholder  of  record 
owning  at  any  time  during  the  annual  accounting 
period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or 
related  in  nature  to  that  specified  in  the  preceding 
sentence. 

“  (2)  Period  for  which  information  is  to  be 
furnished,  etc. — The  information  required  under  para¬ 
graph  (1)  shall  he  furnished  for  the  annual  accounting 
period  of  the  foreign  corporation  ending  with  or  within 
the  United  States  person’s  taxable  year.  The  informa¬ 
tion  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe. 

“(3)  Limitation. — No  information  shall  be  re¬ 
quired  to  be  furnished  under  this  subsection  with  respect 
to  any  foreign  corporation  for  any  annual  accounting 
period  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  in  effect  on  the  first  day  of  such 
annual  accounting  period. 
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“  (b)  Effect  of  Failure  To  Furnish  Informa¬ 
tion. — 

“  (1)  In  general. — If  a  United  States  person  fails 
to  furnish,  within  the  time  prescribed  under  paragraph 
(2)  of  subsection  (a),  any  information  with  respect  to 
any  foreign  corporation  required  under  paragraph  (1) 
of  subsection  (a) ,  then — 

“(A)  in  applying  section  901  (relating  to 
taxes  of  foreign  countries  and  possessions  of  the 
United  States)  to  such  United  States  person  for  the 
taxable  year,  the  amount  of  taxes  (other  than  taxes 
reduced  under  subparagraph  (B)  )  paid  or  deemed 
paid  (other  than  those  deemed  paid  under  section 
904  (d)  )  to  any  foreign  country  or  possession  of  the 
United  States  for  the  taxable  year  shall  be  reduced 
by  10  percent,  and 

“(B)  in  applying  sections  902  (relating  to 
foreign  tax  credit  for  corporate  stockholder  in 
foreign  corporation)  and  957  (relating  to  special 
rules  for  foreign  tax  credit)  to  any  such  United 
States  person  which  is  a  corporation  (or  to  any  per¬ 
son  who  acquires  from  any  other  person  any  portion 
of  the  interest  of  such  other  person  in  any  such  foreign 
corporation,  but  only  to  the  extent  of  such  portion) 
for  any  taxable  year,  the  amount  of  taxes  paid  or 
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deemed  paid  by  each  foreign  corporation  with  re¬ 
spect  to  which  such  person  is  required  to  furnish 
information  during  the  annual  accounting  period  or 
periods  with  respect  to  which  such  information  is 
required  under  paragraph  (2)  of  subsection  (a) 
shall  be  reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice 
by  the  Secretary  or  his  delegate  to  the  United  States 
person,  then  the  amount  of  the  reduction  under  this 
subsection  shall  be  10  percent  plus  an  additional  5  per¬ 
cent  for  each  3-month  period,  or  fraction  thereof,  dur¬ 
ing  which  such  failure  to  furnish  information  continues 
after  the  expiration  of  such  90-day  period. 

“(2)  Special  rules. — 

“  (A)  No  taxes  shall  be  reduced  under  this  sub¬ 
section  more  than  once  for  the  same  failure. 

“(B)  For  purposes  of  this  subsection,  the  time 
prescribed  under  paragraph  (2)  of  subsection  (a) 
to  furnish  information  (and  the  beginning  of  the 
90-day  period  after  notice  by  the  Secretary)  shall 
be  treated  as  being  not  earlier  than  the  last  day  on 
which  (as  shown  to  the  satisfaction  of  the  Secietaiy 
of  his  delegate)  reasonable  cause  existed  for  failure 

to  furnish  such  information. 

“(O)  In  applying  subsections  (a)  and  (b)  of 
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section  902,  and  in  applying  subsection  (a)  of  sec¬ 
tion  956,  the  reduction  provided  by  this  subsec¬ 
tion  shall  not  apply  for  purposes  of  determining  the 
amount  of  accumulated  profits  in  excess  of  in¬ 
come,  war  profits,  and  excess  profits  taxes. 

“(c)  Two  or  More  Persons  Required  To  Furnish 
Information  With  Respect  to  Same  Foreign  Cor¬ 
poration. — Where,  but  for  this  subsection,  two  or  more 
United  States  persons  would  be  required  to  furnish  informa¬ 
tion  under  subsection  (a)  with  respect  to  the  same  foreign 
corporation  for  the  same  period,  the  Secretary  or  his  dele¬ 
gate  may  by  regulations  provide  that  such  information  shall 
be  required  only  from  one  person.  To  the  extent  practicable, 
the  determination  of  which  person  shall  furnish  the  informa¬ 
tion  shall  be  made  on  the  basis  of  actual  ownership  of  stock. 
“(d)  Definitions. — For  purposes  of  this  section — 

“  ( 1 )  Control. — A  person  is  in  control  of  a  cor¬ 
poration  if  such  person  owns  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote,  or  more  than  50  per¬ 
cent  of  the  total  value  of  shares  of  all  classes  of  stock, 
of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation 
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which  in  turn  owns  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  another  corporation,  or  owns  more  than  50  per¬ 
cent  of  the  total  value  of  the  shares  of  all  classes  of  stock 
of  another  corporation,  then  such  person  shall  be 
treated  as  in  control  of  such  other  corporation.  For 
purposes  of  this  paragraph,  the  rules  prescribed  by 
section  318(a)  for  determining  ownership  of  stock 
shall  apply;  except  that  clause  (i)  of  section  318(a) 
(2)  (C)  shall  be  applied  without  regard  to  the  50  per¬ 
cent  limitation  contained  in  such  section. 

“  (2)  Annual  accounting  period. — The  annual 
accounting  period  of  a  foreign  corporation  is  the  annual 
period  on  the  basis  of  which  such  corporation  regularly 
computes  its  income  in  keeping  its  books. 

“(e)  Cross  References  .— 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’, 
see  section  7701(a)  (30).” 

(b)  Information  as  to  Organization  or  Reor¬ 
ganization  of  Foreign  Corporations  and  as  to  Ac¬ 
quisitions  of  Their  Stock.— Section  6046  (relating  to 
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returns  as  to  creation  or  organization,  or  reorganization,  of 
foreign  corporations)  is  amended  to  read  as  follows: 

“SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGAN¬ 
IZATION  OF  FOREIGN  CORPORATIONS  AND 
AS  TO  ACQUISITIONS  OF  THEIR  STOCK. 

“  (a)  Requirement  of  Return. — A  return  comply¬ 
ing  with  the  requirements  of  subsection  (b)  shall  be  made 
by- 

“(1)  each  United  States  citizen  or  resident  who 
is  an  officer  or  director  of  a  foreign  corporation  on  Jan¬ 
uary  1,  1963,  or  who  becomes  such  an  officer  or  director 
at  any  time  after  such  date, 

“(2)  each  United  States  person  who  on  January 
1,  1963,  owns  5  percent  or  more  in  value  of  the  stock 
of  a  foreign  corporation,  or  who,  at  any  time  after  such 
date — 

“  (A)  acquires  stock  which,  when  added  to  any 
stock  owned  on  January  1,  1963,  has  a  value  equal 
to  5  percent  or  more  of  the  value  of  the  stock  of  a 
foreign  corporation,  or 

“(B)  acquires  an  additional  5  percent  or  more 
in  value  of  the  stock  of  a  foreign  corporation,  and 
“  (3)  each  person  who  at  any  time  after  January  1, 
1963,  becomes  a  United  States  person  while  owning 
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5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation. 

“(b)  Form  and  Contents  of  Returns— The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  corporation,  such 
information  as  the  Secretary  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carrying  out  the  pro¬ 
visions  of  the  income  tax  laws. 

“(c)  Ownership  of  Stock. — For  purposes  of  subsec¬ 
tion  (a)  (2)  and  (3) ,  stock  owned  directly  or  indirectly  by 
a  person  (including,  in  the  case  of  an  individual,  stock  owned 
by  members  of  his  family)  shall  be  taken  into  account.  For 
purposes  of  the  preceding  sentence,  the  family  of  an  indi¬ 
vidual  shall  be  considered  as  including  only  his  brothers 
and  sisters  (whether  by  the  whole  or  half  blood) ,  spouse, 
ancestors,  and  lineal  descendants. 

“(d)  Time  for  Filing. — Any  return  required  by  sub¬ 
section  (a)  shall  be  filed  on  or  before  the  90th  day  after 
the  day  on  which,  under  any  provision  of  subsection  (a) ,  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  such  return. 

“(e)  Cross  Reference.— 

“For  provisions  relating  to  penalties  for  violations  of 
this  section,  see  sections  6678  and  7203.” 
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(c)  Civil  Penalty  foe  Falure  To  File  Return.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  6678.  FAILURE  TO  FILE  RETURNS  AS  TO  ORGANIZA¬ 
TION  OR  REORGANIZATION  OF  FOREIGN 
CORPORATIONS  AND  AS  TO  ACQUISITIONS 
OF  THEIR  STOCK. 

“  (a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6046  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does 
not  show  the  information  required  pursuant  to  such  section, 
shall  pay  a  penalty  of  $1,000,  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause. 

“  (b)  Deficiency  Procedures  Not  To  Apply— Sub¬ 
chapter  B  of  chapter  63  (relating  to  deficiency  procedure 
for  income,  estate,  and  gift  taxes)  shall  not  apply  in  respect 
of  the  assessment  or  collection  of  any  penalty  imposed  by 
subsection  (a) .” 

(d)  Technical  Amendments. — 

a)  Section  318  (b)  (relating  to  cross  references) 
is  amended  by  striking  out  “and”  at  the  end  of  paragraph 
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(5)  ,  by  striking  out  the  period  at  the  end  of  paragraph 

(6)  and  inserting  in  lieu  thereof  and”,  and  by  add¬ 
ing  at  the  end  thereof  the  following : 

“(7)  section  6038(d)(2)  (relating  to  information  with 
respect  to  certain  foreign  corporations).” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  is  amended  by  striking 
out 

“Sec.  6046.  Returns  as  to  creation  or  organization,  or  re¬ 
organization,  of  foreign  corporations.” 

and  inserting  in  lieu  thereof 

“Sec.  6046.  Returns  as  to  organization  or  reorganization  of 
foreign  corporations  and  as  to  acquisitions  of 
their  stock.” 

( 3 )  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  6678.  Failure  to  file  returns  as  to  organization  or  re¬ 
organization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stock.” 

(e)  Effective  Date.— 

(1)  The  amendments  made  by  subsection  (a)  shall 
apply  with  respect  to  annual  accounting  periods  of 
foreign  corporations  beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall 
take  effect  on  January  1,  1963. 
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1  SEC.  21.  TREATIES. 

2  Section  7852  (d)  of  the  Internal  Revenue  Code  of  1954 

3  (relating  to  treaty  obligations)  shall  not  apply  in  respect  of 

4  any  amendment  made  by  this  Act. 
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HIGHLIGHTS:  House  passed  bill  to  permit  summer\f allow  lands  to  participate  in  feed 
grains  program.  House  Rules  Committee  cleared  tax  bill.  House  committee  voted  to 
’•eport  Youth  Conservation  Corps  bilP.  House  commi^ee  voted  to  report  bill  for 
Jiport-export  controls  on  nonpart  Lei  pants  in  multilateral  cotton  textile  agreements. 
Sen.  Muskie  and  Reps.  Cooley  and/McIntire  introduced  and  Sen.  Muskie  and  Rep. 

Mclntire  discussed  bills provide  supply  management  program  for  potatoes. 

HOUSE 

1.  FEED  GRAINS.  Passed  w/thout  amendment  S.  2533,  to  permit  'farmers  ln  sununer 
fallow  areas  to  receave  barley,  corn,  and  grain  sorghum  prree  support  and  to 
participate  in  the/corn  and  grain  sorghum  diversion  program  provided  they  re¬ 
duce  their  corn  and  grain  sorghum  acreage  to  the  extent  necessary  to  bring  their 
acreage  of  corny'  grain  sorghum,  and  barley  down  to  not  more  than.  80  percent  of 
the  1959-60  average  of  those  three  crops.  This  bill  will  now  be  sent  to  the 
President.  &  similar  bill,  H.  R.  8914,  was  laid  on  the  table.  pp\4372-81 

2.  LIVESTOCK  DISEASES.  The  Agriculture  Committee  voted  to  report  (but  di\not  actu¬ 
ally  repjrfrt)  with  amendments  S,  860,  to  grant  the  Secretary  of  Agriculture  ad¬ 
ditional  authority  to  provide  greater  protection  against  the  introductioi\and 
dissemnation  of  diseases  of  livestock  and  poultry,  p.  D200 


3.  PERISHABLE  COMMODITIES.  The  Agriculture  Committee  voted  to  report  (but  did  not 
:tually  report)  with  amendments  S.  1037,  to  amend  the  provisions  of  the 


2 


3erishable  Agricultural  Commodities  Act  retarding  fees,  oral  hearings,  andyre- 
licensing  of  persons  under  the  Act.  p.  1)200 


4.  LOANS'.  The  Agriculture  Committee  voted  to  report  (but  did  not  actually  ^report) 
with  amendments  H.  R.  946,  to  extend  to  oyster  planters  the  benefits  c/t  the 
provisions  of  present  law  which  provide  for  production  disaster  loans  for 
farmers  \nd  stockmen,  p.  D200 


5.  COOPERATIVE^^  The  Agriculture  Committee  voted  to  report  (but  did/not  actually 
report)  H.  r\  10374,  to  reduce  the  revolving  fund  available  toy  subscriptions 
to  the  capitaK  stock  of  the  banks  for  cooperatives,  p.  D200 


6.  ELECTRIFICATION.  ''The  Agriculture  Committee  voted  to  report /(but  did  not  actu¬ 
ally  report)  H.  R\l0708,  to  amend  section  203  of  the  Rural  Electrification 
Act  of  1936,  as  amended,  with  respect  to  communication  service  for  the  trans¬ 
mission  of  voice,  sounds,  signals,  pictures,  writing,  9T  signs  of  all  kinds 
through  the  use  of  electricity,  p.  D200 


7.  FOREIGN  TRADE.  The  Agriculture  Committee  voted  to  report  (but  did  not  actually 
report)  H.  R.  10788,  to  am^id  section  204  of  the  Agricultural  Act  of  1956  to 


authorize  the  President  to  extend  import-export 
in  multilateral  cotton  textil\  agreements,  p 


Controls  to  non-participants 

)200 


8.  CONSERVATION.  The  Committee  on  Education  and/Labor  voted  to  report  (but  did 
not  actually  report)  H.  R.  10682, \£o  authorize  the  establishment  of  a  Youth 
Conservation  Corps,  p.  D201 


9.  EDUCATION.  The  "Daily  Digest"  states  &h4t  the  Education  and  Labor  Committee 

"ordered  introduced  in  the  House  in  liek  of  H.  R.  10390,  the  Adult  Basic  Educa¬ 
tion  Act  of  1962  (clean  bill  --  H.  B/  10^60)."  p.  D201 


10.  PUBLIC  WORKS.  Subcommittee  No.  4  oi  the  Judiciary  Committee  voted  to  report  to 
the  full  committee  with  amendments  H.  J.  Res\464,  to  provide  for  the  designa¬ 
tion  of  the  week  commencing  October  1,  1961,  ate  "National  Public  Works  Week." 
p.  D201  7  X 


11.  HONEYBEES.  The  Agriculture  /Committee  reported  without  amendment  H.  R.  8050,  to( 
prohibit  the  importation  dr  all  honeybees  of  the  genus  Apis  in  the  adult  stage 
except  for  research  purposes  by  this  Department  or  as\the  Secretary  shall  de¬ 
termine  (H.  Rept.  1477>(  p.  4392 


12.  TAXATION;  COOPERATIVES.  The  Rules  Committee  reported  a  resolution  for  the  con¬ 

sideration  of  H.  R.  10650,  the  proposed  Revenue  Act  of  1962,  including  revision 
in  tax  provisions  relative  to  cooperatives  (see  Digest  38  for  items  of  in- 
terest).  p.  4393 

13.  BANKING.  The  flanking  and  Currency  Committee  reported  without  amendment  H.  R. 

10162,  to  amend  the  Bretton  Woods  Agreements  Act  to  authorize  the\U.  S.  to 
particpate /in  loans  to  the  International  Monetary  Fund  to  strengthen  the  inter¬ 
national  kionetary  system  (H.  Rept.  1484).  p.  4393  \ 

14.  APPROPRIATIONS.  The  Appropriations  Committee  was  granted  until  midnights,  tonight 

Mar.  JZ3,  to  file  a  report  on  the  Labor,  HEW  and  related  agencies  appropriation 
bill/  for  1963.  p.  4371  \ 

15.  RETIREMENT.  Rep.  Olsen  discussed  his  bill  H.  R.  10706,  to  amend  the  Civil  \ 

/Service  Retirement  Act  so  as  to  provide  for  increases  in  annuities,  eliminate\ 


87th  Congress  )  HOUSE  OF  REPRESENTATIVES  j  Report 
2d  /Session  j  (No.  1483 


CONSIDERATION  OF  H.R.  10650 


March  22,  1962. —  Referred  to  the  House  Calendar  and  ordered  to  be  printed 


Mr.  O’Neill,  from  the  Committee  on  Rules,  submitted  the  following 

REPORT 

[To  accompany  H.  Res.  576] 

The  Committee  on  Rules,  having  had  under  consideration  House 
Resolution  576,  report  the  same  to  the  House  with  the  recommenda¬ 
tion  that  the  resolution  do  pass. 
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2d  Session 


House  Calendar  No.  197 

H.  RES.  576 

[Report  No.  1483] 


IN  THE  HOUSE  OE  REPRESENTATIVES 

March  22, 1962 

Mr.  O’Neill,  from  the  Committee  on  Eules,  reported  the  following  resolution ; 
which  was  referred  to  the  House  Calendar  and  ordered  to  be  printed 


RESOLUTION 

1  Resolved,  That  upon  the  adoption  of  this  resolution  it 

2  shall  be  in  order  to  move  that  the  House  resolve  itself  into 

3  the  Committee  of  the  Whole  House  on  the  State  of  the  Union 

4  for  the  consideration  of  the  bill  (H.R.  10650)  to  amend  the 

5  Internal  Revenue  Code  of  1954  to  provide  a  credit  for  invest- 

6  ment  in  certain  depreciable  property,  to  eliminate  certain 

7  defects  and  inequities,  and  for  other  purposes,  and  all  points 

8  of  order  against  said  bill  are  hereby  waived.  After  general 

9  debate,  which  shall  be  confined  to  the  bill,  and  continue  not 

10  to  exceed  eight  hours,  to  be  equally  divided  and  controlled 

11  by  the  chairman  and  ranking  minority  member  of  the  Com- 

12  mittee  on  Ways  and  Means,  the  bill  shall  be  considered  as 
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having  been  read  for  amendment.  ~No  amendment  shall  be 
in  order  to  said  bill  except  amendments  offered  by  direction 
of  the  Committee  on  Ways  and  Means.  Amendments  offered 
by  direction  of  the  Committee  on  Ways  and  Means  may  be 
offered  to  any  section  of  the  bill  at  the  conclusion  of  the 
general  debate,  but  said  amendments  shall  not  be  subject  to 
amendment.  At  the  conclusion  of  the  consideration  of  the 
bill  for  amendment,  the  Committee  shall  rise  and  report  the 
bill  to  the  House  with  such  amendments  as  may  have  been 
adopted,  and  the  previous  question  shall  be  considered  as 
ordered  on  the  bill  and  amendments  thereto  to  final  passage 
without  intervening  motion,  except  one  motion  to  recommit, 
with  or  without  instructions. 
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HIGHLIGHTS:  Senate  committee  voted Aot  to  reportNbill  to  continue  current  support 

nrices  for  milk  and  butterfat.  Ho/se  subcommittee  \oted  to  report  land-use  adjust¬ 
ment  sections  of  farm  bill.  Sen/Smathers  urged  earW  enactment  of  long-range 
sugar  program.  Senate  began  debate  on  Treasury-Post  0s£f ice-Executive  Office  appro¬ 
priation  bill.  House  began  debate  on  tax  bill.  Rep.  Randall  inserted  Secretary  s 
speech. 

^  '  HOUSE 

1.  FARM  PROGRAM.  The  "Daily  Digest"  states  that  the  Subcommittee  on  Conservation 
and  Credit  of  the  Ag riculture  Committee  voted  to  report  to  tins  full  committee 
with  amendment  tit/le  I,  on  land-use  adjustment,  of  H.  R.  100 10s,  the  omnibus  farm 
bill.  p.  D219 

Rep.  Findley^ criticized  the  proposed  Food  and  Agriculture  Act\f  1962,  saying, 
"I  will  do  my/utmost  on  the  Committee  on  Agriculture  to  kill  the  entire  bill, 
as  I  am  convinced  that  no  legislation  is  far  to  be  preferred  to  any  humification 
of  a  bill  /hat  is  so  basically  against  the  interests  of  the  farmer."  4863 

2.  LIVE.ST0 c/  DISEASES.  The  Agriculture  Committee  reported  with  amendments  S.\330, 
to  grant  the  Secretary  of  Agriculture  additional  authority  to  provide  greater 
protection  against  the  introduction  and  dissemination  of  diseases  of  livestoi 
ana  poultry  (H.  Rept.  1516).  p.  4937 
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3.  TAXATION;  COOPERATIVES.  Began  debate  on  H.  R.  10650,  the  proposed  Revenue  Act 
of  1962,  including  revisions  in  tax  provisions  relative  to  cooperatives  (see 
Digest  38  for  items  of  interest),  pp.  4863-920 


4.  TERRITORIES.  The  Interior  and  Insular  Affairs  Committee  reported  with  amend¬ 
ments  H.  R.  10062,  to  extend  the  application  of  certain  laws  to  American  Samoa 
including  extension  of  the  provisions  of  the  National  School  Lunch  Act  to  Si 
and  authorizing  the  USDA  to  make  available  to  the  territory  technical,  sciei 
:ific,  and  other  agricultural  program  assistance  on  a  selective  and  limitej 
b\sis  (H.  Rept.  1536). (p.  4937).  The  committee  earlier  voted  to  report 
biri  (p.  D220). 


5. 


PURCHASING.  The  Education  arid  Labor  Committee  voted  to  report  (but  d/d  not  acti 
ally  report)  H.  R,  10946  (in  lieu  of  H.  R.  10766),  to  amend  the  Davis-Bacon  Acl 
to  define\he  term  "wages"  as  used  in  the  Act,  and  H.  R.  10786,  bo  establish 
standards  for  hours  of  work  and  overtime  pay  of  laborers  and  mecrianics  employe* 
on  work  done  under  contract  for,  or  with  the  financial  aid  of/the  U.  S.  for 
any  territory,  \r  for  D.  C.  p.  D220 


6.  PEACE  CORPS.  The  Rhles  Committee  reported  a  resolution 
H.  R.  10700,  to  authorize  increased  appropriations  for 
4868,  4937 


fo> 


the  consideration  <f 
e  Peace  Corps,  pp. 


7.  FOREIGN  CURRENCIES.  Received  from  the  House  Admini 
of  several  committees  on  tnk  expenditures  of  fore 
funds  in  travel  abroad,  pp.  >4931-7 


gn 


ration  Committee  the  repori 
currencies  and  appropriat* 


8.  SALINE  WATER.  Received  from  InteVior  a 
during  1961  under  the  Saline  Water\Act  of 


reporJ 


>52 


on  that  Department's  operations 
p.  4937 


9.  DAIRY  PRICE  SUPPORTS.  By  a  vote  of  l/  toN/  the  Agriculture  and  Forestry  Commit 
tee  voted  not  to  report  S.  J.  Res./l50,  toVontinue  for  nine  months  additional 
the  current  price  supports  for  mi/lc  and  butt^rfat.  p.  D217 


10.  TREASURY-POST  OFFICE-EXECUTIVE/JFFICE  APPROPRIATION  BILL,  1963.  Began  debate  of 
this  bill,  H.  R.  10526.  pp./4819,  4839-60 


11.  SUGAR.  Sen.  Smathers  urged  early  consideration  of  legislation  to  extend  the 
Sugar  Act,  an  increase  in  the  quota  of  mainland  cane  stigar,  and  enactment  of 
legislation  to  extend/the  program  for  at  least  5  years.  \pp.  4804-5 


12.  PEACE  CORPS.  The  Fpdreign  Relations  Committee  voted  to  reporb.  (but  did  not  actu* 
ally  report)  witty  amendment  S.  2935,  to  extend  and  expand  the\Peace  Corps, 
p.  D218 


13. 


FORESTRY.  Sei(.  Bennett  submitted  an  amendment  intended  to  be  propoXsd  to 
S.  2387,  tpr  provide  for  the  establishment  of  the  Canyonlands  National  Park  Uta 
(includes/National  Forest  lands).  p.  4782 

Seny4loss  urged  support  for  legislation  to  establish  the  Canyonlands\Nation 
Park. /pp.  4828-31 

^n.  Neuberger  urged  establishment  of  the  Oregon  Dunes  as  a  national  pai 
and  stated,  "I  firmly  believe  that  the  downgrading  of  the  Oregon  Dunes  was  a^N 
mcession  to  the  Department  of  Agriculture  to  give  the  Forest  Service  one  bei 
tiful  area  to  develop  for  recreation."  pp.  4860-1 
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Ruth"&>Hartsel,  Polk. 

Raphael  jT^Seasjaeck,  Salem. 

John  M.  Tertel,  ToP 
Charles  F.  Selther,  WestTRielifield. 

OKLAHOMA 

Grady  F.  Cope,  Hollis. 

Hobart  G.  Waters,  Sayre. 

Rex  E.  Pettijohn,  Stigler. 

OREGON 

Lyle  J.  Chase,  Rainier. 

Frank  G.  Ryan,  Tillamook. 

PENNSYLVANIA 

Thomas  P.  Lowry,  Blue  Bell. 

Agnes  M.  Smith,  Dunlo. 

David  C.  Miller,  High  Spire, 

Kathryn  L.  Fessler, 

Marie  A.  Leo,  Ngsi-ATbany. 

J.  Perry  HjjekSrsmith,  Shippensburg. 
John^'Socinec,  Tarentum. 
ler  T.  Williams,  Thorndale. 

.  Edward  A.  Lynch,  Titusville. 


PUERTO  RICO 

Moises  M.  Graniela-Ramirez,  Boqueron. 

RHODE  ISLAND 

Ellen  L.  Costanza,  Bradford. 

John  J.  Bento,  Tiverton. 

SOUTH  CAROLINA 

an  A.  Gray,  Allendale. 
MozelTSStf^TTiompsoj^-ifunan. 

LESSEE 

Joe  B^GartTpbell,  BlamS> 

FjxrtC Lockett,  Jr.,  MountariT'HQjne. 
UTAH 

Ethel  N.  Jones,  Corinne. 

VIRGINIA 

Ernest  R.  Johnson,  Alberta. 

Alvis  T.  Davidson,  Jr.,  Faber. 

Walter  L.  Waleski,  Glenallen. 

E.  Guy  Smith,  Gloucester. 

J.  Spencer  Rogers,  Melfa. 


G.  Hoyt  McCa£fc»ef7  New  Castle. 

Virgil  Jr.,  Quantico. 

Hq£aed"B.  Ridenour,  Williamsburg. 

WASHINGTON 

Ada  M.  Conboy,  Glenwood. 

Keith  E.  Hand,  Malott. 

Elvin  L.  Jorgensen,  Onalaska. 

Sheldon  P.  Sageser,  Poulsbo. 

Harold  C.  Cochran,  Snohomish. 

Florence  C.  Blaisdell,  Snoqualmie  Falls. 
Lillian  R.  LaRue,  Steilacoom. 

WEST  VIRGINIA 

2£ge  E.  Nolte,  Bethany. 
Virgm&''I*vKyle,  Hendricks. 

John  W.  Wa§lM>SvSandyville. 

U.S.  CircuTt>Ibi>ge 

J.  Skelly  Wright,  of  Louisiar?a>±Qbe  U.S. 
circuit  judge  for  the  District  of  Coftlmhia 
circuit. 


House  of  Representatives 


The  House  met  at  12  o’clock  noon. 

The  Chaplain,  Rev.  Bernard  Braskamp, 
D.D.,  offered  the  following  prayer: 

The  text  of  John  Wesley’s  last  ser¬ 
mon,  Isaiah  ^6:  6:  Seek  ye  the  Lord 
while  He  may  b^\found,  call  ye  upon  Him 
while  He  is  near.  \ 

Ever  blessed  God/nye  rejoice  that  Thou 
art  found  by  those  who  truly  seek  Thee, 
known  by  those  who  lov^,  and  seen  by  all 
whose  hearts  are  pure. 

Grant  that  daily  we  ma$\be  numbered 
among  the  seekers  and  finders  of  God 
and  thus  have  our  lives  become  aglow 
v/ith  the  light  and  joy  of  the  thhjgs  that 
are  worthy  and  eternal. 

Show  us  how  we  may  conservikand 
utilize  wisely  the  hours  of  each  new  hay 
and  keep  alive  our  faith  in  the  morSQ 
and  spiritual  values. 

Lift  us  out  of  all  cynical  and  cold  tem¬ 
pers  of  mind  and  heart  and  make  us 
receptive  and  responsive  to  the  divine 
call  to  seek  Thee  lest  we  become  too  de¬ 
spondent  to  hope  for  better  days  and 
too  willful  to  follow  Thy  leading. 

Hear  us  in  the  name  of  Jesus  Christ, 
our  Lord.  Amen. 


THE  JOURNAL 

The  Journal  of  the  proceedings  of  yes¬ 
terday  was  read  and  approved. 

MESSAGE  PROM  THE  SENATE 

A  message  from  the  Senate  by  Mr. 
McGown,  one  of  its  clerks,  announced 
that  the  Senate  had  passed  a  joint  reso¬ 
lution  and  a  concurrent  resolution  of  the 
following  titles: 

S.J.  Res.  29.  Joint  resolution  proposing  an 
amendment  to  the  Constitution  of  the 
United  States  relating  to  the  qualification 
of  electors:  and 

S.  Con.  Res.  65.  Concurrent  resolution  des¬ 
ignating  the  week  of  May  20  to  May  26,  1962, j 
as  “National  Highway  Week.” 

PROPOSED  AGRICULTURAL  .FRO- 

DUCTION  CONTROL  PROGRAM 

(Mr.  FINDLEY  asked  and  /Was  given 
permission  to  extend  his  regrarks  at  this 
point.) 

Mr.  FINDLEY.  Mr/ Speaker,  the 
American  farmer  would  be  far  better  off 
to  have  no  legislation  at  all  this  year 
than  to  get  the  adofinistration’s  produc¬ 
tion  control  program — H.R.  10010 — or  an 
extension  of  the  existing  feed  grains 
program.  / 

If  the  fepd  grains  program  is  not  ex¬ 
tended  to/1963  and  no  new  legislation  is 
enacted,/ then  the  1958  program  would 
go  injo  effect.  It  is  still  on  the  books 
and/provides  no  acreage  allotments  or 
planting  restrictions  for  feed  grains,  and 
^places  price  supports  at  90  percent  of  the 
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past  3-year  moving  average  with  a  floor 
at  65  percent  of  parity. 

Secretary  Freeman  himself  has  stated 
the  feed  grains  program  now  in  effect  is 
too  costly  for  what  it  accomplishes. 
Certainly  the  cost  of  the  proposed  pro¬ 
duction  control  program  in  loss  of  effi¬ 
ciency,  opportunity,  and  freedom,  as  well 
as  tax  cost,  is  staggering. 

If  no  legislation  is  passed,  Midwest 
agriculture  would  once  more  move  to¬ 
ward  a  strengthened  free  enterprise 
marketplace  system,  with  price  supports 
related  to  market  prices  instead  of  par¬ 
ity.  In  both  H.R.  10010  and  the  existing 
feed  grains  program,  the  marketplace 
system  is  largely  replaced  by  Govern¬ 
ment  control.  Bureaucrats  manipulate 
prices  and  supplies. 

I  will  do  my  utmost  on  the  Committee 
?n  Agriculture  to  kill  the  entire  bill,  as 
an  convinced  that  no  legislation  is  far 
to  pe  preferred  to  any  modification  of  a 
bill  i>hat  is  so  basically  against  the  in-y 
terestsvof  the  farmer. 


LiL  OF  THE  HOUSE 

Mr.  LOSER  Mr.  Speaker/l  make 
the  point  of  or^er  that  a  quyrum  is  not 
present. 

The  SPEAKER.\Evidpfitly  a  quorum 
is  not  present. 

Mr.  ALBERT.  Mi/XySpeaker,  I  move 
a  call  of  the  House/ 

A  call  of  the  House  wa^sordered. 

The  Clerk  called  the  roll>and  the  fol¬ 
lowing  Memfy/rs  failed  to  answer  their 
names : 

[•Roll  No.  46) 

Andrews  /  Hoffman,  Mich.  Scherer 

Ashley  /  Jones,  Ala.  Selden 

Bates  /  Kearns  Shelley 

Bennett,  Mich.  Lane  Sheppard 

Blitch  Minshall  Short 

liing  Norrell  Smith,  Miss. 

5rooks  Nygaard  Spence 

r Byrne,  Pa.  Peterson  Springer 

Cannon  Powell  Tollefson 

Colmer  Rains  Tupper 

Cooley  Roberts,  Ala.  Walter 

Hagan,  Ga.  St.  Germain  Wilson,  Ind. 

The  SPEAKER.  On  this  rollcall,  396 
Members  have  answered  to  their  names, 
a  quorum. 

By  unanimous  consent,  further  pro¬ 
ceedings  under  the  call  were  dispensed 
with. 

TO  AMEND  THE  PEACE  CORPS  ACT 

Mr.  DELANEY,  from  the  Committee 
on  Rules,  reported  the  following  privi¬ 
leged  resolution  (H.  Res.  579,  Rept.  No. 
1517) ,  which  was  referred  to  the  House 
Calendar  and  ordered  to  be  printed: 

Resolved,  That  upon  the  adoption  of  this 
resolution  it  shall  be  in  order  to  move  that 
the  House  resolve  itself  into  the  Committee 
of  the  Whole  House  on  the  State  of  the  Un¬ 
ion  for  the  consideration  of  the  bill  (H.R. 


10700)  to  amend  the  Peace  Corps  Act.  After/ 
general  debate,  which  shall  be  confined 
the  bill,  and  shall  continue  not  to  excp€d 
one  hour,  to  be  equally  divided  and  Con¬ 
trolled  by  the  chairman  and  ranking  noinor- 
ity  member  of  the  Committee  onyr’oreign 
Affairs,  the  bill  shall  be  read  for  anrendment 
under  the  five-minute  rule.  At /he  conclu¬ 
sion  of  the  consideration  of/xhe  bill  for 
amendment,  the  Committee  sjrtall  rise  and  re¬ 
port  the  bill  to  the  House  with  such  amend¬ 
ments  as  may  have  beery  adopted,  and  the 
previous  question  shall/be  considered  as  or¬ 
dered  on  the  bill  ancr  amendments  thereto 
to  final  passage  witjarout  intervening  motion 
except  one  motion jto  recommit. 


AMENDING  INTERNAL  REVENUE 
CODE  OF  1954 

Mr.  O’NEILL.  Mi\  Speaker,  by  direc¬ 
tion  of  the  Committee  on  Rules,  I  call  up 
the  resolution  (H.  Res.  576)  providing 
for  the  consideration  of  H.R.  10650,  a  bill 
,to  amend  the  Internal  Revenue  Code  of 
1954  to  provide  a  credit  for  investment 
in  certain  depreciable  property,  to  elimi¬ 
nate  certain  defects  and  inequities,  and 
for  other  purposes. 

The  Clerk  read  the  resolution,  as  fol¬ 
lows  : 

Resolved,  That  upon  the  adoption  of  this 
resolution  it  shall  be  in  order  to  move  that 
the  House  resolve  itself  into  the  Committee 
of  the  Whole  House  on  the  State  of  the  Union 
for  the  consideration  of  the  bill  (H.R.  10650) 
to  amend  the  Internal  Revenue  Code  of  1954 
to  provide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other  pur¬ 
poses,  and  all  points  of  order  against  said  bill 
are  hereby  waived.  After  general  debate, 
which  shall  be  confined  to  the  bill,  and  con¬ 
tinue  not  to  exceed  eight  hours,  to  be  equally 
divided  and  controlled  by  the  chairman  and 
ranking  minority  member  of  the  Committee 
on  Ways  and  Means,  the  bill  shall  be  con¬ 
sidered  as  having  been  read  for  amendment. 
No  amendment  shall  be  in  order  to  said  bill 
except  amendments  offered  by  direction  of 
the  Committee  on  Ways  and  Means. 
Amendments  offered  by  direction  of  the 
Committee  on  Ways  and  Means  may  be  of¬ 
fered  to  any  section  of  the  bill  at  the  con¬ 
clusion  of  the  general  debate,  but  said 
amendments  shall  not  be  subject  to  amend¬ 
ment.  At  the  conclusion,  of  the  considera¬ 
tion  of  the  bill  for  amendment,  the  Commit¬ 
tee  shall  rise  and  report  the  bill  to  the  House 
with  such  amendments  as  may  have  been 
adopted,  and  the  previous  question  shall  be 
considered  as  ordered  on  the  bill  and  amend¬ 
ments  thereto  to  final  passage  without  in¬ 
tervening  motion,  except  one  motion  to  re¬ 
commit,  with  or  without  instructions. 

(Mr.  O’NEILL  asked  and  was  given 
permission  to  revise  and  extend  his  re- 
msirks  ) 

Mr.  O’NEILL.  Mr.  Speaker,  at  the 
conclusion  of  my  remarks,  I  will  yield 
30  minutes  to  the  gentleman  from  Ohio 
[Mr.  Brown]. 

Mr.  Speaker,  the  resolution,  House 
Resolution  576,  provides  for  the  consid- 
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eration  of  the  bill,  H.R.  10650,  a  bill  to 
amend  the  Internal  Revenue  Code  of 
1954  to  provide  a  credit  for  investment  in 
certain  depreciable  property,  to  elimi¬ 
nate  certain  defects  and  inequities,  and 
for  other  purposes.  The  resolution  pro¬ 
vides  for  a  closed  rule,  waiving  points 
of  order,  with  8  hours  of  general  debate. 

The  bill,  H.R.  10650,  represents  a 
major  revision  and  reform  of  our  Fed¬ 
eral  tax  system. 

On  the  one  hand  the  investment  credit 
provided  by  this  bill  is  designed  to  pro¬ 
vide  a  stimulant  to  the  economic  growth 
of  this  country.  This  is  needed  both  to 
improve  our  competitive  position  abroad 
and  in  the  long  run  to  raise  our  standard 
of  living  at  home.  On  the  other  hand, 
the  other  provisions  of  the  bill  are  de¬ 
signed  to  improve  the  equity  of  our  tax 
structure. 

Estimates  presented  in  the  committee 
report  indicate  that  when  the  provisions 
of  the  bill  are  fully  effective  a  revenue 
loss  is  expected,  if  no  effect  of  the  provi¬ 
sions  on  the  national  economy  is  taken 
into  account.  The  Treasury  Department 
has  estimated,  however,  that  when  this 
effect  is  taken  into  account  the  bill  will 
be  substantially  in  balance. 

On  April  20,  1961,  the  President  sent 
to  Congress  a  message  containing  a  series 
of  proposals  for  the  revision  of  the  pres¬ 
ent  tax  laws.  Most  of  his  recommenda¬ 
tions,  modified,  are  incorporated  in  this 
bill. 

On  May  3, 1961,  hearings  began  on  the 
President’s  proposals.  These  hearings 
extended  over  6  weeks  and  the  Committee 
on  Ways  and  Means  received  testimony 
and  comments  from  over  400  individuals, 
corporations,  and  organizations.  Fol¬ 
lowing  the  special  hearings,  they  con¬ 
sidered  the  President’s  proposal  in  ex¬ 
ecutive  session  last  year  for  a  period  of 
several  weeks.  Upon  completion  of  its 
considerations  at  that  time  they  made 
certain  tentative  decisions  for  the  incor¬ 
poration  in  a  draft  made  public  in  order 
to  obtain  the  views  of  interested  persons. 
The  committee  print  containing  these 
suggestions  was  released  to  the  public  on 
August  24,  1961,  together  with  a  general 
explanation  of  the  provisions.  That 
print  was  given  wide  distribution  and 
circulation.  In  the  fall  of  1961  the  staff 
of  the  Committee  on  Ways  and  Means 
met  with  outside  persons  and  worked 
with  the  Treasury  Department  in  ob¬ 
taining  the  views  of  interested  parties. 
With  the  beginning  of  this  session  of 
Congress  the  committee  immediately 
began  a  review  of  these  provisions,  mak¬ 
ing  modifications  in  the  earlier  decisions 
to  take  into  account  the  suggestions  and 
recommendations  received. 

H.R.  10650,  therefore,  represents  the 
decisions  made  in  the  committee  after 
careful  deliberation  over  an  extended 
period  of  time. 

The  other  part  of  the  bill  deals  with 
the  withholding  tax.  On  this  I  am  sure 
we  have  all  received — I  know  I  have  re¬ 
ceived — probably  more  mail  on  this  than 
on  any  other  legislation  pending  before 
the  Congress.  We  received  on  our  desks 
a  letter  from  the  Treasury  Department 
which  I  think  is  an  excellent  argument 
concerning  that  part  of  the  bill  which 
states  that  the  withholding  of  taxes  on 


interest  and  dividend  payments  is  essen¬ 
tial  as  a  matter  of  equity  and  as  a  matter 
of  fiscal  responsibility. 

There  is  absolutely  no  reason  why 
those  who  receive  all  or  part  of  their  in¬ 
come  from  interest  and  dividends  should 
not  have  their  taxes  withheld — as  wage 
and  salary  earners  have  been  for  20 
years.  What  is  being  considered  is  not 
a  new  or  additional  tax  but  simply  a 
method  of  collecting  taxes  which  are  now 
owed  the  Government  but  not  being 
paid. 

I  feel  that  it  is  the  belief  of  the  people 
of  the  Nation  that  since  the  ordinary  Mr. 
John  Q.  Public  pays  his  tax  and  it  is 
withheld  from  him,  then  there  is  no  rea¬ 
son  why  those  who  receive  income  in  the 
form  of  unearned  income  from  dividends 
should  not  also  pay  their  taxes,  by  hav¬ 
ing  the  tax  withheld. 

In  addition,  the  fiscal  soundness  of  the 
pending  bill  depends  heavily  upon  en¬ 
actment  of  the  withholding  section, 
which  is  the  largest  single  source  of  un¬ 
collected  taxes  owed.  Six  hundred  and 
fifty  million  dollars  are  not  going  into 
the  coffers  of  the  U.S.  Treasury  which 
are  owed  to  the  Government  of  these 
United  States  by  those  people  who  have 
failed  to  pay  their  taxes  on  dividends 
annually. 

INDIVIDUALS  WOULD  SUFFER  NO  HARDSHIP  AND 
LITTLE  INCONVENIENCE 

People  with  no  tax  liability  will  be  ex¬ 
cluded  from  the  withholding  system  on 
their  dividend,  savings  account  and  sav¬ 
ings  bond  interest  by  filing  a  simple  ex¬ 
emption  certificate  with  the  payer  of  the 
dividend  or  interest  certifying  that  he 
reasonably  believes  he  will  not  be  liable 
for  the  payment  of  any  income  tax  for 
the  year  in  question.  For  those  under 
age  18,  the  exemption  certificates  can 
be  filed  whether  or  not  the  individual 
expects  to  have  any  tax  liability.  Those 
who  have  some  tax  liability  but  less  than 
the  amount  withheld,  will  apply  for 
quarterly  refunds  on  a  simple  form  sup¬ 
plied  by  IRS,  which  will  mail  out  quar¬ 
terly  reminders.  Refunds  will  in  most 
cases  be  received  within  a  .  month — as 
they  are  now  by  the  35  million  taxpayers 
who  are  overwithheld  each  year  on 
their  wages  and  salaries. 

WITHHOLDING  WILL  PAY  FOR  ITSELF  HUNDREDS 
OF  TIMES  OVER 

The  estimated  administrative  cost  of 
the  withholding  system  is  $19  million 
per  year  but  $650  million  in  presently 
evaded  taxes  will  be  collected. 

Withholding  is  necessary.  Publicity 
campaigns  aimed  at  increasing  the  level 
of  voluntary  reporting  of  interest  and 
dividend  income  have  simply  not  worked 
and  attempted  enforcement  by  tax  re¬ 
turn  audits  has  been  unproductive. 

I  think  the  majority  of  the  public 
wants  this  bill  passed.  Those  who  work 
for  salaries  and  wages  are  withheld  on. 
Why  should  not  those  who  gain  their 
living  by  clipping  coupons  and  from  in¬ 
terest  payments  likewise  make  some  pay¬ 
ment  to  the  Treasury  of  the  United 
States? 

Since  the  bill  will  be  covered  in  detail 
by  the  Committee  on  Ways  and  Means 
during  general  debate  I  shall  not  speak 
further  with  reference  to  the  merits  of 


the  bill  but  urge  the  adoption  of  House 
Resolution  576. 

Mr.  BROWN.  Mr.  Speaker,  I  yield 
1  minute  to  the  distinguished  gentleman 
from  Illinois  [Mr.  Mason]. 

(Mr.  MASON  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.)  ; 

Mr.  MASON.  Mr.  Speaker,  in  con¬ 
nection  with  the  arguments  pro  and  con 
that  will  be  made  on  H.R.  10650,  the  tax 
revision  bill  of  1962 — a  bill  that  has  some 
good  features  but  is,  in  my  opinion,  an 
unrealistic,  stopgap  tax  bill — I  wish  to 
submit  for  the  consideration  of  the  Mem¬ 
bers  of  the  House  a  program  for  Federal 
tax  relief  that  if  adopted  would  go  a  long 
way  to  equalize  the  heavy  tax  burden 
upon  the  American  taxpayers.  It  would 
also  do  away  with  most  of  the  present 
tax  inequities  that  are  to  be  found  in 
our  Federal  tax  system  and  it  would 
spread  the  taxload  more  equitably  over 
all  segments  of  our  economy.  The  fol¬ 
lowing  is  the  tax  program  I  recommend : 

A  PROGRAM  FOR  FEDERAL  TAX  RELIEF 

Mr.  Speaker,  in  the  tax-writing  Com¬ 
mittee  on  Ways  and  Means  of  the  Con¬ 
gress,  1962  has  been  a  year  of  solemn 
contemplation  of  our  botched-up  tax 
structure — but  with  very  little  real  re¬ 
medial  action.  The  big  job  of  tax 
revision  and  tax  reform  is  scheduled  for 
next  year. 

The  committee  is  well  prepared  for 
action.  In  three  volumes  of  2,382  pages 
and  in  hundreds  of  more  pages  of  ques¬ 
tions  and  answers,  we  have  before  the 
committee  the  wisdom  of  more  than  150 
attorneys,  economists,  businessmen  and 
bankers  who  served  as  panelists  in  ex¬ 
haustive  discussions  of  practically  every 
facet  of  Federal  taxation,  as  well  as  their 
recommendations  for  revision  of  the 
whole  monstrous  Internal  Revenue  Code. 

When  our  total  taxload  takes  nearly 
one-third  of  the  national  income,  some¬ 
thing  should  be  done  to  spread  that  tax¬ 
load  equitably  among  the  various  seg¬ 
ments  of  our  economy.  Today  we  require 
certain  segments  of  our  economy  to  carry 
a  disproportionate  share  of  the  total  tax¬ 
load.  Is  it,  therefore,  any  wonder  that 
the  American  taxpayer  is  more  tax¬ 
conscious  and  more  tax-complaining 
today  than  ever  before  in  our  history? 

In  fiscal  year  1961  the  total  taxload 
upon  American  taxpayers  was  roughly 
$120  billion.  Federal  taxes  were  $82  bil¬ 
lion;  State  taxes,  $20  billion;  and  local' 
taxes,  $18  billion. 

Mr.  Speaker,  our  Federal  tax  load  can 
be  broken  down  into  four  different  tax 
sources,  namely:  Individual  income 
taxes,  corporation  income  taxes,  excise 
taxes,  and  miscellaneous  taxes — inherit¬ 
ance  taxes,  gift  taxes,  and  tariffs. 

First.  Our  individual  income  taxes 
now  range  from  20  percent  of  the  taxable 
income  in  the  lowest  bracket  to  91  per¬ 
cent  of  the  taxable  income  in  the  highest 
bracket.  This  means  that  the  man  in 
the  lowest  income  bracket  must  work 
about  2  V2.  months  each  year  for  the  Gov¬ 
ernment  with  only  9  >4  months  left  for 
himself  and  his  family;  that  the  man  in 
the  top  tax  bracket  must  work  11  months 
each  year  for  the  Government,  with  only 
1  month  left  to  work  for  himself  and  his 
family. 
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The  yearly  tax  take  from  this  source — 
individual  income  taxes— is  roughly  $44 
billion,  or  a  little  more  than  one-half  of 
the  total  Federal  tax  load. 

Second.  Our  corporation  taxes  range 
from  30  to  52  percent  of  corporation 
profits.  This  means  that  a  corporation 
in  the  52  percent  bracket  must  make  $2 
profit  for  every  dollar  it  can  hand  out 
to  its  stockholders.  It  means  also  that 
many  corporations  work  a  little  more 
than  6  months  each  year  for  the  Fed¬ 
eral  Government  and  a  little  less  than 
6  months  each  year  for  their  stock¬ 
holders. 

Corporation  taxes  bring  in  a  total 
yearly  tax  take  of  about  $22  billion. 

Third.  Excise  taxes  are  taxes  levied 
upon  the  value  of  goods  sold  and  upon 
certain  services  rendered.  Both  liquor 
and  tobacco,  however,  are  taxed  at  very 
high  rates,  disregarding  the  value  of  the 
goods  sold. 

Excise  taxes  bring  in  a  tax  of  roughly 
$10  billion. 

Fourth.  Our  Federal  inheritance  taxes 
range  up  to  70  percent  of  the  total  value 
of  the  estate,  while  tariff  rates  average 
about  7  percent  of  the  value  of  the  goods 
imported. 

Receipts  from  these  sources  amount  to 
about  $6.7  billion  per  year. 

Mr.  Speaker,  in  the  light  of  our  pres¬ 
ent  heavy  Federal  tax  load  and  its 
sources  three  tax  reforms  are  badly 
needed  to  spread  the  tax  load  more 
equitably. 

The  first  tax  reform  that  should  be 
made  is  to  place  a  tax  ceiling  or  limit 
upon  all  Federal  income  taxes,  corpora¬ 
tion  taxes,  and  estate  taxes.  This  tax 
ceiling  should  be  in  the  neighborhood  of 
45  percent. 

Why  should  this  be  done? 

In  1848,  over  a  hundred  years  ago, 
Karl  Marx  announced  a  two-point  tax 
program  for  the  destruction  of  capital¬ 
ism  and  the  promotion  of  communism: 

First.  All  estates  should  be  confiscated 
through  a  100-percent  inheritance  tax, 
and 

Second.  A  steeply  progressive  grad¬ 
uated  income  tax  should  be  levied  upon 
all  income. 

During  the  past  25  years  we  have  trav¬ 
eled  a  long  way  down  the  tax  road  that 
Karl  Marx  laid  out.  True,  we  have  not 
yet  reached  the  100-percent  confiscation 
of  inheritances,  but  we  do  go  up  as  high 
as  a  70-percent  inheritance  ta-x.  We 
have  reached  91 -percent  confiscation  of 
all  large  incomes,  and  we  have  reached 
a  52-percent  confiscation  of  corporate 
incomes. 

The  second  tax  reform  that  should  be 
made  is  the  repeal  of  all  present  Federal 
excise  taxes  now  on  the  books — except 
upon  liquor  and  tobacco — and  the  sub¬ 
stitution  of  a  flat  5-percent  manufac¬ 
turers  excise  tax,  uniformly  applied  at 
the  source  to  all  end  products  except  food 
and  medicine. 

The  repeal  of  present  Federal  excise 
taxes  would  cost  the  Treasury  about  $5 
billion  per  year.  Imposition  of  a  fiat  5- 
percent  manufacturers’  excise  tax  upon 
Pr°ducts  would  produce  about  $5 
bmion  per  year  to  make  up  for  the  loss. 
This  change  in  our  excise  tax  program 


would  have  the  following  definite 
advantages: 

First.  We  would  get  rid  of  the  present 
hodge-podge,  hit-and-miss,  inequitable 
system  of  excise  taxes — taxes  levied 
without  rhyme  or  reason — and  we  would 
also  lower  our  present  10-percent  excise 
taxes  down  to  5  percent. 

Second.  A  manufacturers’  excise  tax 
is  the  cheapest  and  easiest  of  all  taxes  to 
administer  and  collect. 

Third.  It  would  tend  to  equalize  the 
total  tax  burden  upon  all  our  people, 
without  hurting  any  one  producer  or 
consumer. 

The  imposition  of  a  flat  manufactur¬ 
ers’  excise  tax  in  lieu  of  the  present 
hodge-podge  of  excise  taxes  would  con¬ 
stitute  a  long  step  forward  toward  the 
establishment  of  a  well-balanced,  equi¬ 
table,  and  efficient  Federal  tax  system. 

The  third  tax  reform  that  should  be 
made  is  to  bring  about  tax  equality  be¬ 
tween  business  competitors.  Corpora¬ 
tions  now  pay  a  tax  up  to  52  percent 
upon  their  profits.  Cooperatives,  mu¬ 
tual  savings  banks,  building  and  loan 
associations,  credit  unions,  Government- 
operated  businesses — all  in  competition 
with  taxpaying  corporations — now  pay 
little  or  no  Federal  income  taxes. 

As  a  consequence  of  the  present  tax 
inequality  between  business  competitors, 
the  co-ops  and  various  mutuals  are  able 
to  use  the  major  part  of  their  profits  for 
expansion,  for  buying  up  taxpaying  en¬ 
terprises  in  their  own  lines  of  business. 
Thus  they  keep  expanding  year  after 
year,  like  a  snowball  rolling  down  a 
mountainside,  gathering  mass  and 
momentum  as  it  rolls. 

Mr.  Speaker,  spokesmen  for  the  co-ops 
have  always  claimed  that  Congress  has 
no  legal  right  to  tax  co-ops;  that  co-ops 
are  simply  agents  for  their  patrons;  that 
co-ops  make  no  profits  in  the  sense  that 
corporations  make  profits ;  and  therefore 
co-ops  are  not  taxable.  This  argument 
of  the  co-op  spokesmen  was  settled  when 
the  greatest  tax  authority  in  the  Nation, 
the  Joint  Committee  on  Internal 
Revenue,  rendered  an  opinion  in  1951 
saying  that  under  our  Constitution  and 
laws,  Congress  does  have  the  right  to  tax 
co-ops  in  the  same  manner  and  for  the 
same  reason  that  it  now  taxes  corpora¬ 
tions. 

Briefly,  the  report  of  the  Joint  Com¬ 
mittee  entitled  “The  Power  of  Congress 
to  Tax  Cooperatives  on  Net  Margins’’ 
pointed  out: 

1.  Nearly  all  co-ops  are  organized  as 
corporations  and  have  corporate  charters 
granted  by^he  various  States;  therefore  they 
are  taxable  as  corporations; 

2.  The  few  not  chartered  as  corporations 
are  associations.  The  definition  of  a  corpora¬ 
tion  in  the  Internal  Revenue  Code  includes 
associations;  therefore  for  Federal  tax  pur¬ 
poses  they  are  considered  corporations;  and 

3.  For  many  years  Congress  has  considered 
co-ops  as  corporations  and  has  by  legislation 
exempted  them  from  the  corporation  tax. 
If  Congress  has  the  power  to  exempt  co-ops 
from  the  corporation  tax,  then  Congress 
certainly  has  the  power  to  repeal  that 
exemption. 

The  Joint  Committee  in  its  report  has 
settled  for  all  time  the  moot  question 
raised  by  the  spokesmen  for  the  co-ops. 
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The  Congress  does  have  the  right  to  tax 
co-ops.  The  real  question  is,  “Does  Con¬ 
gress  have  the  courage  to  do  so?” 

So,  when  we  come  to  the  revision  of 
our  tax  laws  in  1963,  I  shall  urge  three 
specific  reforms: 

First.  Lower  income  taxes  for  all  in¬ 
dividuals,  with  a  top  barrier  of  45  per¬ 
cent  beyond  which  we  shall  not  go  except 
in  the  emergency  of  war. 

Second.  Impose  an  excise  tax  on  the 
end  products  of  manufacture,  to  produce 
a  far  bigger  part  of  our  national  revenue 
than  retail  excise  taxes  now  bring. 

Third.  Tax  the  earnings  of  savings 
and  loan  associations,  cooperatives, 
mutual  savings  banks,  credit  unions,  and 
other  mutuals  exactly  as  the  earnings  of 
their  proprietary  competitors  are  taxed. 

That  is  not  all  that  is  needed;  but  if 
the  88th  Congress  accomplishes  no  more 
than  these  three  simple  items  in  writing 
the  Internal  Revenue  Code  of  1963,  it 
will  bring  to  our  tax  system  a  measure  of 
justice  and  equality  that  has  been  miss¬ 
ing  for  lo,  these  many  years. 

I  have  long  preached  from  one  tax 
text:  “We  must  tax  the  untaxed  to  re¬ 
lieve  the  burden  of  the  overtaxed.” 
More  than  ever,  this  will  be  my  slogan 
next  year. 

Mr.  BROWN.  Mr.  Speaker,  I  yield 
myself  such  time  as  I  may  use. 

(Mr.  BROWN  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  BROWN.  Mr.  Speaker,  as  the 
gentleman  from  Massachusetts  [Mr. 
O’Neill],  a  member  of  the  Rules  Com¬ 
mittee,  has  so  ably  explained,  House 
Resolution  576,  which  is  now  before  us, 
provides  for  the  consideration  of  H.R. 
10650  under  a  closed  or  a  gag  rule,  in 
which  all  points  of  order  are  waived,  and 
which  provides  for  8  hours  of  general 
debate. 

Yet  this  resolution  does  not  give  a  rule 
on  the  bill  that  will  actually  be  before 
us  today  and  that  we  will  have  to  pass 
on,  because  H.R.  10650,  as  mentioned  in 
House  Resolution  576 — and  this  rule  was 
not  granted  until  5  or  6  days  ago,  on 
March  22 — has  been  greatly  changed  and 
amended  since  it  was  printed.  Of  course 
this  bill  of  240  pages  is  not  easy  to  un¬ 
derstand  or  to  comprehend.  I  am  sure 
I  will  go  unchallenged  when  I  make  the 
statement  there  is  not  a  single  individ¬ 
ual,  with  perhaps  the  exception  of  the 
very  learned  and  distinguished  chair¬ 
man  of  the  Committee  on  Ways  and 
Means  in  the  House  who  knows  what 
this  bill  will  do,  or  what  its  effect  may 
be  or  what  the  taxpayers  of  this  Nation 
will  be  required  to  do  under  its  provi¬ 
sions. 

Then,  of  course,  we  have  had  this  bill 
with  us  only  a  few  short  days  ago,  and 
neither  it  or  the  217-page  report  on  it, 
which  explains  the  sections  that  are  no 
longer  in  the  bill,  or  will  not  be  if  the 
chairman  of  the  Committee  on  Ways  and 
Means  offers  the  amendments  he  ad¬ 
vises  the  Rules  Committee  he  will  offer 
on  behalf  of  the  committee. 

So,  Mr.  Speaker,  there  is  a  lot  of  mis¬ 
understanding  about  the  bill  and  the 
rule  we  have  here.  We  are  being  told 
by  the  gentleman  from  Massachusetts 
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[Mr.  O’Neill]  that  this  is  a  closed  or 
gag  rule.  It  is,  or  of  course  will  be,  if 
this  resolution  is  adopted,  at  least  as  far 
as  424  Members  of  this  House  are  con¬ 
cerned.  But,  it  is  not  a  closed  or  gag 
rule  as  far  as  any  13  Members  of  the 
great  and  distinguished  Committee  on 
Ways  and  Means  are  concerned,  because 
any  of  its  13  members,  under  this  rule, 
would  have  the  authority  to  offer  any 
amendment  they  might  approve.  But, 
that  does  not  apply  to  those  424  of  us 
who  are  not  members  of  the  Committee 
on  Ways  and  Means.  So,  this  is  a  closed 
or  a  gag  rule,  in  one  sense  of  the  word, 
as  far  as  a  great  majority  of  the  Mem¬ 
bers  of  the  House  are  concerned,  but  it 
is  not  a  closed  or  gag  rule  as  far  as  any 
13  members  of  the  Committee  on  Ways 
and  Means  may  be  concerned.  There¬ 
fore,  we  have  here  an  actual  breakdown, 
if  you  please,  of  the  so-called  closed  rule 
as  far  as  13  individual  Members  of  this 
House  are  concerned.  They  can  offer 
any  amendment- they  wish,  but  the  rest 
of  us,  under  this  rule,  must  go  along 
with  the  bill  without  the  privilege  of 
offering  amendments,  except  the  priv¬ 
ilege  to  offer  one  motion  to  recommit. 

Now,  this  measure,  H.R.  10650,  is  the 
latest  tax  bill  reported  out.  There  have 
been  a  great  many  versions  of  it.  In 
fact,  I  made  the  remark  facetiously,  of 
course,  in  the  Committee  on  Rules,  when 
we  had  some  of  these  different  forms 
of  the  tax  bill  before  us,  that  seemingly 
the  committee  printed  more  editions  of 
the  new  tax  bill,  here  on  Capitol  Hill, 
than  the  Washington  Star  printed  edi¬ 
tions  of  their  daily  newspaper. 

Now,  I  do  not  know  exactly  what  this 
latest  edition  tax  bill  provides,  but  I  do 
know  the  Committee  on  Ways  and  Means 
of  this  House,  which  is  a  great  com¬ 
mittee,  and  upon  which  are  a  great  many 
fine  and  distinguished  Members,  that 
has  had  about  11  months  to  consider 
this  tax  legislation  and  we,  in  the  House 
as  a  whole,  have  not  really  had  sufficient 
time  to  even  read,  let  alone  to  master, 
all  of  the  language  contained  in  this 
240-page  bill. 

Many  times,  in  the  well  of  this  House 
I  have  opposed  closed  or  gag  rules. 
Not  always  have  I  opposed  those  on  tax 
bills,  because  I  have  understood  for  a 
long,  long  time,  and  have  so  voted,  that 
it  is  not  easy  to  enact  general  tax  legis¬ 
lation  on  the  floor  of  the  House,  espe¬ 
cially  where  we  open  up  the  entire  Inter¬ 
nal  Revenue  Code  for  amendment.  For 
that  reason,  as  I  have  said,  I  have  not 
always  opposed  closed  rules  on  tax  bills. 
I  have  opposed  them  on  other  legisla¬ 
tion.  We  saw  here  on  the  floor  of  the 
House  last  summer  a  situation  where 
we  voted  down  a  rule,  after  we  had  been 
told  it  was  absolutely  necessary  to  have 
a  closed  or  gag  rule;  I  refer  to  the  postal 
revenue  bill.  We  saw  the  previous  ques¬ 
tion  voted  down,  and  the  rule  amended, 
so  that  it  became  an  open  rule,  yet  the 
legislation  to  increase  the  postal  rev¬ 
enues  was  voted  by  this  House  under 
that  open  rule  without  too  much 
difficulty. 

We  have  seen  in  the  past  this  House, 
vote  rules,  special  rules,  in  connection 
with  tax  bills,  so  as  to  permit  the  offer¬ 
ing  and  consideration  of  certain  amend¬ 
ments.  We  have  seen  that  done  on 


other  important  legislation  before  the 
House.  Not  too  long  ago,  you  may  re¬ 
member,  our  own  Committee  on  Rules 
reported  out  a  rule  making  in  order  the 
consideration  of  certain  civil  rights  leg¬ 
islation,  and  providing  therein  that  the 
contents  of  the  so-called  McCulloch  bill 
should  be  held  in  order  for  consideration 
as  an  amendment  to  the  bill. 

That  action  was  approved  by  the 
Rules  Committee  of  the  House,  and  then 
the  amendment  was  approved  by  the 
House  itself.  Actually,  while  it  carried 
the  title  of  the  Celler  bill,  the  content  of 
that  important  reform  legislation  was 
the  exact  wording  of  the  so-called  Mc¬ 
Culloch  bill. 

Mr.  Speaker,  I  hope  I  may  have  the 
attention  of  the  membership  because  I 
believe  this  is  important  to  the  Mem¬ 
bers. 

I  am  going  to  do  today,  if  I  have  the 
opportunity,  which  I  hope  to  have,  that 
which  has  been  done  in  the  past.  I  am 
going  to  ask,  and  I  will  urge  if  I  may, 
with  all  the  sincerity  at  my  command, 
that  this  House  vote  down  the  previous 
question  on  this  gag  rule  so  it  will  be 
open  to  amendment,  at  which  time,  if 
the  previous  question  is  voted  down,  I 
will  offer  a  substitute  rule,  similar  to 
that  which  was  considered  in  the  Rules 
Committee,  and  which  was  lost  by  a 
small  margin  of  votes.  This  rule  would 
be  one  that  would  make  in  order  the 
consideration  of  amendments  to 
three  important  and  controversial  sec¬ 
tions  of  this  bill,  H.R.  10650. 

Mr.  Speaker,  some  may  attempt  to 
argue  this  is  not  a  proper  procedure, 
that  it  has  not  been  done  in  connection 
with  tax  legislation  in  the  past.  Yet  I 
would  like  to  refer  the  membership,  if  I 
may,  to  a  rule  that  was  adopted  by  this 
House,  for  the  consideration  of  a  very 
important  tax  bill  a  few  years  ago — on 
July  30,  1941,  page  6608 — a  rule  which 
made  in  order  the  consideration  of  a  cer¬ 
tain  amendment,  or  amendments  to  the 
tax  bill  then  pending  before  this  body. 
That  rule  was  approved  by  the  House 
and  later  that  amendment  was  also  ap¬ 
proved  by  the  House. 

Mr.  Speaker,  what  is  the  suggested 
rule  I  propose  to  take  the  place  of  this 
closed  or  gag  rule?  It  is  a  closed  rule; 
yes,  to  a  great  extent,  except  in  three 
limited  areas  concerning  three  very  con¬ 
troversial  sections  of  this  bill,  and  con¬ 
cerning  which  I  am  sure  most  of  you,  if 
not  all  of  you,  have  written  many  letters 
and  perhaps  have  done  as  some  of  us 
have  done,  told  constituents:  “Yes;  I  ex¬ 
pect  to  vote  against  that  particular  pro¬ 
vision  in  the  tax  law,  if  I  am  given  the 
opportunity  to  do  so.”  Well,  this  sim¬ 
ply  gives  you  the  opportunity  to  do  so. 

This  proposed  rule  will  give  you  the 
opportunity  to  say  whether  or  not  you 
want  to  bind  and  to  gag  yourselves  so  you 
will  be  impotent  to  the  extent  you  can¬ 
not  act,  and  only  13  Members  will  have 
any  opportunity  to  say  anything  about 
amendments.  Do  you  want  to  say  that 
to  your  constituents?  That  you  have 
voted  to  bind  and  to  gag  yourselves  so 
you  cannot  vote  for  the  provisions  and 
the  amendments  to  this  bill,  as  you  have 
promised,  or  take  any  action  upon  the 
sections  of  this  bill  to  which  you  object, 
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or  to  which  you  advised  your  constituents 
you  are  opposed?  This  is  an  opportu¬ 
nity  to  see  whether  or  not  you  want  to 
work  your  own  will  in  this  House; 
whether  you  feel  the  Members  of  this 
body  are  just  as  capable,  just  as  able,  to 
pass  upon  important  legislation  of  this 
kind,  especially  on  the  controversial  is¬ 
sues — the  ones  that  count  in  this  bill — 
as  is  the  other  body  of  this  Congress. 

What  is  this  rule  that  I  expect  to  offer 
as  a  substitute,  if  the  previous  question 
is  voted  down,  as  we  hope  it  will  be? 
It  provides  simply  this:  That  there  be 
an  amendment  adopted  to  House  Resolu¬ 
tion  576,  the  present  rule  now  pending 
before  us,  to  strike  out  all  after  the  re¬ 
solving  clause  and  insert  in  lieu  there¬ 
of  the  following  language.  This  will  be 
in  the  motion  that  I  shall  make : 

That  upon  the  adoption  of  this  resolu¬ 
tion  it  shall  be  in  order  to  move  that  the 
House  resolve  itself  into  the  Committee  of 
the  Whole  House  on  the  State  of  the  Union 
for  the  consideration  of  H.R.  10650,  a  bill 
to  amend  the  Internal  Revenue  Code  of  1954, 
and  for  other  purposes,  and  all  points  of 
order  against  said  bill  are  hereby  waived. 

That  is  the  same  provision  as  in  this 
original  resolution : 

That  after  general  debate,  which  shall  be 
confined  to  the  bill  and  shall  continue  not 
to  exceed  eight  hours,  to  be  equally  divided 
and  controlled  by  the  chairman  and  rank¬ 
ing  minority  member  of  the  Committee  on 
Ways  and  Means,  the  bill  shall  be  considered 
as  having  been  read  for  amendment — 

That  is  the  same  as  in  the  present 
resolution — 

No  amendment  shall  be  in  order  to  said 
bill  except  amendments  offered  by  direction 
of  the  Committee  on  Ways  and  Means — 

That  is  the  same  as  in  this  pending 
resolution — 

and  except  one  amendment — 

This  is  the  new  language — 
one  amendment  proposing  to  strike  out  sec¬ 
tion  2  and  substitute  therefor  the  language 
of  H.R.  10906— 

Which  I  will  explain  later — 
and  except  one  amendment  proposing  to 
strike  out  section  13  and  substitute  there¬ 
for  the  language  of  H.R.  10803,  and  except 
one  amendment  proposing  to  strike  out  sec¬ 
tion  19,  any  rule  of  the  House  to  the  con¬ 
trary  notwithstanding,  but  such  amend¬ 
ments  shall  not  be  subject  to  amendments — 

Which  continues  a  closed  rule  on  all 
other  matters  in  the  bill — 

Amendments  authorized  by  this  resolution 
may  be  offered  to  any  section  of  the  bill  at 
the  conclusion  of  the  general  debate.  At 
the  conclusion  of  the  consideration  of  the 
bill  for  amendment,  the  Committee  shall  rise 
and  report  the  bill  to  the  House  with  such 
amendments  as  may  have  been  adopted,  and 
the  previous  question  shall  be  considered  as 
ordered  on  the  bill  and  amendments  thereto 
to  final  passage  without  intervening  motion 
except  one  motion  to  recommit,  with  or 
without  instructions. 

To  what  do  these  amendments  per¬ 
tain?  The  first  amendment  would  deal 
with  the  section  that  would  give  certain 
tax  credit  for  investments  made  by  those 
who  may  have  money  to  spend  at  the 
present  time. 

The  second  amendment  deals  only 
with  restoring  to  the  bill  the  language 
originally  written  into  the  measure  as 
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prepared  by  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation,  which  would 
protect  the  best  interests  of  those  who 
may  invest  their  money  abroad,  as  re¬ 
quested,  and  as  we  have  said  they  should 
do  under  the  so-called  Boggs  bill  we 
passed  some  time  ago,  and  as  both  Pres¬ 
ident  Eisenhower  and  President  Kennedy 
have  urged  should  be  done.  That  is  the 
foreign  investment  section  of  the  bill. 

It  does  not  stop  the  closing  of  loop¬ 
holes.  It  does  not  change  that  part  a 
bit.  It  does  not  apply  to  the  usual  fore¬ 
ign  earnings,  foreign  investments,  and  so 
forth,  but  only  to  corporations  and  the 
investment  of  their  earnings  made 
abroad. 

The  third  amendment  to  the  bill,  of 
course,  would  simply  strike  from  the  bill 
this  withholding  tax  arrangement  that 
we  heard  discussed  a  moment  ago  •  by 
the  gentleman  from  Massachusetts, 
whom  I  respect  very  much  but  with 
whom  no  one  could  differ  more  than  I. 
I  have  had  some  experience  during  my 
lifetime  as  head  of  some  small  corpora¬ 
tions,  and  in  connection  with  some 
financial  institutions.  In  my  opinion, 
and  I  think  also  that  of  almost  every 
tax  expert  who  has  studied  this  with¬ 
holding  section  of  the  tax  bill,  against 
which  so  many  Americans  have  pro¬ 
tested,  and  rightly  so,  is  a  legislative 
monstrosity  which  simply  cannot  be 
made  to  work  effectively.  It  will  create 
all  sorts  of  injustices  and  hardships  on 
corporations  and  financial  institutions 
throughout  America,  which  would  be  re¬ 
quired  to  withhold  these  taxes  on  divi¬ 
dends  and  interest  and  send  them  in  to 
the  Federal  Government.  In  other 
words,  it  is  another  one  of  these  arrange¬ 
ments  where  the  Government  says  to  pri¬ 
vate  corporations  and  private  financial 
institutions — “just  go  out  and  employ 
your  own  help  to  collect  these  taxes  for 
the  Federal  Government,  pay  their  sal¬ 
aries,  and  then  pay  taxes  on  the  salaries 
of  those  you  must  employ  to  do  the  job 
the  Federal  Government  should  dcK- 
collect  Federal  taxes.” 

Now,  the  question  arises  in  the  minds 
of  all  of  us — is  that  necessary?  Is  that 
the  best  way  to  handle  this  situation  to 
make  sure  every  person  who  should  pay 
taxes  on  dividends  or  interest  income, 
will  do  so? 

Let  me  remind  you  that  we  have  an 
Internal  Revenue  form,  No.  1099, 
every  corporation  and  every  financial  in¬ 
stitution  is  required  to  fill  out  in  trip¬ 
licate,  keeping  one  copy  and  filing  two 
copies  with  the  Internal  Revenue  Serv¬ 
ice.  What  does  from  No.  1099  do?  It 
provides,  first  of  all,  that  you  must  give 
the  name  and  the  address  of  the  individ¬ 
ual  affected  by  whatever  income  may  be 
reported  on  the  form.  You  also  must 
give  the  social  security  number  or  its  In¬ 
ternal  Revenue  Service  number  of  each 
person.  For  example,  let  it  be  John  A. 
Jones.  First  of  all,  you  fill  out  on  the 
form  giving  his  name,  his  address,  and 
social  security  number  or  Internal  Reve¬ 
nue  Service  number.  Then  you  put 
down  whether  he  has  received  any 
pay  for  work,  and  whether  any  W-2 
forms  for  salaries  and  wages  have  been 
filed  for  him.  Then  next,  you  report 
any  income  he  may  have  received  from 


dividends,  over  $10,  in  each  year.  Next 
comes  a  report  of  any  rentals  paid  to  this 
individual,  and  any  amounts  paid  him 
over  $600,  for  services  such  as  trucking 
or  anything  else.  You  furnish  all  that 
information  and  it  goes  where?  It  goes 
to  the  Internal  Revenue  Service.  All  in 
the  world  they  have  to  do  is  just  to  put 
such  a  report  over  in  Mr.  John  A.  Jones’ 
file,  whether  he  receives  only  one  divi¬ 
dend  from  one  corporation,  or  100  divi¬ 
dends  from  100  corporations.  And  if  he 
does  not  pay  his  tax  thereon,  there  is  the 
evidence  and  there  is  the  information 
the  Government  can  readily  and  easily 
use,  to  collect  taxes  due,  at  much  lower 
cost  than  by  this  other  method  provided 
in  this  pending  bill. 

Let  me  say  to  some  of  my  friends  from 
Ohio  who  ask.  How  does  that  work?  We 
have  in  my  home  State  an  intangible  tax 
that  requires  all  Ohioans  to  pay  a  5 
percent  tax,  almost  like  a  State  income 
tax,  on  dividends  and  interest  received. 
There  we  have  to  fill  out  another  form 
almost  identical  to  Federal  form  No. 
1099  except  that  it  is  State  form  No. 
939,  and  send  it  to  the  State  department 
of  taxation  at  Columbus,  showing,  as  you 
gentlemen  from  Ohio  know,  the  divi¬ 
dends  that  have  been  paid  to  any  Ohio 
individual  by  any  corporation.  From 
Columbus  it  is  distributed  to  the  88 
county  auditors  in  the  State  of  Ohio. 
They  immediately  check  back  on  the 
intangible  tax  returns  filed  with  them 
by  the  individuals  concerned.  If  one 
has  not  paid  his  intangible  tax  on  these 
dividends,  he  is  immediately  notified  to 
come  in  and  explain  and,  believe  it  or 
not,  through  that  very  simple  system 
which  the  Federal  Government  can  also 
use,  if  it  wishes  to,  we  are  collecting  bet¬ 
ter  than  99  percent  of  all  intangible 
taxes  due  in  the  State  of  Ohio.  The 
only  ones  who  escape  are  the  one  who 
die  during  the  interim  period  before  the 
returns  get  back  to  the  county  auditor 
and  he  can  call  them  in. 

Let  me  go  ahead  for  just  a  minute  or 
two,  for  I  promised  to  say  a  few  words 
about  these  amendments. 

Amendment  No.  1  would  strike  sec¬ 
tion  2  of  the  bill,  H.R.  19650,  providing 
for  a  so-called  investment  credit.  The 
amendment  would  substitute  the  lan¬ 
guage  of  H.R.  10906.  The  substitute 
would  add  two  new  provisions  to  the 
Internal  Revenue  Code. 

We  have  a  provision  permitting  ad¬ 
ditional  accelerated  depreciation  not  to 
exceed  20  percent  more  than  the  de¬ 
preciation  to  which  the  taxpayer  pres¬ 
ently  is  entitled. 

Instead  of  giving  a  windfall  to  just  a 
few  rich  investors,  as  provided  in  the 
pending  bill,  it  would  give  all  concerns 
a  20 -percent  reduction  in  their  present 
depreciation  allowances,  according  to 
what  they  may  be  entitled  to.  It  would 
apply  to  the  same  category  of  assets  that 
would  be  eligible  for  the  investment 
credit.  It  differs  from  investment  credit 
in  that  there  would  be  no  double  deduc¬ 
tion.  Under  this  bill  you  can  deduct 
first  your  tax  credit  and  next  your  de¬ 
preciation  allowance  for  tax  purposes. 

-  The  taxpayer  would  not  be  permitted, 
under  the  amendment,  to  deduct  more 
than  100  percent  of  his  cost  over  the 
full  period  of  depreciation  deductions. 


The  second  provision  would  permit  re¬ 
tail  and  distribution  trades  to  reduce 
their  closing  inventories  by  an  amount 
not  to  exceed  20  percent  of  the  first 
$100,000  in  inventory.  The  effect  of  this 
provision  is  to  give  the  small  retailer 
and  distributor  a  cushion  against  inven¬ 
tory  losses  and  obsolescence.  It  bal¬ 
ances  the  relief  granted  to  this  segment 
of  the  economy  with  the  relief  granted 
to  a  different  segment  of  the  economy 
in  the  depreciation  provision.  The  ef¬ 
fect  of  the  inventory  adjustment  will  be 
that  the  small  businessman  can  set  aside 
out  of  profits  an  amount  not  to  exceed 
$20,000  which  is  reinvested  in  inventory. 

The  continuing  cost  of  adding  these 
two  provisions  to  the  Internal  Revenue 
Code  has  been  estimated  at  about  one- 
half  of  the  cost  of  investment  tax  credit 
arrangement  alone. 

Let  me  say  that  the  latest  informa¬ 
tion  I  have  received  this  morning  from 
the  highest  tax  authority  in  this  coun¬ 
try,  in  my  opinion,  on  this  tax  bill,  is  to 
the  effect  that  the  new  amendments  to 
the  measure  to  be  offered  by  the  Ways 
and  Means  Committee  will  cost  the 
Treasury  at  least  $1  billion  this  coming 
year.  So  this  bill,  if  adopted  as  it  is,  will 
not  be  a  tax  raising  bill  but  will  be  a  tax 
reduction  measure.  For  the  benefit  of 
whom?  For  a  few  who  have  ready  money 
to  invest.  I  am  informed,  from  reliable 
sources,  that  one  corporation  in  America 
alone,  under  the  provisions  of  the  origi¬ 
nal  bill  as  brought  here  and  as  now  before 
you,  could  gain  about  $100  million,  which 
is  a  pretty  nice  windfall  for  any  concern. 

This  amendment  proposed  here  would 
take  care  of  everyone,  whether  a  small 
industry,  a  small  businessman,  a  small 
manufacturer,  and  would  help  do  away 
with  obsolescence  and  bring  about 
greater  investments  more  rapidly, 
whether  in  the  small  community  or  the 
large  city. 

Amendment  No.  2  proposes  to  strike 
section  13  of  the  bill  and  to  substitute 
the  language  of  H.R.  10803,  which  is 
simply  nothing  more  or  less  than  the 
proviso  on  foreign  corporation  earnings 
that  was  written  by  the  Joint  Commit¬ 
tee  on  Internal  Revenue  Taxation,  was 
adopted  unanimously,  I  believe,  by  the 
House  Committee  on  Ways  and  Means, 
and  then  changed  at  the  last  minute 
when  there  was  a  lot  of  monkey-doo¬ 
dling  going  on  on  this  bill  to  try  to 
make  it  a  little  more  palatable  for  the 
people  who  might  be  prevailed  upon  to 
vote  for  it. 

Finally,  the  last  amendment,  of 
course,  would  strike  out  entirely  the 
withholding  tax  section  of  the  pending 
bill. 

I  hope  that  when  the  vote  comes  on 
the  previous  question  on  the  adoption  of 
this  gag  rule  that  it  will  be  voted  down, 
so  we  may  be  able  to  immediately  offer 
the  substitute  bill  I  have  mentioned 
above,  as  an  amendment  to  the  original 
rule,  and  call  for  a  prompt  vote  thereon 
without  continued  debate. 

Mr.  Speaker,  I  reserve  the  balance  of 
my  time. 

Mr.  O’NEILL.  Mr.  Speaker,  I  yield  10 
minutes  to  the  gentleman  from  Okla¬ 
homa  [Mr.  Albert]  . 

Mr.  ALBERT.  Mr.  Speaker,  if  this 
rule  is  adopted,  and  I  hope  it  will  be 
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adopted,  we  will  have  before  ns  one  of  the 
most  important  bills  in  the  legislative 
program  of  the  President  of  the  United 
States.  This  revenue  bill,  which  the 
Committee  on  Ways  and  Means  has  been 
considering  for  months,  embraces  some 
20  sections  and  240  pages.  It  is  one  of 
the  most  important  measures  to  come 
before  the  Congress  in  a  number  of  years. 

The  committee  has  brought  this  bill 
to  the  floor  of  the  House  after  lengthy 
consideration,  after  analysis  of  its  effects 
on  the  Treasury  and  the  economy  of 
the  country,  with  a  request  for  a  closed 
rule,  which  the  Committee  on  Rules  has 
granted.  Under  the  rule  8  hours  of  gen¬ 
eral  debate  will  be  in  order.  Amend¬ 
ments  offered  by  the  Committee  on  Ways 
and  Means  will  be  in  order,  and  a  motion 
to  recommit,  controlled  by  the  minority, 
will  be  in  order  prior  to  final  passage. 

The  rule  under  which  this  resolution 
is  made  in  order  is  the  historic  one  under 
which  complicated  tax  proposals  have 
been  brought  to  this  House  throughout 
the  years.  The  right  of  the  Committee 
on  Ways  and  Means  to  offer  amendments 
has  been  recognized  in  every  rule  of  this 
kind  that  I  have  been  able  to  find  any¬ 
where  in  the  Congressional  Record 
over  the  past  30  years.  This  is  the  nor¬ 
mal,  the  typical  closed  rule. 

Under  this  rule  the  rights  of  the 
minority  are  fully  protected.  The  mi¬ 
nority  has  the  motion  to  recommit.  All 
of  the  proposals  discussed  at  length  by 
the  gentleman  from  Ohio  can  be  con¬ 
tained  in  the  motion  to  recommit. 

The  issue  here,  first,  is  whether  these 
amendments,  all  of  which  the  gentleman 
from  Ohio  has  advocated,  all  of  which 
have  been  coordinated  by  those  who 
favor  them,  should  be  considered  in  bulk 
in  a  responsible  manner,  or  whether  the 
House  should  single-shot  these  amend¬ 
ments,  winding  up  possibly  by  adopting 
some  amendment  that  would  throw  the 
bill  out  of  balance  and  not  adopting 
others.  The  question  here  is,  Shall  we 
have  responsible  legislation,  responsible 
revenue  legislation,  or  shall  we  have 
single-shot  legislation  which  may  de¬ 
stroy  the  fiscal  balance  of  this  bill? 

The  proposed  procedure  is  irrespon¬ 
sibility  in  its  most  irresponsible  form. 
Either  we  accept  these  amendments,  de¬ 
bate  them  on  their  merits,  and  offer 
them  under  the  motion  to  recommit,  or 
we  take  a  course  of  irresponsibility. 

Mr.  Speaker,  the  right  of  the  minority 
is  protected  and  the  right  of  the  indi¬ 
vidual  is  protected  by  the  rules,  the  cus¬ 
toms,  and  the  traditions  of  this  House. 
If  we  do  not  follow  the  regular  customs 
and  procedures  of  this  House  in  consid¬ 
eration  of  legislation  of  this  kind,  or  of 
any  kind,  the  majority  could  run  rough¬ 
shod  over  the  rights  of  the  minority  or 
over  the  rights  of  the  individual. 

The  rules,  regulations,  and  the  time- 
tested  procedures  of  this  House  are  the 
greatest  bulwark  that  individual  Mem¬ 
bers  and  minority  Members  have  against 
arbitrary  action. 

The  procedure  made  in  order  by  the 
pending  resolution  is  in  accord  with  the 
time-honored  custom  of  the  House.  It 
has  long  had  a  wide  measure  of  bi¬ 
partisan  support.  During  the  adminis¬ 


tration  of  President  Eisenhower  and  pre¬ 
viously  the  Democratic  leadership  co¬ 
operated  on  measure  after  measure  with 
the  desires  of  the  Republican  leadership 
to  bring  out  important  revenue  bills 
under  closed  rules.  As  far  back  as  the 
80th  Congress  when  the  Tax  Reduction 
Act  of  1947  was  before  the  House  a  reso¬ 
lution  providing  for  a  closed  rule  had 
strong  support  from  the  Democratic 
leadership  and  membership. 

In  the  83d  Congress  three  important 
tax  bills  were  considered  under  rules 
similar  to  the  one  before  the  House  at 
this  time. 

H.R.  5898,  to  extend  the  excess-profits 
tax,  was  considered  under  the  provisions 
of  House  Resolution  326  which  did  not 
permit  amendments  from  the  floor  and 
which  was  passed  on  July  TO,  1953,  with¬ 
out  a  rollcall  vote. 

House  Resolution  4165  which  pro¬ 
hibited  all  amendments  except  those  of¬ 
fered  by  direction  of  the  Committee  on 
Ways  and  Means  and  which  was  agreed 
to  on  March  10,  1954  made  in  order 
H.R.  8224,  a  bill  to  reduce  excise  taxes. 

House  Resolution  473  which  prohibit¬ 
ed  all  amendments  except  those  offered 
by  the  Committee  on  Ways  and  Means 
and  which  made  in  order  H.R.  8300  to 
revise  the  Internal  Revenue  laws  of  the 
United  States,  was  adopted  March  17, 
1954. 

In  the  84th  Congress,  House  Resolu¬ 
tion  153,  which  prohibited  amendments 
except  those  offered  by  the  direction  of 
the  Committee  on  Ways  and  Means  and 
which  made  in  order  H.R.  4259  to  pro¬ 
vide  a  1-year  extension  of  corporate  nor¬ 
mal  tax  rate  and  of  certain  excise  tax 
rates  and  to  provide  a  $20  credit  against 
the  individual  income  tax  for  each  per¬ 
sonal  exemption,  was  adopted  February 
24,  1955. 

In  the  85th  Congress  three  amend¬ 
ments  all  of  which  prohibited  amend¬ 
ments  except  those  offered  by  the  direc¬ 
tion  of  the  Committee  on  Ways  and 
Means,  namely,  House  Resolution  270, 
which  made  in  order  H.R.  7125  to  make 
technical  changes  in  the  Federal  excise 
tax  laws;  House  Resolution  586,  which 
made  in  order  H.R.  12695  to  provide  a 
1-year  extension  of  the  corporate  nor¬ 
mal-tax  rate  and  certain  existing  excise 
tax  rates;  and  House  Resolution  447, 
which  made  in  order  H.R.  8381,  the 
Technical  Amendments  Act  of  1957,  were 
passed  without  rollcall  votes. 

In  the  86th  Congress  the  following 
bills  were  brought  up  under  similar  rules, 
all  of  which  rules  were  passed  without 
rollcall  votes: 

H.R.  4245,  taxation  of  income  of  life 
insurance  companies. 

H.R.  7523  to  provide  a  1-year  exten¬ 
sion  of  existing  corporate  normal-tax 
rate  and  of  certain  excise-tax  rates. 

H.R.  9662  to  make  technical  revisions 
in  the  income  tax  provision  of  the  In¬ 
ternal  Revenue  Code  of  1944  relating  to 
estates,  trusts,  and  partnerships. 

The  rule  to  which  the  gentleman  from 
Ohio  referred  that  came  out  with  the 
revenue  bill  in  1941  was  reported  under 
entirely  different  circumstances.  It 
came  out  with  the  recommendation  by 
the  Committee  on  Ways  and  Means  that 


the  House  be  permitted  to  vote  sepa¬ 
rately  on  the  amendments  in  question. 
It  also  came  out  with  a  rule  that  made 
provision  for  such  separate  considera¬ 
tion  in  the  House. 

To  the  Republican  Members  of  the 
House  let  me  say  that  if  you  take  the 
course  of  action  suggested  by  the  gen¬ 
tleman  from  Ohio  you  are  going  to  set 
a  precedent  which  might  come  back  to 
haunt  you.  You  have  the  same  interest 
in  the  stability  of  the  procedures  of  this 
House  as  the  majority  Members  of  the 
House  have. 

Now,  to  my  Democratic  friends  let  me 
say  that  this  is  a  procedural  matter. 
There  is  just  one  issue  and  that  is 
whether  the  management  of  this  bill  is 
going  to  be  taken  away  from  the  Demo¬ 
crats  and  given  to  the  Republicans.  -The 
rule  which  the  gentleman  from  Ohio  ad¬ 
vocates,  which  he  says  he  will  offer  as  an 
amendment  to  the  rule  if  the  previous 
question  is  voted  down,  by  his  own  ad¬ 
mission,  is  not  an  open  rule ;  it  is  a  closed 
rule  under  the  exclusive  control  of  the 
gentleman  from  Ohio  [Mr.  Brown],  and 
nobody  else. 

Mr.  FEIGHAN.  Mr.  Speaker,  will  the 
gentleman  yield? 

Mr.  ALBERT.  I  yield  to  the  gentle¬ 
man  from  Ohio. 

Mr.  FEIGHAN.  If  the  motion  offered 
by  the  gentleman  from  Ohio  [Mr. 
Brown]  is  carried,  that  would  still  per¬ 
mit  any  member  of  the  Committee  on 
Ways  and  Means  to  offer  any  amend¬ 
ment  he  so  desired,  would  it  not? 

Mr.  ALBERT.  That  is  true,  but  it 
also  would  gag  other  Members  of  the 
House  with  respect  to  amendments  other 
than  those  offered  by  the  Committee  on 
Ways  and  Means  and  those  made  in  or¬ 
der  by  the  Brown  amendment  to  the  rule. 

Mr.  FEIGHAN.  No  one  except  a  mem¬ 
ber  of  the  Committee  on  Ways  and 
Means  can  offer  an  amendment,  anyway. 

Mr.  ALBERT.  That  is  true  under 
either  rule.  The  whole  question  here  is 
whether  we  should  single-shot  these 
amendments  and  throw  this  bill  out  of 
balance,  if  we  adopt  one  of  the  provi¬ 
sions  and  do  not  adopt  the  others,  or 
whether  we  should  consider  the  merits 
of  the  two  proposals;  that  is,  the  one 
embraced  in  the  bill  and  the  one  which 
would  be  embraced  in  the  bill  should  the 
motion  to  recommit  be  adopted. 

That  is  the  real  issue. 

Mr.  Speaker,  the  generosity  of  the 
gentleman  from  Ohio  [Mr.  Brown]  over¬ 
whelms  me.  Whence  this  new-found 
concern  over  the  right  of  Members  to 
express  themselves  on  legislation?  Is 
this  the  same  distinguished  member  of 
the  Committee  on  Rules  who  for  two 
decades  has  been  blocking  consideration 
of  bills  by  refusing  to  grant  rules  on 
some  of  the  most  important  legislative 
proposals  submitted  to  the  House  by 
three  Democratic  Presidents? 

Mr.  Speaker,  talk  about  Greeks  bear¬ 
ing  gifts.  If  we  buy  this  package  we 
will  buy  a  pig  in  a  poke. 

The  Committee  on  Ways  and  Means  is 
entitled  to  present  its  case.  This  impor¬ 
tant  program  of  the  President  of  the 
United  States  is  entitled  to  be  considered 
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on  the  floor  of  the  House  on  its  merits. 
This  maneuver  to  thwart  orderly  pro¬ 
cedure  and  accepted  parliamentary  prac¬ 
tice  should  be  voted  down.  I  urge  the 
Members  of  the  House  to  support  the 
previous  question — to  adopt  the  resolu¬ 
tion  and  to  proceed  with  the  considera¬ 
tion  of  this  bill  under  general  debate. 

Mr.  O’NEILL.  Mr.  Speaker,  I  yield 
such  time  as  he  may  consume  to  the 
gentleman  from  Virginia  [Mr.  Smith]. 

Mr.  SMITH  of  Virginia.  Mr.  Speaker, 
I  do  not  propose  to  discuss  the  merits 
of  this  piece  of  legislation.  But  I  think 
I  should  say  this,  as  Chairman  of  the 
Rules  Committee  from  which  this  rule 
was  reported.  A  long  experience  on  that 
committee  with  rules  of  this  kind  has  led 
me  to  the  very  reluctant  conclusion,  and 
I  have  followed  that  policy  for  many 
years,  that  it  is  just  a  practical  impossi¬ 
bility  to  do  a  good  job  in  handling  a 
tax  bill  under  an  open  rule.  Then,  if 
you  try  to  do  what  we  are  trying  to  do 
here  this  morning,  substitute  other  leg¬ 
islation  which  has  not  been  given  serious 
consideration  and  which  none  of  us 
understand — at  least  I  do  not — I  think 
we  could  get  in  a  very  serious  condi¬ 
tion.  I  think  we  should  adopt  the  closed 
rule,  which  has  been  the  policy  of  this 
Congress  as  long  as  I  can  remember. 
Now,  I  remember  the  first  term  of  Con¬ 
gress  when  I  came  here.  We  Democrats 
had  won  control  of  the  House  after  a 
great  many  years  of  Republican  control. 
We  were  all  fired  up  and  pepped  up  to 
change  things  around.  I  remember  that 
in  my  first  session  here  the  late  Charlie 
Crisp  of  Georgia,  who  was  Chairman  of 
the  Ways  and  Means  Committee,  was 
going  to  have  things  democratic,  and 
we  all  wanted  to  have  things  democratic. 
He  brought  in  a  tax  bill  with  an  open 
rule.  It  was  a  sales  tax  bill.  We 
scrambled  around  here  for  about  a  week 
or  10  days  with  that  bill  and  things  got 
into  such  a  state  of  confusion  that  no¬ 
body  knew  what  he  was  doing  and  it 
went  back  to  the  committee. 

I  think  nobody  regrets  more  than  I 
do  having  to  bring  in  a  closed  rule  here. 
I  do  a  lot  of  fussing  about  it,  but  when 
the  chips  are  down  I  think  the  only 
feasible  and  practical  way  we  can  oper¬ 
ate  is  under  a  closed  rule. 

Mr.  O’NEILL.  Mr.  Speaker,  I  yield  3 
minutes  to  the  gentleman  from  Louisi¬ 
ana  [Mr.  Boggs]. 

Mr.  BOGGS.  Mr.  Speaker,  I  hope  and 
believe  the  Members  will  have  the  good 
judgment  to  vote  down  the  suggestion 
of  the  gentleman  from  Ohio  and  permit 
us  to  debate  this  legislation  under  the 
rule  approved  by  the  Rules  Committee 
and  supported  by  the  distinguished  gen¬ 
tleman  from  Virginia  [Mr.  Smith]. 
Also,  I  would  hope  that  after  we  have 
voted  up  the  rule,  the  Members  who  have 
some  questions  in  their  minds  about  this 
proposed  legislation  will  stay  here  at 
least  until  the  Chairman  of  our  great 
committee,  the  gentleman  from  Arkan¬ 
sas  [Mr.  Mills],  has  concluded  the  de¬ 
tailed  presentation  of  this  legislation. 

The  attack  made  by  the  gentleman 
from  Ohio  in  his  proposal  is  an  attack 
upon  the  fundamental  principles  in¬ 
volved  in  the  legislation.  This  legisla¬ 
tion  has  not  been  considered  for  a  short 


period  of  time.  It  has  been  given,  to 
my  knowledge,  the  fullest,  the  most  com¬ 
plete  consideration  that  I  have  ever  seen 
accorded  any  proposal  before  the  great 
Committee  on  Ways  and  Means. 

The  attack  being  made  here  in  the  in¬ 
vestment  credit'  proposal  is  a  funda¬ 
mental  attack.  But  let  me  say  this,  and 
I  address  this  to  all  Members  of  the 
House,  but  to  my  Democratic  col¬ 
leagues — many  of  you  in  your  campaigns 
have  had  to  face  the  contention  that  the 
party  of  which  you  are  a  member  is 
against  business  and  does  not  believe  in 
the  growth  and  promotion  of  the  free 
enterprise  system. 

If  there  ever  was  a  proposal  which  is 
designed  to  increase  employment,  to 
create  new  jobs,  and  to  give  credit  to 
business  expansion  and  growth,  it  is  the 
proposal  now  before  us. 

I  have  listened  to  the  attacks  made  on 
it  as  being  favorable  to  big  business 
and  not  making  concessions  here,  there, 
and  elsewhere.  I  have  never  been  one  of 
those  who  have  been  against  business, 
whether  it  be  big,  large,  middle  size,  or 
indifferent.  I  am  happy  to  see  that  this 
legislation  recognizes  that  there  is  a  need 
for  the  expansion  of  investment  in  the 
United  States.  Soon  we  will  be  con¬ 
sidering  legislation  dealing  with  the 
European  Common  Market,  which  has 
had  a  phenomenal  growth  because  of 
new  investment  in  that  area  of  the 
world. 

I  would  hope,  Mr.  Speaker,  that  we 
will  approve  the  rule  as  presented  by 
the  Rules  Committee,  and  that  the 
Members  of  this  body  on  both  sides  will 
stay  here  and  listen  to  the  presentation 
of  the  chairman  of  our  committee,  which 
will  be  made  as  soon  as  the  vote  is 
concluded  on  the  rule. 

Mr.  BROWN.  Mr.  Speaker,  I  yield  3 
minutes  to  the  gentleman  from  Wis¬ 
consin  [Mr.  Byrnes], 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  I  think  the  distinguished  ma¬ 
jority  leader  was  considerably  carried 
away  when  he  charged  that  the  action 
that  is  proposed  to  be  taken  here  by  the 
gentleman  from  Ohio  in  providing  us 
with  a  limited  rule  rather  than  a  strict 
gag  rule  was  irresponsible.  Is  it — and 
maybe  that  is  the  issue  before  us — is 
it  irresponsible  to  give  you  as  an  indi¬ 
vidual  Member  of  Congress  a  right  to 
an  alternative  on  three  sections  of  this 
bill  th'at  are  controversial?  Is  it  irre¬ 
sponsible  to  let  the  House  attempt  to 
work  its  will?  As  far  as  I  am  concerned 
it  is  a  mark  of  responsibility — that  we 
make  a  choice  and  not  to  be  limited 
exclusively  to  what  13  or  15  members 
of  the  Committee  on  Ways  and  Means 
may  present  to  us.  We  are  a  House  of 
Representatives  and  we  have  the  right 
to  work  our  will. 

To  hear  the  majority  leader,  you 
would  also  think  that  this  is  something 
that  had  never  been  done  before.  As 
was  pointed  out  by  the  gentleman  from 
Ohio,  it  was  done  in  1941  when  there 
was  a  limited  rule.  The  right  to  con¬ 
sider  three  amendments  will  not  create 
chaos.  How  silly  can  you  be?  We  pro¬ 
posed  three  specific  amendments  that 
will  be  offered.  This  is  not  something 
that  is  pulled  out  of  thin  air  and  some¬ 


thing  that  you  have  to  wait  and  see  what 
somebody  schemes  up.  The  two  substi¬ 
tutes  which  will  be  proposed  for  two 
sections  have  been  introduced  in  bill 
form.  They  were  both  before  the  Com¬ 
mittee  on  Ways  and  Means  on  several 
occasions  and  were  discussed  in  that 
committee.  There  is  nothing  new  or 
complex  about  it  from  that  standpoint. 

I  was  a  little  surprised  by  the  remarks 
of  the  chairman  of  the  Committee  on 
Rules,  because  if  you  would  just  go  back 
to  March  15  of  this  year,  just  a  week  or 
so  ago,  he  said  then,  and  I  quote  from  the 
Record  on  page  3907: 

I  do  not  think  we  would  violate  the  neces¬ 
sary  part  of  the  closed  rule  if  we  would  per¬ 
mit,  in  the  House,  a  vote  on  a  specific  propo¬ 
sition. 

That  is  what  we  are  asking  here — 
votes  on  three  specific  propositions,  and 
that  is  all.  He  also  said: 

What  harm  could  it  do  to  the  logic  of  the 
closed  rule  theory  if  the  House  were  per¬ 
mitted  to  say  on  the  one  proposition,  “We 
want  it”  or  “We  do  not  want  it”? 

That  is  the  issue  we  want  to  put  before 
you  as  an  individual  item  on  the  with¬ 
holding  proposition.  Do  you  want  it  or 
do  you  not  want  it?  The  question  here 
is — will  you,  and  will  this  House,  be  able 
to  work  its  will  on  the  three  provisions 
of  this  bill,  on  which  there  is  divided 
opinion? 

Will  you  be  able  to  choose  between  the 
handout,  the  $1  [4 -billion  loophole,  the 
windfall  to  business  as  proposed  by  the 
bill,  or  the  alternative  of  depreciation 
reform  as  contained  in  bill  H.R.  10906? 

Will  you  be  able  to  choose  between 
the  provisions  of  the  bill  which  will  pe¬ 
nalize  American  enterprise  operating 
abroad  as  contained  in  the  committee 
bill  or  the  alternative  as  contained  in 
bill  H.R.  10803  which  is  limited  to  pre¬ 
venting  true  tax  avoidance? 

Will  you  be  able  to  choose  between 
imposing  withholding  on  dividends  and 
interest  as  proposed  by  the  bill  or  the 
alternative  of  striking  this  provision 
from  the  bill? 

That  is  the  question  you  will  decide 
when  you  vote  on  ordering  the  previous 
question.  If  you  vote  “Yes”  on  that  mo¬ 
tion  you  will  deny  yourself  the  opportu¬ 
nity  to  listen  to  the  debate  and  then  vote 
on  the  merits  of  these  three  alternatives. 

Remember  that  if  you  vote  “Yes”  on 
this  motion  you  will  not  be  able  to  say 
to  your  people,  “I  was  against  the  tax 
bonanza  to  business  but  I  had  no  choice. 
I  had  to  take  the  whole  bill  or  nothing.” 

If  you  vote  “yes”  on  the  previous  ques¬ 
tion  you  will  not  be  able  to  tell  your 
people,  “I  was  against  withholding  but  I 
had  no  choice.  I  had  to  take  the  bill  as 
a  whole  or  nothing.” 

If  you  vote  “yes”  on  the  previous  ques¬ 
tion  you  will  not  be  able  to  tell  your 
people,  “I  was  against  putting  American 
business  abroad  at  a  disadvantage  but  I 
had  no  alternative.  I  had  to  take  the 
whole  bill  or  nothing.” 

If  you  vote  “yes”  on  the  previous  ques¬ 
tion  you  will  vote  to  gag  yourself.  You 
vote  to  deny  yourself  an  opportunity  to 
have  a  voice  in  determining  what  will 
be  done  with  respect  to  these  three  very 
important  items  in  the  bill. 
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I  trust  you  will  vote  “no”  on  ordering 
the  previous  question.  We  can  then  have 
a  rule  which  will  permit  you  and  the 
House  to  work  its  will  on  these  matters. 

The  SPEAKER.  The  gentleman  from 
Massachusetts  [Mr.  O’Neill]  is  recog¬ 
nized. 

Mr.  O’NEILL.  Mr.  Speaker,  with  re¬ 
gard  to  the  parliamentary  situation  at 
the  present  time,  I  remind  my  colleagues 
that  this  closed  rule  was  reported  by  the 
unanimous  vote  of  the  Democratic  ma¬ 
jority  of  those  present  and  it  is  by  the 
action  of  the  committee  that  the  gentle¬ 
man  from  Ohio  at  the  present  time  is 
precluded  from  offering  his  amendment 
to  the  resolution  which  has  been  reported 
to  the  House  for  its  consideration.  If  the 
previous  question  is  voted  down,  then  the 
gentleman  from  Ohio  will  be  in  control 
of  the  time  of  the  House  for  1  hour  so 
that  he  may  offer  the  closed  rule  which 
he  favors.  The  difference  between  the 
majority  and  the  minority  in  this  in¬ 
stance  is  that  the  minority  is  opposed  to 
the  closed  rule  offered  by  the  majority 
party  and  would  like  to  offer  their  own 
closed  rule.  The  minority  does  not  pro¬ 
pose  an  open  rule  which  would  enable 
you  to  vote  on  the  issue  of  oil  depletion 
allowances  or,  for  example,  where  you 
could  vote  on  the  question  of  the  excise 
tax.  No;  they  take  the  rule  they  are 
interested  in  themselves  and  they  offer 
you  their  version  of  a  closed  rule. 

I  hope  the  Members  on  this  side  will 
follow  along  with  the  leaders. 

Mr.  Speaker,  I  move  the  previous  ques¬ 
tion  on  the  resolution. 

Mr.  BROWN.  Mr.  Speaker,  on  this 
motion  I  ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  SPEAKER.  The  question  is  on 
the  adoption  of  the  previous  question. 

Mr.  BROWN.  Mr.  Speaker,  a  parlia¬ 
mentary  inquiry. 

The  SPEAKER.  The  gentleman  will 
state  his  parliamentary  inquiry. 

Mr.  BROWN.  Am  I  correct  in  the  as¬ 
sumption  that  a  “no”  vote  would  be 
against  the  previous  question  and  there¬ 
fore  for  an  open  rule? 

The  SPEAKER.  The  Chair  thinks 
that  is  well  known  by  every  Member. 

Mr.  BROWN.  I  hope  every  Member 
does  know  it. 

Mr.  O’NEILL.  As  to  the  statement 
made  by  the  gentleman  from  Ohio,  he 
said  a  “no”  vote  meant  an  open  rule.  A 
“no”  vote  means  a  closed  rule  as  pro¬ 
posed  by  the  minority. 

The  SPEAKER.  The  Chair  will  again 
state  the  motion.  The  question  before 
the  House  is  the  adoption  of  the  previous 
question. 

The  question  was  taken  and  there 
were — yeas  224,  nays  184,  not  voting  28, 
as  follows: 

[Roll  No.  47] 

YEAS— 224 


Addabbo 

Beckworth 

Burleson 

Addonizio 

Bennett,  Fla. 

Carey 

Albert 

Blatnik 

Casey 

Alexander 

Boggs 

Celler 

Alford 

Boland 

Chelf 

Anfuso 

Bolling 

Clark 

Ashley 

Bonner 

Coad 

Ashmore 

Boykin 

Cohelan 

Aspinall 

Brademas 

Cook 

Bailey 

Breeding 

Corman 

Baring 

Buckley 

Daddario 

Barrett 

Burke,  Ky. 

Daniels 

Bass,  Tenn. 

Burke,  Mass. 

Davis,  John  W. 

Davis,  Tenn. 

Jones,  Mo. 

Poage 

Dawson 

Karsten 

Powell 

Delaney 

Karth 

Price 

Dent 

Kastenmeler 

Pucinskl 

Denton 

Kee 

Purcell 

Diggs 

Kelly 

Randall 

Dingell 

Keogh 

Reuss 

Donohue 

Kilgore 

Rhodes,  Pa. 

Dorn 

King,  Calif. 

Rivers,  Alaska 

Dowdy 

King,  Utah 

Rivers,  S.C. 

Downing 

Kirwan 

Roberts,  Tex. 

Doyle 

Kitchin 

Rodino 

Dulski 

Kluczynskl 

Rogers,  Colo. 

Edmondson 

Kornegay 

Rogers,  Fla. 

Elliott 

Landrum 

Rogers,  Tex. 

Everett 

Lankford 

Rooney 

Evins 

Lennon 

Roosevelt 

Farbstein 

Lesinski 

Rosenthal 

Finnegan 

Libonati 

Rost  enko  wski 

Fisher 

Loser 

Roush 

Flood 

McDowell 

Rutherford 

Flynt 

McFall 

Ryan,  Mich. 

Fogarty 

McMillan 

Ryan,  N.Y. 

Fountain 

McSween 

St.  Germain 

Frazier 

Macdonald 

Santangelo 

Friedel 

Mack 

Saund 

Gallagher 

Madden 

Scott 

Garmatz 

Magnuson 

Shelley 

Gary 

Mahon 

Shipley 

Gathings 

Marshall 

Sikes 

Gilbert 

Matthews 

Sisk 

Gonzalez 

Miller,  Clem 

Slack 

Granahan 

Miller, 

Smith,  Va. 

Grant 

George  P. 

Spence 

Gray 

Mills 

Staggers 

Green,  Oreg. 

Moeller 

Steed 

Green,  Pa. 

Montoya 

Stephens 

Griffiths 

Moorhead,  Pa. 

Stratton 

Hagen,  Calif. 

Morgan 

Stubblefield 

Hansen 

Morris 

Sullivan 

Harding 

Morrison 

Taylor 

Hardy 

Moss 

Teague,  Tex. 

Harris 

Moulder 

Thomas 

Harrison,  Va. 

Murphy 

Thompson,  La. 

Healey 

Murray 

Thompson,  N.J. 

Hubert 

Natcher 

Thompson,  Tex. 

Hechler 

Nedzl 

Thornberry 

Henderson 

Nix 

Toll 

Herlong 

Norrell 

Trimble 

Holifield 

O’Brien,  Ill. 

Udall,  Morris  K. 

Holland 

O’Brien,  N.Y. 

Ullman 

Huddleston 

O’Hara,  Ill. 

Vinson 

Hull 

O’Hara,  Mich. 

Waggonner 

Ichord,  Mo. 

Olsen 

Watts 

Inouye 

O'Neill 

Whitener 

Jarman 

Passman 

Wickersham 

Jennings 

Patman 

Willis 

Joelson 

Perkins 

Wright 

Johnson,  Calif. 

Pfost 

Yates 

Johnson,  Md. 

Philbln 

Young 

Johnson,  Wis. 

Pike 

Zablockl 

Jones  Ala. 

Pilcher 

NAYS— 184 

Zelenko 

Abbitt 

Corbett 

Harvey,  Ind. 

Abernethy 

Cramer 

Harvey,  Mich. 

Adair 

Cunningham 

Hays 

Alger 

Curtin 

Hemphill 

Andersen, 

Curtis,  Mass. 

Hiestand 

Minn. 

Curtis,  Mo. 

Hoeven 

Anderson,  Ill. 

Dague 

Hoffman,  HI. 

Arends 

Davis, 

Horan 

Ashbrook 

James  C. 

Hosmer 

Auchincloss 

Derounian 

Jensen 

Avery 

Derwinski 

Johansen 

Ayres 

Devine 

Jonas 

Baker 

Dole 

Judd 

BalUwin 

Dominick 

Kearns 

Barry 

Dooley 

Keith 

Bass,  N.H. 

Dumo 

Kilburn 

Battin 

Dwyer 

King,  N.Y. 

Becker 

Ellsworth 

Knox 

Beermann 

Fallon 

Kowalski 

Belcher 

Feighan 

Kunkel 

Bell 

Fenton 

Kyi 

Berry 

Findley 

Laird 

Betts 

Fino 

Langen 

Bolton 

Ford 

Latta 

Bow 

Forrester 

Lindsay 

Bray 

Frelinghuysen 

Lipscomb 

Brewster  ■ 

Fulton 

McCulloch 

Bromwell 

Garland 

McDonough 

Broomfield 

Gavin 

Mclntire 

Brown 

Giaimo 

McVey 

Broyhill 

Glenn 

MacGregor 

Bruce 

Goodell 

Mailliard 

Byrnes,  Wis. 

Goodling 

Martin,  Mass. 

Cahill 

Griffin 

Martin,  Nebr. 

Cederberg 

Gross 

Mason 

Chamberlain 

Gubser 

Mathias 

Chenoweth 

Haley 

May 

Chiperfield 

Hall 

Meader 

Church 

Halleck 

Merrow 

Clancy 

Halpern 

Michel 

Collier 

Harrison,  Wyo. 

Milliken 

Conte 

Harsha 

Marshall 

Monagan 

Riehlman 

Teague,  Calif. 

Moore 

Robison 

Thomson,  Wis. 

Moorehead, 

Roudebush 

Tuck 

Ohio 

Rousselot 

Utt 

Morse 

St.  George 

Vanik 

Mosher 

Saylor 

Van  Pelt 

Multer 

Schadeberg 

Van  Zandt 

Nelsen 

Schenck 

Wallhauser 

Norblad 

Schneebeli 

Weaver 

O’Konskl 

Schweiker 

Weis 

Osmers 

Schwengel 

Westland 

Ostertag 

Scranton 

Whalley 

Pelly 

Seely-Brown 

Wharton 

Pillion 

Shriver 

Whitten 

Pirnie 

Sibal 

Widnall 

Poff 

Siler 

Williams 

Quie 

Smith,  Calif. 

Wilson,  Calif. 

Ray 

Smith,  Iowa 

Winstead 

Reece 

Springer 

Younger 

Reifel 

,  Stafford 

Rhodes,  Ariz. 

Taber 

NOT  VOTING— 28 

Andrews 

Fascell 

Scherer 

Bates 

Hagan,  Ga. 

Selden 

Bennett,  Mich 

.  Hoffman,  Mich. 

Sheppard 

Blitch 

Lane 

Short 

Brooks 

Miller,  N.Y. 

Smith,  Miss. 

Byrne,  Pa. 

Nygaard 

Tollefson 

Cannon 

Peterson 

Tupper 

Colmer 

Rains 

Walter 

Cooley 

Roberts,  Ala. 

Wilson,  Ind. 

So  the  previous  question  was  ordered. 

The  Clerk  announced  the  following 
pairs: 

On  this  vote: 

Mr.  Brooks  for,  with  Mr.  Colmer  against. 

Mr.  Cooley  for,  with  Mr.  Walter  against. 

Mr.  Byrne  of  Pennsylvania  for,  with  Mr. 
Tupper  against. 

Mr.  Lane  for,  with  Mr.  Bates  against. 

Mr.  Sheppard  for,  with  Mr.  Nygaard 
against. 

Mr.  Hagan  of  Georgia  for,  with  Mr.  Short 
against. 

Mr.  Rains  for,  with  Mr.  Wilson  of  Indiana 
against. 

Mr.  Roberts  for,  with  Mr.  Scherer  against. 

Mrs.  Blitch  for,  with  Mr.  Tollefson  against. 

Until  further  notice : 

Mr.  Andrews  with  Mr.  Hoffman  of  Michi¬ 
gan. 

Mr.  Selden  with  Mr.  Bennett  of  Michigan. 

Mr.  PASSMAN  changed  his  vote  from 
“nay”  to  “yea.” 

The  result  of  the  vote  was  announced 
as  above  recorded. 

The  SPEAKER.  The  question  is  on 
the  adoption  of  the  resolution. 

Mr.  BOGGS.  Mr.  Speaker,  on  that  I 
ask  for  the  yeas  and  nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken  and  there 
were  yeas  234,  nays  172,  not  voting  30, 
as  follows : 

[Roll  No.  48] 

YEAS— 234 


Abbitt 

Burke,  Mass. 

Doyle 

Addabbo 

Burleson 

Edmondson 

Addonizio 

Byrnes,  Wis. 

Elliott 

Albert 

Carey 

Everett 

Alexander 

Casey 

Evins 

Alford 

Celler 

Farbstein 

Anfuso 

Chelf 

Finnegan 

Ashley 

Clark 

Fisher 

Aspinall 

Coad 

Flood 

Avery 

Cohelan 

Flynt 

Ayres 

Corbett 

Fogarty 

Bailey 

Corman 

Fountain 

Baring 

Curtis,  Mass. 

Frazier 

Barrett 

Daddario 

Friedel 

Bass,  Tenn. 

Daniels 

Gallagher 

Beckworth 

Davis,  John  W. 

Garmatz 

Bennett,  Fla. 

Davis,  Tenn. 

Gary 

Blatnik 

Dawson 

Gathings 

Boggs 

Delaney 

Gavin 

Boland 

Dent 

Gilbert 

Bolling 

Denton 

Gonzalez 

Bonner 

Diggs 

Granahan 

Boykin 

Dingell 

Grant 

Brademas 

Donohue 

Gray 

Breeding 

Dorn 

Green,  Oreg. 

Buckley 

Dowdy 

Griffiths 

Burke,  Ky. 

Downing 

Hagan,  Ga. 
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Halleck 

Madden 

Rogers,  Tex. 

Hansen 

Magnuson 

Rooney 

Harding 

Mahon 

Roosevelt 

Hardy 

Marshall 

Rosenthal 

Harris 

Mason 

Rostenkowski 

Harrison,  Va. 

Matthews 

Roush 

Healey 

Merrow 

Rutherford 

Hebert 

Miller,  Clem 

Ryan,  Mich. 

Hechter 

Miller, 

Ryan,  N.Y. 

Henderson 

George  P. 

St.  Germain 

Herlong 

Mills 

Santangelo 

Holifield 

Moeller 

Saund 

Holland 

Montoya 

Saylor 

Huddleston 

Moorhead,  Pa. 

Scott 

Hull 

Morgan 

Shelley 

Ichord,  Mo. 

Morris 

Shipley 

Inouye 

Morrison 

Sikes 

Jarman 

Moss 

Sisk 

Jennings 

Multer 

Slack 

Joelson 

Murphy 

Smith,  Iowa 

Johnson,  Calif. 

Murray 

Smith,  Va. 

Johnson,  Md. 

Natcher 

Spence 

Johnson,  Wis. 

Nedzi 

Staggers 

Jones,  Ala. 

Nix 

Steed 

Jones,  Mo. 

Norrell 

Stephens 

Judd 

O’Brien,  Ill. 

Stratton 

Karsten 

O’Brien,  N.Y. 

Stubblefield 

Karth 

O’Hara,  Ill. 

Sullivan 

Kastenmeier 

O’Hara,  Mich. 

Taylor 

Kearns 

Olsen 

Teague,  Tex. 

Kee 

O’Neill 

Thomas 

Kelly 

Passman 

Thompson,  Ls 

Keogh 

Patman 

Thompson,  N. 

Kilgore 

Perkins 

Thompson,  T< 

King,  Calif. * 

Pfost 

Thornberry 

King,  Utah 

Philbin 

Toll 

Klrwan 

Pike 

Trimble 

Kitchin 

Pilcher 

Udall,  Morris : 

Kluczynski 

Poage 

Ullman 

Kornegay 

Powell 

Vinson 

Landrum 

Price 

Waggonner 

Lankford 

Pucinski 

Watts 

Lennon 

Purcell 

Whitener 

Lesinski 

Randall 

Wickersham 

Libonati 

Reuss 

Willis 

Loser 

Rhodes,  Pa. 

Wright 

McDowell 

Rivers,  Alaska 

Yates 

McFall 

Rivers,  S.C. 

Young 

McMillan 

Roberts,  Tex. 

Zablocki 

MoSween 

Rodino 

Zelenko 

Macdonald 

Rogers,  Colo. 

Mack 

Rogers,  Fla. 

NAYS— 172 

Abernethy 

Dooley 

Lipscomb 

Adair 

Dulski 

McCulloch 

Alger 

Durno 

McDonough 

Andersen, 

Dwyer 

Mclntire 

Minn. 

Ellsworth 

McVey 

Anderson,  Ill. 

Fallon 

MacGregor 

Arends 

Feighan 

MaUliard 

Ashbrook 

Fenton 

Martin,  Mass. 

Auchincloss 

Findley 

Martin,  Nebr. 

Baker 

Fino 

Mathias 

Baldwin 

Ford 

Meader 

Barry 

Forrester 

Michel 

Bass,  N.H. 

Frelinghuysen 

Miller,  N.Y. 

Battin 

Fulton 

Milliken 

Becker 

Garland 

Minshall 

Beermann 

Giaimo 

Monagan 

Belcher 

Glenn 

Moore 

Bell 

Goodell 

Moorehead, 

Berry 

Goodling 

Ohio 

Betts 

Griffin 

Morse 

Bolton  ' 

Gross 

Mosher 

Bow 

Gubser 

Nelsen 

Bray 

Hagen,  Calif. 

Norblad 

Brewster 

Haley 

O’Konski 

Bromwell 

Hall 

Osmers 

Broomfield 

Halpern 

Ostertag 

Brown 

Harrison,  Wyo. 

Pelly 

Broyhill 

Harsha 

Pillion 

Bruce 

Harvey,  Ind. 

Pirnie 

Cahill 

Harvey,  Mich. 

Poff 

Cederberg 

Hays 

Quie 

Chamberlain 

Hemphill 

Ray 

Chenoweth 

Hiestand 

Reece 

Chiperfield 

Hoeven 

Reifel 

Church 

Hoffman,  Ill. 

Rhodes,  Ariz. 

Clancy 

Horan 

Riehlman 

Collier 

Hosmer 

Robison 

Conte 

Jensen 

Roudebush 

Cook 

Johansen 

Rousselot 

Cramer 

Jonas 

St.  George 

Cunningham 

Keith 

Schadeberg 

Curtin 

Kilburn 

Schenck 

Curtis,  Mo. 

King,  N.Y. 

Schneebeli 

Dague 

Knox 

Schweiker 

Davis, 

Kowalski 

Sehwengel 

James  C. 

Kunkel 

Scranton 

Derounlan 

Kyi 

Seely-Brown 

Derwinski 

Laird 

Shriver 

Devine 

Langen 

Sibal 

Dole 

Latta 

Siler 

Dominick 

Lindsay 

Smith,  Calif, 

Springer  Van  Pelt 

Stafford  Van  Zandt 

Taber  Wallhauser 

Teague,  Calif.  Weaver 
Thomson,  Wis.  Weis 
Tuck  Westland 

Utt  Whalley 

Vanik  Wharton 


Whitten 

Widnall 

Williams 

Wilson,  Calif. 

Winstead 

Younger 


NOT  VOTING— 30 


Andrews 

Ashmore 

Bates 

Bennett,  Mich. 

Blitch 

Brooks 

Byrne,  Pa. 

Cannon 

Colmer 

Cooley 


Fascell 

Green,  Pa. 

Hoffman,  Mich. 

Lane 

May 

Moulder 

Nygaard 

Peterson 

Rains 

Roberts,  Ala. 


Scherer 

Selden 

Sheppard 

Short 

Smith,  Miss. 
Tollefson 
Tupper 
Walter 
Wilson,  Ind. 


So  the  resolution  was  agreed  to. 

The  Clerk  announced  the  following 
pairs: 

On  this  vote : 


Mr.  Brooks  for,  with  Mr.  Colmer  against. 
Mr.  Cooley  for,  with  Mr.  Walter  against. 
Mr.  Byrne  of  Pennsylvania  for,  with  Mr. 
Tupper  against. 

Mr.  Lane  for,  with  Mr.  Bates  against. 

Mr.  Sheppard  for,  with  Mr.  Nygaard 
against. 

Mr.  Green  of  Pennsylvania  for,  with  Mr. 
Short  against. 

Mr.  Rains  for,  with  Mr.  Wilson  of  Indiana 
against. 

Mr.  Roberts  for,  with  Mr.  Scherer  against. 
Mrs.  Blitch  for,  with  Mr.  Tollefson  against. 


Until  further  notice: 

Mr.  Andrews  with  Mr.  Hoffman  of  Michi¬ 
gan. 

Mr.  Selden  with  Mr.  Bennett  of  Michigan. 


Mr.  FENTON  and  Mr.  FOGARTY 
changed  their  votes  from  “yea”  to  “nay.” 

The  result  of  the  vote  was  announced 
as  above  recorded. 

Mr.  KEARNS.  Mr.  Speaker,  a  parlia¬ 
mentary  inquiry. 

The  SPEAKER.  The  gentleman  will 
state  it. 

Mr.  KEARNS.  Mr.  Speaker,  it  is  my 
understanding  that  we  go  into  how  many 
hours  of  debate? 

The  SPEAKER.  In  response  to  the 
parliamentary  inquiry,  the  rule  provides 
for  8  hours  of  debate. 

Mr.  KEARNS.  I  thank  the  Speaker. 


REVENUE  ACT  OF  1962 

Mr.  MILLS.  Mr.  Speaker,  I  move  that 
the  House  resolve  itself  into  the  Com¬ 
mittee  of  the  Whole  House  on  the  State 
of  the  Union  for  the  consideration  of  the 
bill  (H.R.  10650)  to  amend  the  Internal 
Revenue  Code  of  1954  to  provide  a  credit 
for  investment  in  certain  depreciable 
property,  to  eliminate  certain  defects 
and  inequities,  and  for  other  purposes. 

The  SPEAKER.  The  question  is  on 
the  motion  offered  by  the  gentleman 
from  Arkansas. 

The  motion  was  agreed  to. 

Accordingly,  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  consid¬ 
eration  of  the  bill  H.R.  10650,  with  Mr. 
Roosevelt  in  the  chair. 

The  Clerk  read  the  title  of  the  bill. 

By  unanimous  consent,  the  first  read¬ 
ing  of  the  bill  was  dispensed  with. 

The  CHAIRMAN.  Under  the  rule,  the 
gentleman  from  Arkansas  [Mr.  Mills] 
is  recognized  for  4  hours  and  the  gentle¬ 
man  from  Illinois  [Mr.  Mason]  is  recog¬ 
nized  for  4  hours.  The  Chair  recognizes 


the  gentleman  from  Arkansas  ‘  [Mr. 
Mills]  . 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
myself  40  minutes. 

Mr.  Chairman,  we  are  beginning  con¬ 
sideration  of  what  I  consider  to  be  the 
most  important  tax  proposal  considered 
by  the  Congress  in  many  years  and  cer¬ 
tainly  since  the  Internal  Revenue  Code 
of  1954.  In  many  respects  the  proposal 
now  pending  before  the  Committee  of 
the  Whole  involves  more  policy  deci¬ 
sions  than  the  Internal  Revenue  Code 
changes  of  1954  involved,  for  in  that 
instance  we  were  primarily  concerned 
with  recodification  of  the  law. 

Today  in  this  bill  we  are  concerned  in 
20  of  the  21  sections  with  certain  fun¬ 
damental  policy  changes  in  the  provi¬ 
sions  of  existing  law,  many  of  which  have 
been  in  effect  since  the  inception  of  our 
income  tax  laws,  following  the  consti¬ 
tutional  amendment  of  1913. 

Mr.  Chairman,  there  are  far  too  many 
detailed,  involved  provisions  in  this  bill 
for  any  one  member  of  the  committee  to 
cover  all  of  the  various  subjects  within 
anything  like  a  reasonable  time.  For 
that  reason,  it  shall  be  my  purpose  to¬ 
day  to  discuss  very  briefly  certain  of 
the  provisions  and  to  devote  more  detail 
to  other  provisions  about  which  there 
seems  to  be  more  question  than  with 
respect  to  others. 

Mi-.  Chairman,  there  are  two  provi¬ 
sions  of  the  bill,  the  second  and  third 
sections,  the  investment  credit,  and  the 
legislative  expense  provisions,  that  serve 
to  reduce  revenues. 

There  are  six  sections  of  the  bill  that 
serve  to  provide  additional  revenues  from 
sources  within  the  United  States.  There 
are  12  sections  of  the  bill  that  deal  with 
the  treatment  of  foreign  income  includ¬ 
ing  that  of  foreign  subsidiaries  owned  by 
American  individuals  or  corporations. 

Mr.  Chairman,  the  provisions  of  the 
bill  which  produce  revenue,  will  produce, 
according  to  the  estimates  of  the  Treas¬ 
ury,  $1,295  million  additional  revenue. 
You  will  find  a  breakdown  of  those  esti¬ 
mates  in  the  early  part  of  the  commit¬ 
tee  report  on  this  bill. 

Mr.  Chairman,  the  investment  credit, 
as  it  will  be  modified  through  the  adop¬ 
tion  of  the  amendments  that  the  com¬ 
mittee  will  offer  during  the  course  of  the 
reading  of  the  bill,  involves  a  loss  in  a 
full  year’s  operation  of  $1,175  million. 
The  net  effect  of  the  bill,  therefore,  on 
the  basis  of  the  estimates  of  Treasury,  is 
a  pickup  of  $120  million,  not  taking  into 
consideration  any  impetus  that  may  be 
given  the  economy  through  the  adop¬ 
tion  of  the  investment  provision. 

There  has  been  on  the  part  of  some 
Members  some  degree  of  criticism  of  the 
action  of  the  committee  in  changing  the 
investment  rate.  When  the  bill  was  re¬ 
ported  the  committee  faced  some  4  or  5 
weeks  of  hearings  on  the  trade  program. 
We  reported  the  bill  before  we  had  a 
firm  estimate  of  the  revenue  effects  of 
the  bill.  When  those  effects  were  pre¬ 
sented  to  us  in  firm  form,  I  was  con¬ 
cerned  because  the  investment  credit 
provision  was  losing  $1,800  million  and 
we  were  picking  up  as  an  offset  only 
$1,295  million  in  a  full  year  of  operation, 
according  to  Treasurys  estimate.  I  did 
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not  want  a  bill  that  was  not  in  balance 
revenuewise. 

Mr.  Chairman,  when  the  President 
asked  for  this  program  last  year  he  pro¬ 
posed  a  balanced  tax  bill  as  to  revenue 
effect.  He  was  right  then;  he  is  right 
now.  The  committee  would  have  been 
wrong,  in  my  opinion,  in  asking  the 
House  to  accept  a  bill  that  did  not  meet 
the  test  of  revenues  being  in  balance. 

Mr.  Chairman,  this  bill  with  the 
amendments  that  will  be  offered  on  the 
part  of  the  committee  reducing  the  in¬ 
vestment  credit  rate  and  ceiling  will  not 
only  be  in  balance  in  its  first  full  year 
of  operation,  but  further,  this  bill  will 
bring  in  a  plus  of  revenue  of  $120  million 
in  its  first  full  year  of  operation. 

There  has  been  some  criticism  by  some 
members  of  the  committee  because  the 
bill  will  have  some  adverse  effect,  they 
say,  upon  the  revenues  that  will  be  de¬ 
veloped  by  the  Government  in  fiscal  year 
1963  which  begins,  of  course,  on  July  1 
of  this  year. 

Mr.  Chairman,  the  Secretary  of  the 
Treasury  took  into  consideration  in  de¬ 
veloping  estimates  for  the  President’s 
budget  an  effect  of  the  investment  credit 
of  $1,500  million  on  revenues  in  fiscal 
year  1963.  That  was  taken  into  con¬ 
sideration  in  determining  the  estimates 
of  revenue.  It  cannot  be  said — it  cannot 
be  proven  by  anyone — that  the  enact¬ 
ment  of  this  program  will  serve  to  elim¬ 
inate  the  possibility  of  a  balanced  budget 
in  fiscal  year  1963.  The  committee  has 
reduced  the  effect  of  the  investment 
credit  in  its  amendments  that  it  will  ask 
you  to  accept  from  $1.8  billion  to  $1,175 
billion.  We  have  cut  under  the  $1.5  bil¬ 
lion  estimate  that  was  taken  into  ac¬ 
count  when  the  President  submitted  the 
budget  to  us  in  January. 

On  that  score,  Mr.  Chairman,  I  think 
the  committee  has  presented  to  the 
House  a  bill  that  is  acceptable. 

Mr.  Chairman,  at  this  point  I  insert 
two  tables  on  this  point: 


Table  1. — Treasury  Department  estimates  of 
revenue  effect 1 * 3  of  bill  as  amended  by  the 
Committee  on  Ways  and  Means  when 
changes  are  fully  effective,  without  taking 
into  account  the  effect  on  the  economy  of 
the  provisions 


[In  millions  of  dollars] 


Amount 


Revenue  bill  of  1962: 

Investment  credit _ _ __ 

Withholding  on  dividends  and  interest-. 
Mutual  banks  and  savings  and  loan  as¬ 
sociations _ _ 

Entertainment  expenses _ 

Capital  gains  on  depreciable  property _ 

Mutual  fire  and  casualty  companies _ 

Cooperatives . . • _ _ _ 

Foreign  items: 

Controlled  foreign  corporations _ 

Gross-up  of  dividends . . . . 

All  other  items  relating  to  taxation  of 
foreign  income,  etc . ' _ 


-1,175 

+650 

+200 
+125 
+100 
3  +40 
+35 

3  +85 
+30 

+30 


Total 


+120 


1  At  levels  of  income  and  investment  estimated  for  the 
calendar  year  1962  except  that  the  estimate  of  revenue 
gain  from  change  in  taxation  of  mutual  banks  and  savings 
and  loan  associations  is  based  on  income  levels  for  the 
calendar  year  1963,  the  1st  year  affected. 

1  Assumes  transitional  period  has  been  completed  for 
fire  and  casualty  companies. 

3  The  revenue  estimates  for  the  controlled  foreign  cor¬ 
poration  provision  do  not  take  into  account  additions  to 
the  tax  base,  in  the  form  of  royalties,  rents,  etc.,  which 
reliable  evidence  Indicates  will  be  forthcoming  but  which 
cannot  be  quantified  with  an  acceptable  degree  of  ac¬ 
curacy. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Mar.  26, 1962. 


Table  2. — Treasury  Department  estimates  of 
revenue  effect  of  bill  as  amended  by  the 
Committee  on  Ways  and  Means  (see  note ) 
for  the  fiscal  year  1963  taking  into  account 
its  estimate  of  effect  on  the  economy  of  the 
provisions 


[In  millions  of  dollars] 


Reve¬ 

nue 

effect 

Effective 

date 

Revenue  bill  of  1962: 

Investment  credit  (seenote). 

-560 

•Tan.  1, 1962 

Withholding  on  dividends 

+195 

Jan.  1,1963 

and  interest. 

Mutual  banks  and  savings 

Do. 

and  loan  associations. 

Entertainment  expenses. . . 

+40 

July  1, 1962 

Capital  gains  on  depreci- 

Jan.  1, 1962 

able  property. 

Mutual  fire  and  casualty 

Jan.  1,1963 

companies. 

Cooperatives . . 

Do. 

Foreign  items: 

Controlled  foreign  cor- 

Do. 

porations. 

Gross-up  of  dividends... 

Do 

All  other  items  relating 

+5 

Do. 

to  taxation  of  foreign 
income,  etc. 

Total  (see  note) _ 

-320 

Note.— In  estimating  the  net  revenue  cost  of  the 
investment  credit,  its  favorable  effects  on  the  level  of 
investment  were  computed  from  statistical  relationships 
in  past  years  between  investment  and  gradual  changes  in 
the  cost  of  capital  goods  (profitability)  and  cash  flow. 
This  procedure  thus  does  not  take  into  account  the 
especially  favorable  impact  on  businessmen’s  decisions  to 
invest  of  the  sudden  major  improvements  in  these  factors 
resulting  from  the  enactment  of  the  credit.  Taking  this 
into  account  should  produce  more  favorable  effects  than 
the  table  shows  for  the  investment  credit.  It  will  elimi¬ 
nate  the  overall  net  revenue  loss  for  the  bill  as  a  whole 
and  instead  would- yield  an  overall  net  gran. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Mar.  26,  1962. 

Now  there  is  question  raised  by  some 
in  the  committee  with  respect  to  some 
of  the  provisions  of  the  bill  that  accomp¬ 
lish  these  overall  objectives.  Before 
talking  to  those  particular  sections  that 
seem  to  have  raised  some  questions,  let 
me  briefly  go  over  some  of  the  other  sec¬ 
tions  of  the  bill. 

Mr.  Chairman,  this  bill  provides  some 
limitation  on  the  deduction  of  enter¬ 
tainment  expenses. 

This  bill  provides  for  increased  taxa¬ 
tion  of  our  mutual  thrift  institutions 
mutual  savings  banks  and  savings  and 
loan  associations. 

Mr.  Chairman,  this  bill  changes  the 
tax  treatment  of  mutual,  fire,  and  cas¬ 
ualty  companies. 

Mr.  Chairman,  this  bill  changes  the 
tax  consequences  with  respect  to  the 
sale  of  depreciable  property. 

Mr.  Chairman,  this  bill  changes  the 
tax  treatment  of  the  earnings  of  co¬ 
operatives. 

Mr.  Chairman,  the  bill  also  affects 
three  other  situations  that  I  want  to 
talk  to  in  greater  detail. 

First  of  all,  we  provide  an  investment 
tax  credit.  The  investment  credit  has 
been  characterized,  I  think  incorrectly, 
by  many  who  see  some  fault  in  it  as  a 
bonanza.  They  think  of  it  in  terms  of 
something  that  we  are  doing  just  for  the 
wealthy  that  should  not  be  done. 

Mr.  Chairman,  I  had  many  questions 
in  my  mind  when  I  first  heard  the  sug¬ 
gestion  made  that  the  Congress  enact  an 
investment  credit.  It  caused  me  a  great 
deal  of  concern  in  the  beginning.  I  be¬ 
gan  to  look  at  it  more  closely,  I  began  to 
analyze  it.  I  began  to  think  of  it  in 
terms  of  its  merits  and  demerits.  Let  us 
see  why  we  have  it  in  this  bill  before  you. 


Mr.  Chairman,  over  the  years  we  have 
been  trying  to  provide  business  with  a 
return  of  the  moneys  involved  in  capital 
investment,  in  the  construction  of  plants 
and  facilities  that  are  used  in  a  trade  or 
business,  through  what  we  call  the  rules 
of  depreciation.  In  viewing  this  matter, 
we  cannot  look  just  to  what  the  situation 
here  in  the  United  States  may  be.  I 
think  it  is  necessary  for  us  in  the  formu¬ 
lation  of  a  tax  policy  to  look  at  the  situa¬ 
tion  in  the  free  world  as  well  as  the  situ¬ 
ation  within  the  United  States.  What  do 
we  find  if  we  do  that? 

We  find  that  under  our  present  rules 
of  depreciation,  Mr.  Chairman,  it  takes 
longer  for  an  American  businessman  to 
get  a  return  of  the  investment,  he  has 
made  in  plant  and  equipment  here  than 
it  does  in  any  of  the  countries  of  the 
free  world,  countries  with  whom  we  com¬ 
pete  not  only  in  the  world  market  but 
also  to  an  extent  even  here  at  home. 

If  you  will  look  to  the  situation  in 
Europe  and  in  Japan  you  will  find  that 
through  an  investment  allowance  of  some 
form  or  other,  comparable  to  what  we 
are  proposing  in  this  legislation,  plus 
their  regular  rules  of  depreciation  those 
businessmen  are  able  to  recover  their 
investment  out  of  income  before  taxes  in 
a  much  shorter  period  of  time  than  are 
American  businessmen  under  existing 
provisions  of  law. 

I  thought  in  terms  of  why  can  we  not 
accomplish  that?  Why  can  we  not  just 
do  something  legislatively,  as  my  col¬ 
leagues  on  the  Republican  side  are  rec¬ 
ommending,  through  changes  in  the 
rules  of  depreciation,  since  that  has  been 
the  historic  way  of  doing  it?  I  thought 
first  in  terms  of  doing  it  that  way.  I 
began,  however,  then  to  think  of  what  it 
would  cost  revenuewise  to  accomplish 
as  much  inducement,  incentive,  as  is  pro¬ 
vided  in  a  7-  or  8 -percent  investment 
credit.  We  would  have  to  provide,  Mr. 
Chairman,  about  an  80-percent  increase 
per  year  in  the  amount  of  allowable 
depreciation  in  order  to  accomplish  as 
much  encouragement  as  would  be  given 
by  a  7-percent  investment  tax  credit. 

What  do  we  do  if  we  shorten  the  lives 
under  depreciation?  If  we  shorten  them 
to  a  point  that  does  not  actually  reflect 
the  useful  life  of  the  equipment,  we 
reduce  the  tax  through  rules  that  are 
not  a  true  reflection  of  the  value  in  a 
taxpayer’s  hands  on  these  assets;  you 
are  subsidizing  that  way,  Mr.  Chairman, 
just  as  much  as  you  are  subsidizing 
under  an  investment  credit  and  at  far 
more  current  cost. 

How  will  the  investment  credit  work? 
Consider  a  businessman  who  decides 
.  that  because  the  average  life  of  his 
equipment  is  going  up  while  foreign 
competitors  are  getting  new  equipment, 
his  equipment  should  be  replaced  with 
something  more  modern.  He  cuts  down 
his  per-unit  cost  through  the  use  of  this 
better  equipment. 

Let  us  say  he  buys  $1,000  worth  of 
equipment.  Under  this  amendment,  Mr. 
Chairman,  we  would  say  that  for  invest¬ 
ments  made  after  December  31  of  last 
year,  he  may  take  7  percent  of  the 
$1,000,  or  $70,  as  a  credit  actually 
against  the  tax  that  he  owes.  But  in 
order  to  prevent  the  undue  use  of  the 
credit  by  those  who  are  the  biggest,  the 
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turers.  National  Small  Businessmen’s 
Association,  and  the  U.S.  Junior  Cham¬ 
ber  of  Commerce. 

A  recent  survey  by  Wall  Street  Jour¬ 
nal  disclosed  that  of  68  companies  sur¬ 
veyed,  only  one  believed  that  the  credit 
would  have  a  significant  effect  on  major 
expansion  programs. 

On  February  23,  1962,  the  AFL-CIO 
executive  council  issued  the  following 
statement: 

The  AFL-CIO  has  strongly  and  vigorously 
opposed  the  investment  tax  credit  proposal 
as  one  that  would  grant  a  major  tax  wind- 
faU  to  corporations  without  accomplishing 
its  basic  purpose  of  increasing  the  efficiency 
of  American  productive  capacity. 

I  oppose  section  2  of  the  bill  for  many 
reasons,  the  principal  ones  being  that  it 
will  not  accomplish  the  results  sought  to 
be  attained;  that  it  is  highly  discrimin- 
inatory  between  taxpayers;  and  that  it 
is  a  billion-dollar-plus  experiment  of  at 
least  doubtful  value  which  cannot  be  af¬ 
forded  by  the  United  States  at  a  time 
when  its  budget  is  out  of  balance  and  in 
the  red  to  the  extent  of  some  $8  to  $10 
billion.  It  is  like  injecting  an  untested 
drug  into  a  very  sick  patient  instead  of 
applying  a  known  and  tested  remedy — 
such  as  realistc  and  liberalized  depreci¬ 
ation  which  would  be  fair  and  uniform 
to  all  segments  of  our  industrial  life.  In¬ 
vestment  credit  is  in  itself  a  loophole 
and  a  windfall  to  taxpayers  who  have 
lagged  behind  their  competitors  in  plant 
modernization,  and  definitely  discrimi¬ 
nates  against  and  penalizes  taxpayers 
who  have  expanded  and  modernized 
their  plants  and  equipment,  mostly  up¬ 
on  borrowed  money.  I  predict  that  if 
this  section  is  enacted  into  law,  it  will 
be  repealed  within  2  years. 

The  administration’s  approach  to  tax 
reform  as  evidenced  by  section  2  of  this 
bill  cannot  provide  this  Nation  with  a 
tax  structure  that  will  insure  continued 
healthy  and  noninflationary  economic 
growth.  It  only  serves  to  pile  complex¬ 
ity  upon  complexity  for  the  citizens  who 
must  cope  with  a  tax  code  already  much 
too  complex.  The  answer  to  our  tax 
problems  will  not  be  found  in  patchwork 
legislation. 

In  my  judgment,  which  is  shared  by 
economists  and  business  organizations 
throughout  the  Nation,  a  far  'better  ap¬ 
proach  to  a  sound,  fair,  nondiscrimina- 
tory  tax  reform  program  is  contained 
in  H.R.  2030  and  H.R.  2031,  the  bills 
which  have  been  sponsored  by  my  dis¬ 
tinguished  colleague  from  Florida  and 
myself  for  the  past  4  years,  known  as 
the  Herlong-Baker  bill.  I  hope  and  be¬ 
lieve  that  in  the  reasonably  near  fu¬ 
ture  the  House  of  Representatives  will 
have  an  opportunity  to  debate  and  work 
its  will  on  the  Herlong-Baker  bill,  which 
deals  realistically  with  the  entire  tax 
structure  and  provides  for  gradual  tax 
reduction  over  a  5-year  period  at  all 
levels  and  which  is  geared  to  a  balanced 
budget;  but  due  to  the  legislative  situa¬ 
tion  and  the  closed  rule  under  which  we 
are  considering  the  present  legislation 
we  cannot  today  vote  on  the  Herlong- 
Baker  bill. 

Let  us  return  to  further  discussion  of 
the  administration’s  investment  credit 
approach,  which  Leon  Keyserling,  Chair¬ 


man  of  the  Council  of  Economic  Ad¬ 
visers  under  President  Truman,  calls  a 
tax  bonanza,  a  windfall  or  bonanza  des¬ 
ignated  and  pictured  by  a  Scripps- 
Howard  nationwide  newspaper  pictorial 
editorial  as  a  giant  loophole  in  the  right 
church  but  in  the  wrong  pew. 

Under  the  most  favorable  estimates 
of  the  Treasury,  this  windfall  will  cost 
the  taxpayers  about  $1.2  billion  in  1963 
and  an  average  of  about  $1.5  billion 
thereafter,  and  this  grant,  gift,  or  sub¬ 
sidy  will  never  be  recouped  by  the  Treas¬ 
ury.  On  the  contrary,  the  tax  money 
permitted  to  be  retained  by  taxpayers 
under  depreciation  for  plant  and  equip¬ 
ment  modernization  and  replacement  is 
only  a  revenue  lag  and  will  all  be  re¬ 
turned  to  the  Treasury  as  the  asset  be¬ 
comes  fully  depreciated. 

How  does  it  work?  In  simple  terms 
it  says  that  the  Government  will  pay 
7  percent  of  the  cost  of  any  new  de¬ 
preciable  property — excluding  real 
estate — put  into  use  by  the  taxpayer. 
This  includes  any  new  equipment  put 
into  use  since  the  first  of  this  year.  It 
includes  equipment  that  may  be  on 
order  or  that  the  taxpayer  would  buy 
whether  or  not  Congress  approves  this 
subsidy.  One  company  alone  will  re¬ 
ceive  a  subsidy  of  over  $80  million  a 
year  for  expenditures  which  must  be 
made  regardless  of  the  credit.  It  even 
includes  equipment  for  gambling  casinos, 
bars,  and  racehorses.  If  the  taxpayer 
acquires  $100,000  of  new  equipment,  the 
Government  pays  him  $7,000 — 7  per¬ 
cent — by  permitting  him  to  reduce  his 
tax  payment  by  this  amount.  Even 
though  the  taxpayer  paid  only  $93,000 
of  his  own  money  for  the  equipment, 
he  can  put  it  in  his  books  at  $100,000 
and  he  will  get  this  amount  back  through 
depreciation. 

The  provision  permitting  either  the 
lessor  or  lessee  of  property  to  utilize  the 
credit  at  the  election  of  the  lessor  creates 
a  further  loophole.  A  deduction  or 
credit  of  this  magnitude  should  not  be 
left  for  trading  between  taxpayers.  In 
the  case  of  leasing  companies,  the  in¬ 
vestment  credit  is  tantamount  to  a  50 
percent  tax  deduction  or  an  effective  tax 
rate  of  26  percent.  Why  give  a  tax  in¬ 
centive  to  some  segments  of  the  economy 
and  not  to  all  segments  of  the  econ¬ 
omy?  For  example,  the  bill  in  its  last 
minute  form  extends  the  investment 
credit  to  transient  hotels  and  motels,  but 
not  to  residential  hotels,  apartments,  or 
other  rental  housing.  Do  we  have  any 
assurance  that  these  substantial  tax 
savings  will  be  passed  on  to  the  tenants 
and  occupants  of  motels  and  transient 
hotels,  and  if  that  should  result,  which 
is  extremely  doubtful,  why  should  it  not 
extend  to  the  tenants  and  occupants  of 
apartment  houses,  residential  hotels,  and 
other  rental  housing.  Is  it  planned  that 
we  should  became  a  nation  of  tran¬ 
sients? 

When  this  investment  credit  was  first 
proposed  to  the  committee,  I  assumed 
that  it  would  be  a  temporary  shot  in  the 
arm — perhaps  of  1  or  2  years’  duration — 
and  was  somewhat  intrigued  by  the  idea, 
but  that  is  not  the  case.  It  is  the  an¬ 
nounced  policy  of  the  administration 
that  the  investment  credit  is  to  be  a  part 


of  our  permanent  tax  structure  and  that 
has  been  the  history  of  our  hodgepodge 
tax  laws.  Once  a  provision  becomes  a 
part  of  the  tax  structure,  it  remains 
almost  an  immutable  as  the  law  of  the 
Medes  and  the  Persians.  I  strongly  rec¬ 
ommend  that  section  2  of  the  bill  be 
eliminated  at  a  saving  of  $iy2  billion  to 
our  overburdened  taxpayers  before  it 
becomes  even  a  temporary  part  of  our 
already  too  complex  and  inequitable  tax 
structure. 

I  am  just  as  strongly  opposed,  perhaps 
even  more  opposed,  to  section  19  of  the 
bill,  which  in  order  to  pay  a  part  of  the 
price  of  this  billion-and-a-half-dollar 
bonanza  would  impose  a  20-percent  with¬ 
holding  tax  on  interest,  dividends,  and 
patronage  dividends. 

The  very  able  Commissioner  of  Inter¬ 
nal  Revenue  recently  estimated  that 
when  we  count  only  payments  of  $10  or 
more,  there  will  be  more  than  350  million 
savings  and  shareholder  accounts  that 
will  be  subject  to  withholding.  This  pro¬ 
vision  strikes  at  the  very  heart  of  the 
voluntary  compliance  system  of  tax  col¬ 
lection  of  which  we  in  the  United  States 
are  justifiably  proud.  It  is  conserva¬ 
tively  estimated  that  there  will  be  more 
than  500  million  dividend  and  interest 
accounts  which  are  affected  by  this  pro¬ 
vision. 

The  most  harmful  effect  of  withhold¬ 
ing  will  be  in  the  field  of  series  E  bonds, 
redemptions  of  which  in  February  1962 
exceeded  purchases.  Let  us  see  how  it 
will  work.  A  man  or  a  woman,  or  a  child, 
by  the  exercise  of  thrift  and  economy 
has  purchased  series  E  bonds  periodically 
and  methodically,  let  us  say  a  $75  bond 
every  month,  expecting  to  receive  under 
the  law  at  maturity  date  of  about  8  years 
the  sum  of  $100.  He  or  she  proudly 
walks  up  to  the  teller’s  window  in  the 
bank  and  instead  of  receiving  $100,  he  or 
she  receives  $95,  without  any  withhold¬ 
ing  certificate  but  only  the  assurance 
that  if  this  $5  is  not  subject  to  Federal 
income  tax,  he  or  she  can  file  a  claim  for 
a  refund,  or  if  he  or  she  does  not  rea¬ 
sonably  expect  that  the  $5  will  be  sub¬ 
ject  to  tax,  he  can  sign  a  certificate  to 
that  effect— which  many  would  put  in 
the  category  of  a  pauper’s  oath — and  re¬ 
ceive  the  full  $100.  The  withholding 
agent  sends  the  $5  to  the  Treasury,  along 
with  countless  other  $5,  $2,  and  $1  bills, 
and  in  many  instances  less  than  $1,  with¬ 
out  even  telling  the  Treasury  from  whom 
this  money  was  taken. 

In  my  considered  judgment,  resent¬ 
ment  would  build  up  to  such  extent  that 
the  entire  series  E  program  will  be  im¬ 
periled,  and  so  it  will  be  with  millions  of 
honest  small  investors  in  savings  ac¬ 
counts,  stockholders  of  corporations, 
large  and  small,  dividend  recipients  of 
savings  and  loan  associations,  mutual 
savings  banks,  and  coperatives. 

I  have  received  thousands  of  letters 
from  constituent  taxpayers  expressing 
the  deepest  concern  and  resentment  and 
the  strongest  opposition  to  this  with¬ 
holding  tax  provision.  Retired  couples 
and  those  approaching  retirement  have 
invested  small  sums  over  the  years  in 
stocks  and  savings  accounts  to  supple¬ 
ment  their  social  security  payments  and 
retirement  income,  with  every  dollar  of 
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outgo  for  food,  clothing,  medicine,  and 
lodging  budgeted.  They  justifiably  feel 
that  the  long  arm  of  the  tax  collector 
should  not  be  permitted  to  reach  into 
their  dividend  payments  every  3  months 
and  their  savings  accounts  every  3  to  6 
months  and  appropriate  even  such  com¬ 
paratively  smal  amounts  as  $5  or  $1,  or 
20  cents.  They  say  that  their  meager 
budgets  for  subsistence  will  have  to  be 
adjusted  downward  and  they  don’t  know 
whether  to  start  cutting  down  on  their 
food,  clothing,  medicine,  or  their  Christ¬ 
mas  savings. 

By  and  large,  the  American  taxpayer 
is  honest  and  pays  the  tax  due  on  inter¬ 
est  and  dividends,  and  the  small  per¬ 
centage  of  those  individuals  who  have 
failed  to  do  so  would  gladly  pay  this  tax 
voluntarily,  if  liability  existed,  when  in¬ 
formed  that  the  income  from  interest 
and  dividends  must  be  included  in  gross 
income.  A  simple  statement  on  the  tax 
forms,  italicized  or  in  red  ink,  calling 
attention  to  the  fact  that  interest  and 
dividends  must  be  included  would  cause 
all  honest  taxpayers  to  include  in  their 
gross  income  the  amounts  they  receive 
by  way  of  interest  and  dividends.  If  a 
taxpayer  is  dishonest  and  intends  to 
evade  this  comparatively  small  tax,  he 
would  not  hesitate  to  sign  a  statement 
that  he  does  not  reasonably  expect  this 
payment  to  be  subject  to  the  payment 
of  Federal  income  tax.  In  addition,  we 
passed  a  law  last  year  requiring  each 
taxpayer  to  have  a  number  to  assist 
Internal  Revenue  to  find  the  cheaters; 
and  they  can  and  will,  and  I  want  them 
to  find  the  cheaters. 

The  only  argument  used  in  favor  of 
this  proposed  law  is  that,  since  there  is 
withholding  on  salaries  and  wages,  there 
should  also  be  withholding  on  dividends 
and  interest.  On  its  face  this  is  a  good 
argument,  but  it  is  a  specious  one.  In 
the  case  of  withholding  on  salaries  and 
wages,  there  is  only  one  employer-em¬ 
ployee  relationship  at  any  one  time 
during  the  taxable  year.  The  employee 
is  permitted  to  claim  any ,  exemptions 
to  which  he  might  be  entitled.  The  rate 
of  withholding  on  the  employee  takes 
into  account  his  normal  deductions. 
Even  with  these  safeguards,  the  Treas¬ 
ury  processes  more  than  40  million  re¬ 
fund  claims  annually  resulting  from 
overwithholding  on  salaries  and  wages. 

I  previously  stated  that  the  Commis¬ 
sioner  of  Internal  Revenue  estimated 
that  there  were  more  than  350  million 
interest  and  dividend  accounts  which 
would  be  affected  by  withholding  if  ap¬ 
plied  only  to  payments  of  $10  or  more. 
When  we  add  to  this  number  the  hold¬ 
ers  of  U.S.  savings  bonds,  the  patrons 
of  cooperatives,  recipients  of  interest  or 
dividends  from  insurance  companies,  and 
many  other  sources,  there  will  be  at 
least  500  million  accounts  subject  to 
withholding. 

The  American  Bankers  Association  in¬ 
forms  us  that  two-thirds  of  the  recipi¬ 
ents  of  interest  from  savings  accounts 
receive  $12  or  less  per  year.  Let  us  say 
that  a  saver  receives  $10  a  year  in  inter¬ 
est  or  dividends,  payable  quarterly. 
Fifty  cents  a  quarter  would  be  withheld. 
Would  that  individual  saver  go  to  the 
trouble  and  redtape  of  filing  a  claim  for 


refund  every  quarter  for  50  cents,  or 
would  he  say  just  let  the  tax  collector 
keep  the  50  cents,  even  though  I  may  not 
be  liable  for  tax;  thus,  unjustly  enrich¬ 
ing  the  Treasury;  or,  would  he  withdraw 
his  savings  and  keep  them  in  cash  in  his 
sock,  under  the  mattress,  or  in  a  safety 
deposit  box;  or  buy  tax  exempt  bonds — 
upon  which  there  would  be  no  withhold¬ 
ing — even  if  he  had  to  buy  these  bonds 
on  the  monthly  payment  plan.  I  am  not 
talking  about  the  extreme  case,  I  am 
talking  about  tKe  usual  case. 

Bearing  in  mind  that  there  are  cur¬ 
rently  40  million  claims  for  refunds  on 
withholding  from  salaries  and  wages,  the 
amount  of  refund  claims  under  this  sec¬ 
tion  19  would  be  astronomical.  Treas¬ 
ury  would  have  to  employ  thousands  of 
persons  to  even  look  over  the  claims, 
much  less  process  them. 

I  strongly  urge  that  section  19  be  elim¬ 
inated  from  the  bill. 

And  now,  let  us  discuss  very  briefly 
not  only  the  overall  budgetary  effect  of 
the  motion  to  recommit,  which  I  believe 
I  have  portrayed  rather  fully,  but  also  its 
immediate  effect  on  fiscal  year  1963. 

If  we  strike  section  2 — the  investment 
credit  provision — we' save  $1.1  billion  in 
fiscal  year  1963. 

Section  19 — the  withholding  section — 
is  estimated  to  produce  $170  million  in 
fiscal  year  1963.  Simple  arithmetic 
shows  a  saving  of  $940  million  to  the 
taxpayers  in  the  year  just  ahead,  which 
begins  July  1,  1962. 

This  is  a  lot  of  money  and  is  not 
chickenfeed  in  my  concept  of  govern¬ 
ment  and  finance. 

I  urge  you  to  join  me  in  voting  for  the 
motion  to  recommit,  and  to  give  the  over¬ 
burdened  American  taxpayer,  John  Q. 
Public,  a  billion-dollar  ease  on  his  tax 
burden.  With  this  burden  removed  from 
his  shoulders,  he  will  walk  a  bit  straight- 
er  in  the  hope  that  further  relief  may  be 
in  store  for  him  in  the  years  ahead. 

Mr.  POFF.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  BAKER.  I  yield  to  the  gentleman 
from  Virginia. 

Mr.  POFF.  Did  I  understand  the  gen¬ 
tleman  correctly  to  say  that  he  would 
offer  no  substitutes  for  sections  2  and 
19? 

Mr.  BAKER.  I  did  not  so  state.  I 
shall  restate  what  the  motion  to  recom¬ 
mit  will  be.  It  will  simply  be  to  direct 
the  Ways  and  Means  Committee  forth¬ 
with  to  eliminate  section  2  of  the  bill, 
which  is  the  investment  credit  provision, 
and  to  eliminate  section  19  of  the  bill 
which  is  the  withholding  tax  provision. 
That  leaves  the  balance  of  the  bill  intact. 
That  will  be  the  motion  to  recommit. 
We  substitute  nothing. 

Mr.  HARVEY  of  Indiana.  Mr.  Chair¬ 
man,  will  the  gentleman  yield? 

Mr.  BAKER.  I  yield. 

Mr.  HARVEY  of  Indiana.  I  have 
listened  with  a  great  deal  of  interest  to 
the  debate  on  this  bill.  I  was  consider¬ 
ably  disturbed  by  a  statement  made 
earlier  that  many  millions  of  dollars  are 
escaping  the  tax  collector  through  the 
fact  we  are  not  withholding  on  dividends 
and  interest. 

I  wonder  if  the  gentleman  could  en¬ 
lighten  me  as  to  how  this  is  happening. 


How  could  this  many  escape  the  tax 
collector? 

Mr.  BAKER.  I  may  say  to  the  gen¬ 
tleman  I  have  covered  that  in  the  body  of 
my  remarks.  It  is  my  judgment  very 
few  recipients  of  interest  and  dividends 
intentionally  fail  to  include  them  in  their 
gross  income.  There  is  an  educational 
campaign  going  on,  and  there  are  various 
things  in  italics  of  red  ink  that  you  must 
include  interest  and  dividends  in  your 
gross  income.  This  would  solve  most  of 
the  problem.  All  honest  taxpayers 
would  do  it  and  a  few  dishonest  ones 
would  not  be  deterred  by  what  the  able 
chairman  says  about  the  signing  of  a 
certificate  he  does  not  reasonably  ex¬ 
pect  that  he  will  be  subject  to  a  tax. 
He  would  sign  it  just  the  same. 

Mr.  ALGER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  BAKER.  I  yield  to  the  gentleman 
from  Texas. 

Mr.  ALGER.  I  think  the  gentleman’s 
answer  is  excellent.  I  would  add  to  that 
if  it  is  not  also  true  we  have  taxpayer 
identification  numbers,  automatic  data 
processing,  the  cost  of  which  is  being 
borne  by  the  taxpayers,  and  this  would 
trip  them  up  if  they  should  evade  pay¬ 
ing  their  taxes.  This  is  now  being  fol¬ 
lowed  by  the  administration. 

Mr.  BAKER.  I  may  say  to  the  gentle¬ 
man  that  only  last  year  our  committee 
reported  and  the  Congress  passed  a  bill 
numbering  every  taxpayer  in  the  United 
States.  You  are  all  numbered,  and  every 
dividend  above  $10  dollars  under  exist¬ 
ing  law  is  recorded  now  in  the  Internal 
Revenue  Department.  It  can  be  col¬ 
lected.  Under  this  withholding  there 
will  be  hundreds  of  millions  of  claims 
for  refunds  that  will  cost  the  Govern¬ 
ment  a  great  deal,  and  they  will  need 
thousands  of  additional  employees.  I 
think  this  would  cause  more  loss  than 
the  series  E  bond  program. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  15 
minutes  to  the  gentleman  from  New 
York  [Mr.  Keogh]  . 

(Mr.  KEOGH  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  KEOGH.  Mr.  Chairman,  I  must 
first  and  immediately  pay  my  deep  and 
abiding  respects  to  the  very  distinguished 
and  dedicated  chairman  of  the  Commit¬ 
tee  on  Ways  and  Means,  who  on  occa¬ 
sion  even  takes  on  some  of  the  aspects 
of  a  slavedriver,  but  at  least  we  take 
comfort  from  the  fact  he  drives  no  one 
harder  than  he  is  willing  to  work  him¬ 
self.  It  is  my  prediction,  Mr.  Chairman, 
when  this  year  and  this  Congress  will 
have  come  to  an  end  he  will  have  erected 
for  himself  and  for  his  committee  and 
for  the  Congress  a  legislative  monument 
that  will  remain  resplendent  for  many 
years  to  come. 

I  would  also  like  to  pay  my  respects 
to  his  small  but  dedicated  and  efficient 
staff,  beginning  with  the  very  able  and 
dedicated  Chief  Counsel  Leo  H.  Irwin, 
and  the  very  able  and  dedicated  assist¬ 
ant  chief  counsel,  John  M.  Martin,  Jr., 
and  going  down  or  up  through  the  rest 
of  their  capable  and  hardworking  staff 
to  the  genial  and  ever  helpful  and  co¬ 
operative  Walter  Little  and  Hughlon 
Greene,  as  well  as  to  the  staff  of  the 
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Joint  Committee,  the  Legislative  Coun¬ 
sel's  office,  Secretary  Dillon,  and  Under¬ 
secretary  Fowler  and  Assistant  Secre¬ 
tary  Stanley  Surrey,  who  have  on  occa¬ 
sion  displayed  with  and  to  the  commit¬ 
tee  a  great  patience,  perseverance  and 
understanding. 

I  address  myself  to  the  provisions  of 
section  8  of  the  bill  dealing  with  the 
taxation  of  mutual  thrift  institutions. 

In  the  legislative  process,  decisions 
must  be  reached.  In  any  piece  of  com¬ 
plicated  legislation,  no  Member  of  Con¬ 
gress  is  able  to  dictate  that  each  portion 
of  the  bill  should  come  out  exactly  ac¬ 
cording  to  his  own  preferences.  The 
Revenue  Act  of  1962  is  an  excellent  bill 
overall  and  it  will  deal  with  the  problem 
of  improving  our  rate  of  capital  growth 
and  the  growth  of  national  productivity. 

The  incentive  to  capital  growth  will 
come  primarily  from  the  investment 
credit.  If  we  are  to  devote  more  of  our 
national  output  to  providing  capital 
goods,  however,  there  will  be  less  avail¬ 
able  somewhere  else.  This  is  the  matter 
of  paying  for  the  credit.  The  revenue- 
increasing  portions  of  the  bill  include 
many  sound  reforms  of  our  present  tax 
structure  such  as  the  elimination  of  the 
large-scale  tax  evasion  with  respect  to 
dividend  and  interest  income. 

Before  commenting  on  the  specifics  of 
the  mutual  thrift  provisions  of  the  bill, 
I  would  like  to  indicate  generally  the 
problem  presented  to  the  Committee  on 
Ways  and  Means  in  this  area  and  the 
committee’s  general  approach  to  the 
solution  of  this  problem. 

The  committee  was  not  impressed  with 
the  extreme  position  taken  by  the  com¬ 
mercial  bankers  that  mutual  thrift  in¬ 
stitutions  should  be  taxed  under  the 
same  rules  applicable  to  commercial 
banks.  There  were  three  main  reasons 
for  not  accepting  this  argument.  In  the 
first  place,  a  mutual  thrift  institution  is 
quite  different  from  a  commercial  bank. 

A  commercial  bank  provides  a  wide 
range  of  services  not  provided  by  mutual 
thrift  institutions.  A  commercial  bank’s 
time  deposit  business  is  largely  an  extra 
which  they  provide  for  people  who  will 
be  in  the  bank  on  checking  account  busi¬ 
ness  anyway.  A  mutual  thrift  institu¬ 
tion  is  primarily  concerned  with  invest¬ 
ment  of  savings  and  it  makes  no  pretense 
of  offering  one-stop  banking  services  as 
does  the  commercial  bank.  The  degree 
of  competition  between  these  two  types 
of  organizations  has  been  vastly 
exaggerated. 

A  further  difference  between  the  com¬ 
mercial  banks  and  mutual  thrift  institu¬ 
tions  has  to  do  with  the  source  of  funds. 
Any  commerical  organization  has  access 
to  capital  markets  as  a  source  of  growth 
funds,  a  source  not  available  to  mutual 
organizations.  Fair  tax  treatment  re¬ 
quires  that  this  difference  be  taken  into 
account. 

Finally,  the  lending  and  investment 
policies  of  the  two  types  of  organization 
are  quite  different.  The  mutual  thrift 
institutions  are  primarily  concerned  with 
investment  in  long-term  real  estate 
mortgages.  The  commercial  hanks  on 
the  other  hand  have  a  variety  of  pros¬ 
pective  investments,  mostly  short  term, 
and  they  clearly  regard  the  investment 


in  home  mortgages  as  of  very  minor  im¬ 
portance.  This  last  fact  is  clear  in  the 
record  of  commercial  bank  lending  in 
periods  of  tight  credit.  In  1957  while 
the  aggregate  increase  of  financial  insti¬ 
tutions  in  ownership  of  nonfarm  home 
mortgages  was  close  to  $9  billion,  com¬ 
mercial  banks  increased  their  holdings 
of  these  mortgages  by  only  one-tenth  of 
$1  billion,  slightly  over  1  percent  of  the 
total  amount  of  new  home  mortgage 
money.  That  same  pattern  was  repeated 
in  the  tight  credit  period  of  1960.  When 
the  total  increased  investment  in  non¬ 
farm  home  mortgages  was  $11  billion, 
the  commercial  banks  increased  their 
holdings  in  these  assets  by  one-tenth  of 
$1  billion. 

In  both  of  these  periods  the  commer¬ 
cial  banks  took  in  a  large  part  of  the 
growth  in  savings  deposits,  $5  billion  in 
1957  and  $4  billion  in  1960.  The  point 
is  simply  that  in  these  periods  of  tight 
credit  they  had  other  things  to  do  with 
the  new  money  deposited  in  savings  ac¬ 
counts  than  to  supply  funds  to  the  home 
construction  industry.  In  periods  of 
tight  credit  or  easy  credit,  however,  the 
mutual  thrift  institutions  have  continued 
to  place  80  to  90  percent  of  their  deposit 
growth  in  increased  ownership  in  home 
mortgages. 

This  difference  in  investment  policy 
emphasizes  the  point  that  a  mutual 
thrift  institution  is  a  different  kind  of 
organization  from  a  commercial  bank 
but  it  emphasizes  also  that  the  matter 
of  investment  losses  is  quite  different  be¬ 
tween  the  two  types  of  organizations. 
Home  mortgage  investments  are  long¬ 
term  investments  with  different  risk 
characteristics  than  short-term  com¬ 
mercial  paper.  It  was  clear  to  the  Com¬ 
mittee  on  Ways  and  Means  that  loss 
reserve  provisions  applicable  to  loss  ex¬ 
perience  on  commercial  paper  have  no 
relevance  to  an  appropriate  reserve  on 
long-term  real  estate  loans. 

Actually  there  is  no  certain  formula 
that  will  tell  us  ,T7hat  is  the  exactly 
appropriate  loss  reserve  for  long-term 
real  estate  loans.  The  very  uncertainty 
of  these  losses  is  the  problem.  In  ap¬ 
proaching  this  question,  the  committee 
took  the  approach  of  analyzing  various 
reserve  formulas  in  terms  of  their  impact 
on  the  supply  of  home  mortgage  funds. 

In  this  light,  I  have  no  doubt  that  the 
Congress  was  wise  in  1951  in  adopting 
the  12-percent  formula  in  connection 
with  the  bad  debt  reserve  provision  of 
mutual  thrift  institutions.  The  prin¬ 
cipal  consequence  of  this  decision  of  the 
Congress  was  the  development  of  a 
flourishing  savings  institution  that  has 
provided  a  steady  flow  of  funds  to  the 
housing  industry.  It  is  largely  because 
of  the  strength  of  these  mutual  institu¬ 
tions  that  the  construction  industry  has 
been  able  to  flourish  through  periods  of 
tight  credit  when  the  commercial  banks 
have  other  things  to  do  with  their  money 
as  they  had  in  1957  and  1960.  The 
growth  itself,  I  might  add,  has  brought 
its  problems  to  these  institutions, 
namely,  the  revival  of  the  tax  issue. 

Applying  this  test  of  results  to  the 
question  of  what  should  the  loss  reserve 
be  in  1963,  it  was  clear  to  the  committee 
that  any  loss  reserve  such  as  that  pro¬ 


posed  by  the  commercial  banks  would 
very  adversely  affect  the  rate  of  home 
building,  and  through  this,  it  would  seri¬ 
ously  depress  the  construction  industry. 
I  need  hardly  add  that  the  health  of  the 
construction  industry  has  historically 
been  crucial  to  the  health  of  the  econ¬ 
omy. 

While  the  commercial  bank  proposal 
was  too  harsh,  it  must  also  be  said  that 
1963  will  be  different  from  1951,  and  the 
reserve  provision  that  served  well  in  the 
fifties  might  be  overly  generous  now. 
The  Ways  and  Means  Committee  reached 
a  new  reserve  formula  that  is  reason¬ 
able  to  the  circumstances.  It  will  im¬ 
pose  a  substantial  tax  burden  on  the 
mutual  thrift  institutions  but  still  one 
that  can  be  handled  without  serious  re¬ 
percussions  on  the  flow  of  funds  into 
home  mortgages. 

At  current  levels  of  activity,  the  mu¬ 
tual  thrift  institutions  will  be  earning,  in 
1963,  income  of  about  $1  billion  a  year, 
after  the  deduction  for  interest  and  divi¬ 
dends  to  depositors  but  before  any  re¬ 
serve  provision.  Under  the  60-percent 
reserve  formula  under  the  bill,  which 
will  be  the  usual  formula  for  computing 
the  reserve  deduction,  the  tax  will  be 
close  to  $200  million.  This  will  mean 
that  combining  the  addition  to  the  loss 
reserves  and  the  income  after  tax,  the 
mutual  thrift  institutions  will  be  able 
to  add  to  capital  accounts  about  $800 
million  under  the  new  bill. 

In  recent  years  the  annual  growth  in 
deposits  in  the  mutual  thrift  institu¬ 
tions  has  been  building  toward  $10  bil¬ 
lion  a  year  and  the  mutual  thrift  insti¬ 
tutions  have  been  able  to  maintain,  in 
the  aggregate,  about  8  percent  of  these 
deposits  in  their  capital  accounts,  that 
is,  in  capital,  surplus,  and  loss  reserves. 
They  have  considered  that  this  8-per¬ 
cent  capital  ratio  was  adequate  to  the 
increased  risk  exposure  involved  in  this 
rapid  rate  of  growth. 

As  I  have  indicated,  under  the  bill, 
the  amount  that  the  institutions  will  be 
able  to  add  to  their  capital  accounts  will 
be  approximately  8  percent  of  the  pros¬ 
pective  increase  in  deposits.  This  means 
that  the  mutual  thrift  institutions  in  the 
aggregate  will  have  sufficient  funds  after 
taxes  to  maintain  the  kind  of  growth 
that  they  have  had  in  the  past.  The  tax 
under  the  bill  will  not,  therefore,  force 
the  institutions  to  cut  dividend  rates  or 
to  take  other  steps  that  will  materially 
affect  their  growth  rate.  The  bill  will 
not  have  any  appreciable  effect  on  the 
availability  of  home  financing. 

Mr.  Chairman,  I  now  direct  my  re¬ 
marks  to  section  4  of  the  bill. 

The  bill  provides  that  a  deduction  for 
entertainment  expenses  will  be  allowed 
only  to  the  extent  that  the  taxpayer 
establishes  that  the  expense  was  directly 
related  to  the  active  conduct  of  his  trade 
or  business.  Under  the  amended  law, 
the  taxpayer  must  show  a  greater  degree 
of  proximate  relation  between  the  ex¬ 
penditure  and  his  trade  or  business  than 
is  required  under  present  law.  He 
must  show  more  than  a  general  expecta¬ 
tion  of  deriving  some  income  at  some 
indefinite  future  time.  He  will  not  be 
required  to  show  that  income  actually  re- 
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suited  for  every  allowable  entertain¬ 
ment  expenditure,  however. 

It  was  the  committee’s  intention  that 
the  taxpayer  show  that  the  anticipated 
benefit  to  the  taxpayer’s  business  wras 
sufficient  reasonably  to  justify  the  ex¬ 
pense  for  the  entertainment.  It  was  not 
the  intention  of  the  committee  to  disal¬ 
low  expenses  for  good-will  entertaining 
but  rather  to  permit  IRS  to  question  the 
business  wisdom  of  any  entertainment 
expense  and  its  ultimate  disallowance  if 
the  prospects  of  the  expense  ultimately 
benefiting  the  business  of  the  taxpayer 
were  remote.  Thus,  entertainment  ex¬ 
penses  must  be  reasonably  expected  to 
increase  or  benefit  the  business  of  the 
taxpayer.  A  test  would  be  whether  a 
prudent  man  in  a  similar  trade  or  busi¬ 
ness  might  reasonably  be  expected  to  in¬ 
cur  the  expense. 

Entertainment  under  circumstances 
facilitating  the  conduct  of  business  af¬ 
fairs  or  carrying  on  negotiations  or  dis¬ 
cussions  relating  thereto  would  ordinar¬ 
ily  be  expected  to  benefit  the  business. 
So  also  would  be  typical,  reasonable, 
good-will  entertainment  expenses  such  as 
“hospitality  suites,”  or  business  banquets, 
and  so  forth,  at  a  business  convention. 
The  committee  did  not  intend  to  disallow 
reasonable  good-will  entertaining  at  con¬ 
ventions  which  is  so  important  to  the 
economy  .of  many  communities  in  the 
United  States.  These  expenses  afford 
little  opportunity  for  fraud  since  the 
occurrence  of  a  convention  is  an  easily 
established  fact,  and  the  location  of  the 
convention  away  from  the  home  of  the 
taxpayer  as  a  general  rule  presents  little 
opportunity  for  the  taxpayer  to  entertain 
his  family  and  friends  rather  than  true 
business  associates.  Convention  enter¬ 
taining  is  perhaps  the  most  typical  type 
of  good-will  entertaining  by  businessmen. 
Generally,  this  type  of  entertaining  af¬ 
fords  the  taxpayer  the  best  opportunity 
to  create  good-will  among  his  customers 
or  prospective  customers  because  it  is  an 
occasion  when  his  customer  is  away  from 
home  and  business  and,  consequently, 
accessible  by  the  taxpayer. 

It  was  not  the  committee’s  intention 
to  disallow  good-will  entertaining  but 
merely  to  require  that  it  be  reasonable. 
Thus,  the  committee  never  indicated 
during  its  deliberation  as  suggested  by 
the  committee  report  that  the  absence 
of  the  taxpayer  or  his  representative 
from  the  entertainment  activity  would 
indicate  that  the  entertainment  was  not 
directly  related  to  the  conduct  of  the 
taxpayer’s  trade  or  business.  All  the 
facts  and  circumstances  pertaining  to 
the  entertainment  activity  would  have  to 
be  considered  to  determine  whether  a 
given  expenditure  was  so  related  to  busi¬ 
ness  as  to  be  deductible  under  this  sec¬ 
tion.  The  absence  of  the  taxpayer  from 
the  entertainment  activity  might  well 
indicate  that  the  taxpayer  could  expect 
little  business  advantage  from  the  ex¬ 
penditure.  On  the  other  hand,  other 
evidence  might  well  indicate  that  the 
expense  was  perfectly  reasonable  and  the 
anticipated  benefit  to  the  taxpayer’s 
business  quite  substantial  even  though 
the  taxpayer  were  absent  provided  good 
will  for  the  business  was  created  through 
the  expenditure. 


I  also  have  comments  on  section  4(b) 
of  the  bill. 

In  limiting  living  expenses  while  in 
travel  status  to  a  reasonable  allowance, 
it  is  the  intention  of  the  committee  that 
the  reasonableness  of  these  expenses  will 
depend  upon  the  facts  in  individual 
cases.  For  example,  criteria  or  stand¬ 
ards  such  as  the  locality  in  which  travel 
is  performed,  the  customary  and  usual 
standard  of  living  of  the  person  travel¬ 
ing,  the  purpose  of  the  travel,  and  the 
relationship  the  travel  expense  bears  to 
the  anticipated  benefit  to  the  taxpayer’s 
business  should  all  be  considered  as  fac¬ 
tors  for  determining  whether  an  allow¬ 
ance  is  reasonable  in  an  individual  case. 

I  now  want  to  talk  about  the  provision 
for  withholding  of  tax  on  dividend  and 
interest  income  which  is  provided  by  the 
committee  bill  and  which  is  involved  in 
the  recommittal  motion. 

This  is  the  feature  of  the  bill  which  is 
described  in  the  separate  views  of  the 
Republican  members  of  the  Ways  and 
Means  Committee  as  producing  “mas¬ 
sive  overwithholding.”  It  would  be  more 
accurate  to  describe  those  separate 
views  as  massive  misrepresentation. 

First  let  me  make  very  clear  the  prob¬ 
lem  with  which  these  withholding  pro¬ 
visions  deal.  At  the  present  time,  we 
estimate  that  there  is  nearly  $4  billion 
of  dividend  and  interest  income  an¬ 
nually  which  should  be  reported  as  tax¬ 
able  income  on  tax  returns  but  which 
is  not  reported.  The  tax  evasion  in¬ 
volved  in  this  failure  to  report  income  is 
over  $800  million.  This  estimate  of  $4 
billion  of  under-reporting  is  computed 
after  making  allowance  for  the  dividend 
and  interest  income  that  goes  to  tax- 
exempt  organizations  and  to  individuals 
whose  gross  income  is  so  small  that  they 
are  not  required  to  file  tax  returns.  The 
general  magnitude  of  this  figure  is  con¬ 
firmed  by  audit  samples  conducted  by 
the  Internal  Revenue  Service.  Four  bil¬ 
lion  dollars  is  the  amount  that  should 
be  on  tax  returns  but  is  not  there. 

The  separate  views  in  the  committee 
report  develop  the  argument  that  even¬ 
tually  this  tax  evasion  problem  can  be 
solved  by  more  intensive  use  of  informa¬ 
tion  returns  from  dividend  and  interest 
payors  which  can  be  matched  up  by  the 
Internal  Revenue  Service  with  individ¬ 
ual  tax  returns  to  find  out  whether  or 
not  the  dividend  and  interest  income 
which  is  reported  as  being  paid  has  also 
been  reported  as  received. 

As  a  mechanical  job,  .the  matching  of 
these  information  returns  on  any  com¬ 
prehensive  basis  is  simply  impossible 
manually  without  an  enormous  increase 
in  the  staff  of  the  Internal  Revenue 
Service.  Over  the  next  5  or  6  years,  the 
Internal  Revenue  Service  will  have  in¬ 
stalled  sufficient  automatic  data-process- 
ing  equipment  to  do  a  great  deal  of  this 
matching  of  information  returns  and  tax 
returns.  Even  if  we  were  content,  how¬ 
ever,  to  put  up  with  another  6  years  of 
massive  tax  evasion,  it  is  not  reasonable 
to  expect  the  Internal  Revenue  Service 
to  solve  this  underreporting  problem  by 
use  of  automatic  data  processing — 
ADP— alone.  In  the  first  place,  to  even 
make  a  pretense  of  doing  the  job  by  ADP 
the  banks,  for  example,  will  have  to  in¬ 


crease  enormously  the  number  of  infor¬ 
mation  returns  they  now  file  on  interest 
paid.  Presently,  they  file  one-half  mil¬ 
lion  information  returns  a  year.  This 
would  have  to  be  increased  to  150  million. 
This  is  admittedly  a  far  greater  adminis¬ 
trative  burden  on  the  banks  than  the 
burden  involved  in  the  withholding  pro¬ 
visions  of  this  bill. 

Let  us  assume,  however,  that  we  do 
follow  the  line  of  the  separate  views  and 
require  information  returns  on  all  in¬ 
terest,  and  which  with  the  present  in¬ 
formation  returns  on  dividends  would 
produce  about  250  million  information 
returns  to  be  matched  up  with  60  to  70 
million  individual  returns  every  year. 
If  the  Internal  Revenue  Service  acquires 
more  automatic  data  processing  equip¬ 
ment  than  they  plan  to  acquire  over  the 
next  6  years — and,  incidentally,  the 
present  Treasury  appropriation  bill  cuts 
back  on  the  present  plans — the  technical 
matching  problem  could  be  handled. 

Matching,  however,  does  not  produce 
revenue.  The  machines  will  turn  out  a 
list  of  discrepancies  which  would  have 
to  be  individually  processed.  The  dis¬ 
crepancies  might  be  explainable  in  a 
number  of  ways  besides  underreporting. 
These  various  discrepancies  would  have 
to  be  processed  initially  by  correspond¬ 
ence  and  in  many  cases  by  a  revenue 
agent;  and,  once  the  liability  was  estab¬ 
lished  clearly,  it  might  be  necessary  to 
invoke  the  deficiency  collection  proce¬ 
dures. 

All  of  this  would  mean  an  increase  in 
bureaucratic  redtape  and  would  call  for 
the  creation  of  more  jobs  in  the  Internal 
Revenue  Service.  As  a  believer  in  Gov¬ 
ernment  efficiency,  this  does  not  strike 
me  as  a  very  reasonable  way  to  collect 
tax  liability  on  individually  relatively 
small  amounts  of  dividends  and  interest. 
I  say  that  this  is  not  a  reasonable  way 
to  collect  the  tax  because  a  far  more 
reasonable  method — namely,  withhold¬ 
ing — is  at  hand  to  deal  with  the  largest 
part  of  this  underreporting  problem,  a 
method  that  will  bring  in  more  reyenue, 
presently  due  and  owing,  at  less  cost. 

Actually,  withholding  will  not  elimi¬ 
nate  all  of  the  underreporting  and  all 
of  the  tax  evasion.  Withholding  will 
be  at  the  rate  of  20  percent  and  it  will 
not  settle  the  tax  liability  of  individuals 
whose  rate  is  higher  than  20  percent  and 
who  have  unreported  dividend  and  in¬ 
terest  income.  Of  the  $800  million  plus 
of  revenue  that  is  lost,  we  estimate  that 
$650  million  will  be  recovered  through 
withholding.  Automatic  data  processing 
of  information  returns  is  the  efficient 
way  to  deal  with  the  remaining  larger 
tax  evasion  in  the  higher  tax  brackets 
where  the  revenue  involved  per  case  will 
justify  the  administrative  costs. 

For  the  mass  of  dividends  and  interest 
where  there  is  underreporting,  withhold¬ 
ing  is  a  simple  and  efficient  way  of  deal¬ 
ing  with  the  problem. 

As  a  technical  matter,  the  dividend 
and  interest  withholding  involved  in  the 
committee  bill  is  simple.  Partly  because 
of  the  newness  of  the  idea,  in  this  area 
some  people  have  assumed  that  this  is 
complicated  procedure  but  this  is  not 
the  case.  Consider  a  bank  that  presently 
pays  interest  of  4  percent.  Once  with- 
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holding  becomes  effective,  in  computing 
the  interest  to  be  added  to  any  passbook, 
it  would  simply  use  80  percent  of  this, 
that  is,  it  would  credit  interest  at  a  rate 
of  3.2  percent,  or  $32  on  a  $1,000  deposit. 
The  individual  need  only  divide  this  by 
4  to  find  that  $8  is  the  amount  of  interest 
that  has  been  withheld.  He  would  add 
this  to  the  $32  reported  as  gross  in¬ 
terest  income  and  he  would  take  credit 
for  the  $8  as  the  portion  of  his  final  tax 
liability  that  has  already  been  paid,  just 
as  he  takes  a  credit  for  taxes  withheld 
on  wages. 

So  far  as  the  actual  withholding  is 
concerned,  there  is  nothing  more  com¬ 
plicated  than  this.  The  bank  does  not 
have  to  submit  to  the  Government  de¬ 
tailed  records  of  how  much  was  paid  on 
each  account.  This  extra  reporting  by 
interest  payors  would,  however,  be  re¬ 
quired  if  we  rely  exclusively  on  ADP. 

The  provisions  in  the  committee  bill 
providing  special  treatment  for  cases 
where  there  is  apt  to  be  overwithholding 
are  also  quite  simple  in  application.  So 
far  as  exemption  certificates  are  con¬ 
cerned,  these  would  be  filed  by  all  indi¬ 
viduals  who  do  not  expect  to  have  any 
tax  liability  for  the  year.  An  individual 
who  has  an  appreciable  amount  of 
dividend  and  interest  income  is  required 
to  file  a  quarterly  estimate  and  pay 
tax  currently  if  he  reasonably  expects 
that  his  income  for  the  year  will  exceed 
certain  levels,  just  as  such  estimates 
are  called  for  under  present  law.  The 
exemption  procedure  certificate  is  simply 
the  other  side  of  this  coin.  It  is  virtually 
the  same  as  the  decision  an  individual 
makes  who  is  not  subject  to  wage  with¬ 
holding  and  who  determines  that  his  in¬ 
come  is  low  enough  that  he  does  not  have 
to  make  a  quarterly  estimate  of  tax. 

For  people  who  do  expect  to  have 
some  tax  liability  but  less  than  the 
amount  of  their  withholding,  the  bill 
provides  for  quarterly  refunds.  By  and 
large,  these  are  people  who  would  un¬ 
der  present  law  be  required  to  make 
quarterly  estimates  but  who  under  with¬ 
holding,  instead  of  having  additional 
amounts  to  pay  for  each  quarter,  would 
receive  a  refund  because  the  amounts 
withheld  would  have  exceeded  the  tax 
liability.  The  bill  sets  up  a  procedure 
for  calculating  this  quarterly  refund 
which  will  be  quite  simple  from  the  tax¬ 
payer’s  standpoint. 

For  corporations  and  tax-exempt  or¬ 
ganizations  that  might  be  subject  to 
withholding  on  amounts  that  they  re¬ 
ceive  in  excess  of  their  tax  liability  for 
the  year,  the  bill  contains  a  provision 
allowing  the  organization  to  calculate  its 
current  refund  entitlement  and  simply 
subtract  this  amount  from  money  that 
it  is  withholding  on  dividends,  interest, 
or  wages  and  would  otherwise  have  to 
pay  over  to  the  Treasury.  These  or¬ 
ganizations,  in  effect,  can  get  their  re¬ 
funds  immediately  by  a  simple  book¬ 
keeping  adjustment. 

This  withholding  system  is  efficient  as 
well  as  simple.  We  might  look  first  at 
the  matter  of  the  amount  of  over¬ 
withholding  that  will  be  produced. 
Presently,  there  are  approximately  50 
million  tax  returns  which  indicate  some 
amount  of  withholding  on  wages.  On 


37  million  of  these,  there  has  been  over¬ 
withholding  which  requires  a  refund. 
That  is,  73  percent  of  the  returns  in¬ 
volve  overwithholding.  The  Treasury 
estimates  that  under  the  bill  approxi¬ 
mately  18  million  individual  returns  will 
indicate  some  amount  has  been  withheld 
on  dividend  and  interest  income.  On 
these,  it  is  estimated  that  2  million  or 
about  12  percent  will  involve  overwith¬ 
holding  on  dividends  and  interest — with 
half  of  these  below  $10  a  year;  73  per¬ 
cent  of  returns  with  wage  withholding 
are  now  overwithheld;  12  percent  of  the 
dividend  and  interest  cases  will  involve 
overwithholding. 

This  is  what  the  separate  views  call, 
with  poetic  license,  “massive  overwith¬ 
holding.” 

Let  us  look  at  this  overwithholding 
problem  in  another  light.  What  is  the 
burden  on  the  taxpayer  of  overwith¬ 
holding?  Consider  the  exceptional  case 
of  a  taxpayer  receiving  dividend  income 
subject  to  withholding  who  must  borrow 
money  from  a  bank  to  replace  the 
amount  that  has  been  withheld.  He 
could  pay  off  his  loan  with  his  quarterly 
refund.  The  cost  of  overwithholding  to 
him  will  be  reduced  to  the  amount  of  in¬ 
terest  that  he  has  to  pay  on  this  short 
term  bank  loan.  Of  course  any  indi¬ 
vidual  with  dividend  paying  stocks  would 
have  no  difficulty  borrowing  this  money 
from  the  bank  at  6  percent. 

I  think  it  is  an  eye  opener  to  see  just 
what  this  interest  cost  amounts  to.  The 
interest  cost  would  be  just  $1  a  year 
for  each  $10,000  worth  of  stock  that  the 
individual  owns.  This  on  the  assump¬ 
tion  that  the  total  amount  of  withhold¬ 
ing  would  be  overwithholding.  If,  in 
fact,  his  tax  liability  was  equal  to  half 
of  the  amount  withheld,  the  interest  cost 
of  financing  the  overwithholding  is  50 
cents  a  year  for  each  $10,000  worth  of 
stock. 

As  a  matter  of  fact,  the  loss  of  income 
involved  in  temporary  overwithholding 
is  such  a  trivial  problem  that  many  in¬ 
dividuals  in  this  country  do  not  take  all 
of  the  withholding  exemptions  to  which 
they  are  entitled  under  wage  withhold¬ 
ing  for  the  simple  reason  that  they  want 
a  refund  at  the  end  of  the  year. 

I  have  no  doubt  that  most  Americans 
appreciate  the  existence  of  wage  with¬ 
holding.  Obviously,  there  are  many  peo¬ 
ple  who  arrange  to  make  their  withhold¬ 
ing  higher  so  that  they  will  have  a 
refund  at  the  end  of  the  year.  It  is  an 
interesting  point  that  when  wage  with¬ 
holding  was  first  discussed  in  the  Con¬ 
gress  exactly  these  problems  of  over¬ 
withholding  were  thrown  into  the  argu¬ 
ment  to  disparage  the  system.  This 
problem  of  overwithholding  has  been 
magnified.  It  is  almost  staggering  to  see 
how  trivial  this  problem  is  when  it  is 
exposed  and  examined  in  light  of  all 
“hoop-la”  about  hardships  and  so  on. 
The  interest  cost  of  overwithholding  on 
stocks  that  I  have  just  described  is  less 
important  than  a  price  change  on  a  $100 
share  of  stock  of  one  one-hundredth  of  a 
point,  literally,  1  penny,' a  price  differen¬ 
tial  far  too  trivial  for  brokers  to  consider. 
Percentagewise,  the  cost  of  this  over¬ 
withholding  is  smaller  in  relation  to  the 


value  of  the  stock  than  1  hour  is  in  rela¬ 
tion  to  a  year. 

I  think  the  conclusion  is  clear  that  a 
system  which  prevents  $650  million  of 
tax  evasion  with  no  greater  overwith¬ 
holding  burden  than  this  is  certainly 
efficient.  Actually,  the  so-called  over¬ 
withholding  burden  is  far  too  trivial  to 
account  for  the  alleged  objections  that 
all  of  us  have  received  about  withhold¬ 
ing.  Obviously,  the  people  who  have 
real  objections  to  withholding  are  not 
the  ones  who  are  presently  meeting  their 
tax  liability  and  would  not  be  inconven¬ 
ienced  by  this  trivial  interest  cost.  This 
leads  one  to  conclude  that  the  recipients 
generally  who  are  really  opposed  to  divi¬ 
dend  and  interest  withholding  may  be 
the  ones  who  have  a  good  evasion  sys¬ 
tem  going — the  ones  who  are  presently 
not  paying  tax  on  dividend  and  interest 
income.  These  are  the  ones  for  whom 
withholding  will  really  mean  an  increase 
in  the  cost  of  $20  for  each  $100  of  divi¬ 
dend  and  interest  income  and  this  is  a 
group  not  deserving  of  sympathy  by  this 
Congress. 

Mr.  Chairman,  I  do  have  several  ques¬ 
tions  I  would  like  to  direct  to  the  dis¬ 
tinguished  chairman,  the  gentleman 
from  Arkansas  [Mr.  Mills]  so  that 
those  who  run  may  read  and  so  that 
the  Record  may  be  complete. 

Mr.  Chairman,  would  proposed  code 
section  274(a)  disallow  goodwill  enter¬ 
taining? 

Mr.  MILLS.  The  bill  does  not  disal¬ 
low  goodwill  entertaining  as  such.  Un¬ 
der  the  exception  for  business  meals, 
expenses  for  food  and  beverages  fur¬ 
nished  under  circumstances  of  a  type 
conducive  to  business  discussion  are  al¬ 
lowed  if  they  are  ordinary  and  neces¬ 
sary  business  expenses  under  present 
law.  Our  committee  report  specifically 
states  that  these  expenses  are  deduct¬ 
ible  even  when  the  making  of  the  ex¬ 
penditure  merely  promotes  goodwill. 
Thus,  the  proposal  should  not  have  any 
significant  effect  on  the  restaurant  bus¬ 
iness. 

In  addition,  the  bill  sets  forth  a  re¬ 
quirement  as  to  other  entertainment 
expenses  that  they  be  directly  related  to 
the  active  conduct  of  a  trade  or  busi¬ 
ness.  In  this  connection,  our  commit¬ 
tee  report  indicates  that  whether  a 
goodwill  expenditure  is  deductible  or 
not  turns  on  whether  this  test  is  satisfied. 
For  example,  expenses  incurred  for  a 
hospitality  room  at  a  convention  at 
which  goodwill  is  created  through  dis¬ 
play  or  discussion  of  the  taxpayer’s  pro¬ 
ducts  will  meet  the  test  as  directly  re¬ 
lated. 

Mr.  KEOGH.  Mr.  Chairman,  busi¬ 
ness  banquets  are  generally  financed  by 
suppliers  of  the  banquet  attendees  as 
good-will  gestures.  They  are  sizable  so¬ 
cial  gatherings.  They  frequently  in¬ 
volve  or  have  professional  entertainment. 
They  seldom  are  conducive  to  business 
discussion;  nor  for  that  matter,  would 
it  even  be  proper  at  some  of  them  to 
even  discuss  business.  Yet,  they  are  a 
typical  type  of  what  I  consider  to  be  per¬ 
fectly  reasonable  business  expenses. 
There  is  little  opportunity  for  fraud  in 
connection  with  them,  and  certainly 
there  is  little  opportunity  to  entertain 
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anyone  other  than  a  business  associate 
at  them.  Would  proposed  code  section 
274(a)  disallow  this  type  of  expenditure? 

Mr.  MILLS.  The  answer  to  this  ques¬ 
tion  cannot  be  given  precisely  without 
knowing  all  the  facts  and  circumstances 
of  the  case.  In  many  situations  of  busi¬ 
ness  banquets,  the  business  meal  excep¬ 
tion  would  apply  because  they  are  held 
under  circumstances  of  a  type  generally 
considered  to  be  conducive  to  a  business 
discussion.  In  fact,  the  committee  re¬ 
port  specifically  states  that  a  dinner 
which  is  part  of  a  formal  business  pro¬ 
gram  is  generally  regarded  as  held  under 
circumstances  conducive  to  business 
discussions. 

If  the  banquet  is  not  held  under  such 
circumstances,  however,  their  deducti¬ 
bility  turns  on  whether  or  not  they  are 
directly  related  to  the  active  conduct  of 
the  taxpayer’s  trade  or  business.  The 
fact  that  there  is  some  professional  en¬ 
tertainment  would  not  necessarily  dis¬ 
qualify  them  from  being  directly  related. 
The  fact  that  there  is  no  opportunity  to 
entertain  anyone  other  than  a  business 
associate  might  be  one  circumstance  ad¬ 
missible  in  evidence  to  show  the  direct 
relationship  required  by  the  statute. 
Each  particular  case,  however,  must  be 
decided  on  the  basis  of  all  of  the  facts 
and  circumstances  pertaining  to  the 
activity. 

Mr.  KEOGH.  Mr.  Chairman,  my  re¬ 
maining  question  on  this  section  is  as 
follows :  Convention  entertaining  is  vital 
to  the  economic  welfare  of  many  com¬ 
munities  in  the  United  States,  not  only 
large  cities  but  literally  thousands  of  re¬ 
sort  areas  throughout  the  country.  At 
conventions,  suppliers  frequently  enter¬ 
tain  the  conventioneers  as  good-will  ges¬ 
tures.  This  type  of  entertainment  af¬ 
fords  little  opportunity  for  fraud  since 
the  occurrence  of  a  convention  is  an 
easily  established  fact  and  the  location 
of  the  convention  away  from  the  home 
of  the  taxpayer  presents  little  opportu¬ 
nity  for  the  taxpayer  to  entertain  his 
family  and  friends  rather  than  true  busi¬ 
ness  associates..  This  is  a  typical  use  of 
good-will  entertainment  by  businessmen. 
Is  it  the  intention  of  the  committee  to 
disallow  entertainment  expenses  of  this 
sort  by  proposed  code  section  274(a)  ? 

Mr.  MILLS.  The  proposed  section  274 
would  not  significantly  interfere  with 
the  convention  business  at  resort  areas 
in  the  United  States.  If  attending  a 
business  convention  is  an  ordinary  and 
necessary  business  expense  under  pres¬ 
ent  law,  the  traveling  expenses  of  the 
taxpayer  in  attending  such  convention 
would  be  deductible,  including  his  cost  of 
transportation  and  a  reasonable  amount 
spent  for  his  meals  and  lodging.  His 
entertainment  expense  at  the  convention 
would  be  governed  by  section  274(a). 
The  test  would  be  whether  it  is  directly 
related  to  the  active  conduct  of  the  tax¬ 
payer’s  trade  or  business.  This  would 
turn  on  all  of  the  facts  and  circum¬ 
stances  of  the  entertainment  activities. 
The  business  meal  exception  for  food 
and  beverage  expense  under  circum¬ 
stances  conducive  to  business  discussion 
might  cover  the  entertainment.  The 
committee  report  specifically  states  that 
the  expenses  of  a  hospitality  room  at  a 


convention  at  which  good  will  is  created 
through  display  or  discussion  of  the  tax¬ 
payer’s  products  are  directly  related. 
The  fact  that  there  is  no  opportunity  for 
the  taxpayer  to  entertain  his  family  and 
friends  rather  than  pure  business  asso¬ 
ciates  is  certainly  a  circumstance  helpful 
to  showing  that  the  expense  is  directly 
related. 

Mr.  KEOGH.  The  bill,  as  reported  by 
the  committee,  limits  the  investment 
credit  for  investments  in  public  utility 
property  to  4  percent.  The  term  “public 
utility  property”  is  defined  in  section 
46(c)  (3T(B),  at  page  10,  lines  6  to  19  of 
the  bill,  to  include  property  used  in  the 
sale  of  domestic  telegraph  service. 
There  are  other  U.S.  carriers,  however, 
which  engage  in  the  sale  of  inter¬ 
national  telegraph  or  cable  service,  as 
distinguished  from  domestic  service  only. 
Would  the  gentleman  state  whether  these 
international  telegraph  carriers  will  be 
entitled  under  the  bill  to  the  full  8  per¬ 
cent  credit  for  investments  they  make 
which  otherwise  qualify  under  section 
46? 

Mr.  MILLS.  Yes;  only  with  respect 
to  the  amounts  that  it  invests  in  the 
United  States. 

Mr.  VANIK;  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KEOGH.  I  am  glad  to  yield  to  my 
colleague. 

Mr.  VANIK.  Mr.  Chairman,  I  just 
heard  the  gentleman’s  question  and  the 
response  of  the  chairman  of  the  commit¬ 
tee  to  the  effect  that  the  International 
Telephone  &  Telegraph  Co.  would  be  en¬ 
titled  to  7-  or  8 -percent  investment 
credit.  Does  it  not  classify  as  a  utility? 

Mr.  MILLS.  As  I  indicated  in  response 
to  the  question  of  the  gentleman  from 
New  York  [Mr.  Keogh],  these  carriers 
will  be  entitled  under  the  bill  to  the  full 
credit  for  investments  they  make  which 
otherwise  qualify  under  section  46.  The 
international  end  of  it  is  largely  manu¬ 
facturing.  It  also  operates  its  manufac¬ 
turing  business  here  in  the  United  States. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Virginia  [Mr. 
Broyhill]. 

Mr.  BROYHILL.  Mr.  Chairman,  the 
title  of  the  legislation  now  before  us  is 
“A  bill  to  amend  the  Internal  Revenue 
Code  of  1954  to  provide  a  credit  for  in¬ 
vestment  in  certain  depreciable  property, 
to  eliminate  certain  defects  and  inequi¬ 
ties,  and  for  other  purposes.”  More 
properly,  it  might  be  called  a  bill  to 
provide  windfalls  for  a  favored  few  busi¬ 
nesses,  to  create  additional  defects  and 
inequities,  and  to  compound  the  confu¬ 
sion  and  injustice  in  our  tax  system. 

These  are  exactly  the  purposes  that 
would  be  accomplished  if  this  bill  should 
become  law  as  it  was  brought  before  the 
House  by  the  majority  members  of  the 
Ways  and  Means  Committee. 

The  bill  was  so  bad  as  originally  re¬ 
ported  by  that  committee  that  even  the 
committee’s  majority  members,  on  sober 
second  thought,  could  not  stomach  their 
own  handiwork — a  handiwork  they  fash¬ 
ioned  only  under  the  strongest  of  pres¬ 
sures  from  the  liberals  of  the  New  Fron¬ 
tier.  So  they  went  back  into  executive 
session  and  toned  down  the  bill’s  invest¬ 


ment  credit  section  to  the  extent  of  re¬ 
ducing  its  windfall  for  the  favored  few 
businesses  by  1  percentage  point  and 
lowering  slightly  the  percentage  maxi¬ 
mum  for  the  windfalls. 

They  acted  because  they  realized  that 
the  bill  they  first  brought  out  would  un¬ 
balance  the  Federal  budget  so  badly  that 
the  more  seriously  thinking  Members  of 
their  own  party  in  the  House  would  be 
compelled  by  their  consciences  to  vote 
against  the  bill.  The  Ways  and  Means 
majority  hoped  their  revisions  would  en¬ 
able  the  administration  to  twist  the  arms 
of  enough  of  their  colleagues  to  insure 
the  bill’s  passage.  At  this  point,  no  one 
yet  can  be  sure  whether  the  strategy 
worked. 

Business  as  a  whole  neither  wants  nor 
seeks  this  new  concept  of  tax  favoritism. 
Even  the  vast  majority  of  big  manufac¬ 
turing  industries,  which  would,  receive 
the  windfalls  under  this  scheme,  do  not 
want  it.  The  clause  would  give  no  aid 
whatsoever  to  service  industries  or  to 
the  retail  and  distributive  segments  of 
our  economy. 

The  only  people  who  want  this  invest¬ 
ment  credit  plan  appear  to  be  the  liberals 
of  the  New  Frontier.  Almost  every  major 
organization  appearing  before  the  Ways 
and  Means  Committee’s  hearings  op¬ 
posed  it.  Nevertheless,  the  administra¬ 
tion  continues  to  push  for  it  on  the  con¬ 
tention  that  it  will  stimulate  new  pro¬ 
ductive  investment  which  otherwise 
would  not  be  undertaken.  The  conten¬ 
tion  is  impossible  to  justify,  in  view  of 
the  almost  unanimous  predictions  by 
economists  that  it  will  have  no  signifi¬ 
cant  effect  on  major  expansion  plans. 

The  fact  is  that  the  accelerated 
depreciation  plan  urged  by  the  minority 
members  of  the  Ways  and  Means  Com¬ 
mittee  would  do  far  more  to  persuade 
industry  to  speed  up  its  plant  expansion 
and  modernization  programs  than  would 
the  investment  credit.  Furthermore, 
accelerated  depreciation  would  be  fair  in 
that  it  would  be  available  to  all,  rather 
than  just  to  the  favored  few  as  is  the 
administration  plan.  Its  additional  ad¬ 
vantages  are  many,  more  than  I  care  to 
take  the  time  to  enumerate  here. 

Concerning  the  bill’s  provision  for 
withholding  on  dividend  and  interest 
payments,  the  Ways  and  Means  Com¬ 
mittee’s  minority  report  describes  this 
plan  as  an  administrative  monstrosity. 
The  phrase  is  a  masterpiece  of  under=. 
statement. 

The  flat  20-percent  withholding  rate 
unquestionably  will  result  in  massive 
overwithholding,  and  primarily  on  those 
with  small  incomes,  oh  those  who  will 
suffer  the  most  from  having  any  part  of 
their  dividend  or  interest  income  with¬ 
held.  The  committee’s  majority  claims 
such  suffering  will  be  negated  by  the 
provision  for  filing  of  exemption  certifi¬ 
cates.  But  the  only  dividend  or  interest 
receivers  who  can  legitimately  file  such 
certificates  are  those  who  can  honestly 
say  they  expect  to  have  no  Federal  in¬ 
come  tax  liability  whatsoever  at  the  end 
of  the  year.  In  effect,  this  amounts  to  a 
virtual  pauper’s  oath.  What  about  the 
unfortunates  who  on  the  basis  of  pre¬ 
liminary  estimates  may  expect  to  have  a 
tax  liability  of  $1  or  $5  or  $10?  They 
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will  have  the  full  20  percent  withheld 
on  their  dividend  or  interest  payments, 
and  then  will  have  to  go  through  the 
complicated  process  of  filling  out  returns 
on  which  they  claim  refunds,  then  wait¬ 
ing  for  the  longed-for  day  when  they 
actually  receive  their  refunds. 

Withholding  on  salaries  and  wages  is 
computed  on  the  basis  of  giving  the  tax¬ 
payer  the  benefit  of  all  his  exemptions 
and  an  effective  withholding  rate  which 
reflects  the  standard  deduction.  Yet  the 
Treasury  processes  more  than  40  million 
refund  claims  annually  on  salary  and 
wage  overwithholdings.  Think  how 
many  millions  of  refund  claims  there 
could  be  with  the  no-exemption,  no¬ 
deduction  system  on  which  this  dividend 
and  interest  withholding  scheme  is 
based. 

The  third  gross  inequity  in  this  so- 
called  Revenue  Act  of  1962  which  I  would 
like  to  discuss  briefly  is  its  proposed 
treatment  of  foreign  income  of  American 
corporations'.  Many  of  us  might  be  will¬ 
ing  to  go  along  with  the  idea  of  adopting 
a  taxing  formula  aimed  at  preventing 
the  avoidance  of  U.S.  taxes  by  operating 
through  so-called  tax -haven  companies. 
But  this  bill  goes  far  beyond  that.  Its 
blunderbuss  approach  would  penalize 
even  the  most  legitimate  foreign  opera¬ 
tions  of  the  most  legitimate  American 
corporations.  It  will  make  it  virtually 
impossible  for  American  firms  to  try  to 
compete  in  foreign  markets  through  for¬ 
eign  subsidiaries. 

Actually,  the  bill’s  foreign  income  sec¬ 
tion  represents  economic  isolationism  at 
its  worst.  It  is  admittedly  a  scheme  to 
discourage  American  businesses  from 
operating  abroad  through  foreign  sub¬ 
sidiaries — as  it  was  put  in  some  testi¬ 
mony,  to  discourage  the  export  of  Ameri¬ 
can  jobs.  But  the  fact  is  that  with  a 
very  few  exceptions,  American  firms  have 
established  foreign  production  facilities 
through  foreign  subsidiaries  in  order  to 
compete  in  foreign  markets,  not  to  pro¬ 
duce  goods  for  shipment  back  to  the 
United  States. 

The  few  exceptions  could  be  taken  care 
of  by  special  provisions.  But  this  bill 
goes  so  far  that  it  will  be  virtually  impos¬ 
sible  for  American  firms  to  compete 
through  subsidiaries  in  foreign  markets 
as  they  have  done  in  the  past. 

This  bill’s  foreign  income  provisions 
represent  a  reversal  of  U.S.  foreign 
policy.  For  some  15  years,  it  has  been 
based  on  the  benefits  of  increased  par¬ 
ticipation  by  American  business  in  the 
European  economy.  “Trade,  not  aid” 
has  been  a  slogan  of  Democratic  and  Re¬ 
publican  administrations  alike.  Presi¬ 
dent  Kennedy,  himself,  has  frequently 
referred  to  the  need  for  greater  American 
business  activity  around  the  world  to 
alleviate  our  balance-of-payments  situa¬ 
tion. 

That  was  one  hand — the  right  hand, 
shall  we  say.  But  from  his  left  hand  we 
now  have  before  us  his  tax  bill.  Here  the 
situation  is  different.  For  here,  instead 
of  encouraging  American  business  activ¬ 
ity  abroad  and  thereby  improving  our 
balance-of-payments  picture,  this  tax 
bill  would  seriously  deter  American  busi¬ 
ness  activity  abroad  and  thus  would 
worsen  our  balance-of-payments  prob¬ 
lem. 


The  foreign  income  provisions  of  this 
bill  make  no  sense,  precisely  as  the  in¬ 
vestment  credit  plan  and  the  withhold¬ 
ing  on  dividends  and  income  make  no 
sense.  The  only  possible  explanation  for 
their  advocacy  is  that  the  liberals  of  the 
present  administration  believe  the  pro¬ 
visions  will  mean  greater  governmental 
control  over  our  economy.  If  that  is 
their  belief,  they  are  unquestionably 
right. 

But  whether  we  want  such  increased 
governmental  control  over  the  American 
economy  is  another  question.  As  far  as 
I  am  concerned,  we  do  not. 

Mr.  Chairman,  I  hope  all  three  of  these 
provisions  I  have  discussed  can  be  elimi¬ 
nated  from  the  bill  before  the  House  is 
called  upon  to  vote  on  its  passage. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  myself  15  minutes. 

Mr.  TEAGUE  of  California.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  CURTIS  of  Missouri.  I  yield  to 
the  gentleman  from  California. 

Mr.  TEAGUE  of  California.  I  have  a 
question  and  I  would  appreciate  very 
much  an  answer  for  the  record  from  the 
chairman  of  the  committee  or  the  gen¬ 
tleman  from  Missouri,  either.  In  my 
home  county  there  are  two  small  non¬ 
profit  corporations  that  have  been  classi¬ 
fied  as  such  by  the  State  of  California 
and  the  Federal  Government.  They  pay 
no  income  tax  but  they  do  have,  in  their 
operations  from  time  to  time,  savings 
accounts  in  the  bank,  and.  one  of  them,  I 
believe,  has  a  few  stocks.  The  other  has 
a  few  municipal  bonds.  My  question  is. 
Are  these  dividends  and  earned  interest 
payments  subject  to  the  withholding 
provisions  of  the  pending  bill? 

Mr.  CURTIS  of  Missouri.  The  answer 
to  that,  I  believe,  is  that  the  bank  inter¬ 
est  is  exempt,  but  dividends  from  stocks 
would  be  subject  to  withholding. 

Mr.  TEAGUE  of  California.  It  would 
work  a  great  hardship  on  these  two  small 
corporations  which  are1  engagedun  youth 
activities  and  are  just  barely  able  to 
make  ends  meet.  If  1  percent  is  with¬ 
held  from  their  dividends  it  would  be 
hard  on  them. 

Mr.  CURTIS  of  Missouri.  I  thank  the 
gentleman  who  has  pointed  out  just  one 
of  the  numerous  ways  in  which  this  pro¬ 
vision  is  going  to  work  hardship  and 
actually  not  obtain  the  results  expected 
of  it. 

Mr.  Chairman,  I  am  opposed  to  this 
bill.  It  is  very  bad  economics,  and  ad¬ 
ditionally  is  bad  tax  law.  ' 

When  this  matter  was  before  the 
Rules  Committee  and  we  were  requesting 
the  opportunity  to  let  the  House  con¬ 
sider  the  three  features  of  this  bill,  the 
gentleman  from  Virginia  [Mr.  Smith] 
made  the  remark  that  if  these  three 
features,  the  ones  that  have  been  pointed 
out  here,  investment  credit,  withhold¬ 
ing  of  interest  and  dividends,  and  the 
taxation  of  foreign  subsidiaries,  were  re¬ 
moved,  the  bill  would  be  gutted;  and, 
as  a  matter  of  fact,  that  is  a  true  state¬ 
ment.  Take  those  features  out  of  this 
bill  and  it  is  not  a  major  bill  at  all,  it 
is  just  a  collection  of  a  few  odds  and 
ends  here  and  there. 

There  is  one  portion  of  the  bill  in 
which  I  happen  to  be  strongly  in  favor, 
although  there  is  opposition  to  it,  we 


have  just  listened  to,  that  opposition  ex¬ 
pressed  by  the  gentleman  from  New  York 
[Mr.  Keogh]. 

The  three  features  to  which  I  refer  are 
the  tax  equalization  provision,  the  taxa¬ 
tion  of  co-ops,  the  taxation  of  mutual 
stock  savings  and  loan  and  mutual  banks, 
and  the  taxation  of  stock  in  mutual  fire 
and  casualty  companies.  Actually  those 
three  things,  in  my  judgment,  should  be 
on  the  floor  under  a  separate  bill  where 
we  could  evaluate  them,  because  they  all 
deal  with  the  same  tax  theory.  Other 
than  that  I  do  not  think  we  would  miss  a 
single  thing  in  this  bill  if  the  rest  of  it 
went  down  the  drain. 

The  basic  reason  this  is  bad  tax  legis¬ 
lation  is  that  this  is  not  a  balanced  tax 
bill.  The  chairman  of  our  committee, 
for  whom  I  have  great  admiration,  was 
very  careful  in  his  choice  of  words  when 
he  said  that  the  revenue  impact  for  its 
first  full  year  would  show  a  balance,  but 
the  first  full  year  of  effect  would  not  be 
the  fiscal  year  1963.  For  the  fiscal  year 
1963  this  bill  is  a  budget  buster. 

The  gentleman  from  Arkansas  pointed 
out  that  the  estimates  submitted  to  our 
committee  would  show  that  possibly  this 
would  not  be  more  of  an  imbalance  for 
the  present  budget  for  the  fiscal  year 
1963  than  had  been  anticipated  by  the 
President.  But  here  is  the  thing  to  be 
noted.  The  manner  in  which  these  reve¬ 
nues  and  loss  of  revenues  were  estimated 
was  under  techniques  never  before  used 
by  the  Committee  on  Ways  and  Means, 
never  before  used  by  the  Treasury  De¬ 
partment,  and  really  they  are  fantastic. 
They  say  the  imbalance  there  is  sup¬ 
posed  to  be  not  more  than  $300  million, 
when  actually  if  we  use  the  traditional 
manner  of  estimating  revenue  loss  it  is 
about  $1  billion,  because  the  Secretary 
of  the  Treasury  has  said  this  investment 
credit  is  going  to  stimulate  the  economy 
in  these  areas  and  the  Treasury  will  gain 
tax  revenues  from  that  kind  of  stimula¬ 
tion. 

That  is  not  the  extent  of  this  pipe- 
dreaming.  That  in  turn  is  going  to 
create  a  psychological  effect  on  the  rest 
of  the  economy  which  is  going  to  be 
stimulated.  That  is  the  basis  upon 
which  the  Committee  on  Ways  and 
Means  has  come  before  this  House  and 
said  that  this  is  not  going  to  have  a 
$1  billion  imbalance  effect  upon  the 
budget  for  fiscal  1963.  That,  actually,  is 
nonsense. 

I  asked  the  Secretary  of  the  Treasury 
this  question  when  he  was  testifying  be¬ 
fore  our  committee  on  reciprocal  trade, 
because  so  much  of  this  bears  on  our  for¬ 
eign  investments.  I  asked  him:  “Does 
this  jibe  with  the  very  rosy  estimates 
that  were  made  for  fiscal  1963  budget 
on  revenues  based  upon  an  economy 
that  was  going  to  reach  certain  high 
peaks  when  the  months  of  January  and 
February  indicate  that  we  are  not  mov¬ 
ing  forward  to  that  extent?” 

Indeed,  we  have  to  revise  our  budget 
estimates  downward,  not  upward.  I  sub¬ 
mit  the  overall  impact  of  this  bill  is  bad 
economics. 

Note,  however,  the  motion  to  recom¬ 
mit  with  reference  to  this  $1  billion  bo¬ 
nanza.  When  it  was  $1.8  billion — really 
the  estimate  in  this  new  latest  version, 
which  nobody,  even  our  staff  of  the  Joint 
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Committee  on  Taxation  had  an  oppor¬ 
tunity  to  analyze.  That  is  the  Treasury 
estimate  of  what  these  changes  were  to 
be,  but  the  original  loss  was  $1.8  billion, 
and  about  75  companies  would  get  over 
$1  billion  of  benefits  from  this  particular 
feature.  That  in  itself  is  bad  tax  legis¬ 
lation. 

I  want  to  call  attention  to  some — I  do 
not  know  what  adjective  to  use  that 
would  be  parliamentarily  correct  to  de¬ 
scribe  the  statement  that  is  contained  in 
the  report  in  regard  to  this  investment 
credit.  On  page  8  it  is  stated: 

Realistic  depreciation  alone,  however.  Is 
not  enough  to  provide  either  the  essential 
economic  growth  or  to  permit  American  in¬ 
dustry  to  compete  on  an  equal  basis  with  the 
rapidly  growing  industrial  nations  of  the  free 
world.  The  major  industrialized  nations  of 
the  free  world  today  provide  not  only  liberal 
depreciation  deductions  but  also  initial 
allowances  or  incentive  allowances  to  en-' 
courage  investment  and  economic  growth. 
This  is  true,  for  example,  in  Belgium,  Can¬ 
ada,  Prance,  West  Germany,  Italy,  Japan,  the 
Netherlands,  Sweden,  and  the  United  King¬ 
dom. 

I  want  to  say  that  is  not  true.  I  heard 
that  the  Secretary  of  the  Treasury  has 
been  making  these  statements.  I  guess 
this  is  where  the  data  comes  from.  He 
has  been  making  these  statements  in 
speeches-,  not  before  the  Committee  on 
Ways  and  Means  but  outside  the  Com¬ 
mittee  on  Ways  and  Means.  I  think  this 
statement  is  designed  to  confuse  and  re¬ 
lates  to  another  method  of  depreciation 
that  is  used  in  some  of  these  countries. 
This,  incidentally,  is  exactly  what  the 
Republicans  incorporated  in  the  provi¬ 
sions  of  the  revision  of  1954,  which  was 
bitterly  opposed  by  the  Democrats  at  that 
time  as  a  bonanza  when,  indeed,  it  was 
not,  because  it  did  not  give  more  than 
100  percent  back  in  depreciation. 

The  term  “incentive  allowance”  is 
used  to  refer  to  an  allowance  or  subsidy 
which  is  not  deducted  from  the  cost  for 
purposes  of  depreciation.  The  Secre¬ 
tary,  I  think,  is  seeking  to  create  the 
impression  that  Canada,  Japan,  and 
most  of  the  seven  major  industrial  na¬ 
tions  of  Western  Europe  provide  for 
such  allowances  analogous  to  the  in¬ 
vestment  credit  allowance  in  this  bill. 
Now,  that  is  not  true. 

There  is  no  other  reason  for  listing 
those  countries  in  here  than  to  try  to 
create  the  impression  in  the  minds  of 
the  House  that  this  was  analogous. 

There  are  no  so-called  incentive  allow¬ 
ances  in  Canada,  France,  West  Germany, 
Italy,  and  Japan.  Thus,  in  the  five 
major  industrial  countries,  other  than 
the  United  Kingdom,  it  has  not  been 
deemed  necessary  or  desirable  to  resort 
to  this  gimmick. 

Now,  the  United  Kingdom  does  have 
some  sort  of  selective  incentive  which  has 
some  counterparts  in  our  existing  law. 
For  example,  there  is  an  incentive  of  40 
percent  for  ship  construction.  We  pay 
50  percent  of  the  cost  of  U.S.-flag  vessels, 
plus  the  cost  of  whatever  additional  fea¬ 
ture  plus  the  additional  speed  which  may 
be  incorporated  as  a  national  defense 
measure.  In  other  words,  there  are  these 
special  kinds  of  incentives  in  our  law, 


and  the  British  seem  to  be  somewhat 
similar  to  that.  They  also  provide  20 
percent  for  machinery  and  equipment, 
but  for  the  most  part  the  useful  lives 
used  are  much  longer  even  than  ours. 

-  What  is  most  important,  even  with 
this  incentive  allowance,  British  indus¬ 
try  has  been  hard  put  to  even  keep  pace 
with  its  competitors  on  the  Continent 
who  do  not  have  the  benefit  of  this. 

Two  other  nations,  Belgium  and 
Sweden  adopted  it  in  1959;  and  the 
Netherlands  in  1960.  Of  course,  there 
has  been  no  experience  in  these  coun¬ 
tries  on  which  we  can  rely. 

Now,  moving  on,  if  I  may,  to  the  second 
feature  here,  which  has  been  well  dis¬ 
cussed,  I  only  want  to  point  out  a  couple 
of  things  on  the  withholding  of  interest 
and  dividends.  First,  in  regard  to  the 
$4  billion  figure  that  you  have  heard  as 
the  amount  that  is  not  returned  on  the 
tax  return  of  taxpayers.  It  was  not 
pointed  out  that  a  great  part  of  that — 
and  we  do  not  have  our  estimates  too 
well  in  mind — is  paid  to  people  who  are 
not  taxpayers;  children,  people  over  65. 
That  has  been  the  big  problem  in  the 
committee.  Much  of  this  $4  billion  is 
not  slippage  at  all.  It  is  not  people 
gypping  on  their  taxes,  but  the  fact  that 
we  have  got  a  lot  of  people  who  receive 
these  interests  and  dividends  who  are 
not  taxpayers.  That  is  the  reason  the 
committee  has  gone  to  this  rather  ex¬ 
travagant  extreme  to  try  to  do  something 
about  the  nontaxpayers. 

Now,  the  gentlemen  on  the  majority 
side  have  used  as  their  plea  for  with¬ 
holding  of  interest  and  dividends  the 
old,  old  argument  that  on  its  face  looks 
accurate,  but  just  as  you  examine  be¬ 
neath  the  surface  you  see  how  inaccurate 
it  is.  Here  is  the  argument.  The  gentle¬ 
man  from  New  York  used  it.  It  is  used 
constantly,  and  that  is,  if  we  are  going 
to  withhold  on  the  wages  and  salaries  of 
our  people,  why  should  we  not  withhold 
on  interest  and  dividends?  The  answer 
is  a  very  clear  one.  Wages  and  salaries 
constitute  over  70  percent  of  the  income, 
and  when  you  withhold  on  wages  and 
salaries,  you  have  a  taxpayer.  Indeed, 
we  give  special  credits  to  that  taxpayer 
who  we  know  is  going  to  pay  some  taxes 
so  that  he  can  get  his  proper  exemption 
and  so  forth.  But,  interest  and  divi¬ 
dends  constitute  less  than  10  percent  of 
the  income  of  our  people,  and  we  do  not 
have  a  taxpayer  necessarily. 

There  is  the  trouble.  In  fact,  we  have 
seen  the  situation  where  so  many  of 
these  people  are  not  taxpayers  at  all. 
That  is  where  the  logic  of  this  thing 
falls  down.  That  is  why  under  Demo¬ 
cratic  administrations  and  Republican 
administrations  nothing  has  been  done 
to  withhold  in  this  area.  What  has  been 
done  is  to  try  to  hit  at  the  slippage  be¬ 
cause  nobody  wants  to  have  people 
gypping  on  their  taxes  and  to  try  to  get 
compliance  in  other  ways.  Indeed  we 
are  moving  forward  to  do  that.  I  think, 
indeed,  we  can  and  that  needs  to  be  con¬ 
sidered,  because  this  is  an  administrative 
monstrosity  and,  incidentally,  is  not  go¬ 
ing  to  do  very  much  toward  cutting 
down  on  people  who  want  to  evade  their 


taxes.  Anybody  who  wants  to  evade,  all 
he  has  to  do  is  file  one  of  these  some  350 
million  certificates  that  will  be  filed  and 
it  will  be  difficult  to  police  it.  So  it  is 
going  to  do  very  little  there. 

Mr.  Chairman,  I  wanted  to  devote  a 
little  time,  if  I  might,  to  the  problem  in 
regard  to  the  taxation  of  foreign  income. 
I  submitted  some  supplemental  views 
which  are  in  the  committee  report  on 
this  point.  Indeed,  the  chairman,  the 
gentleman  from  Arkansas  [Mr.  Mills], 
referred  to  a  statement  which  I  did  send 
out  to  some  of  my  colleagues  saying  that 
this,  in  effect,  was  “Yankee  come  home.” 
Twelve  of  the  twenty  sections  of  this  bill 
that  pertain  to  legislation  deal  with  al¬ 
tering  the  incidence  of  foreign  taxation. 
Whatever  we  do  in  this  area  toward 
tightening  it  up,  regardless  of  the  equity 
arguments,  are  going  to  make  a  problem 
for  our  people  abroad  in  competing  with 
the  Russians  and  in  competing  with 
Western  Europe.  Whatever  is  done  here 
is  going  to  make  it  more  difficult.  I 
question  the  pleas  in  equity.  That  is 
the  sole  basis,  you  might  say,  on  which 
the  administration  has  presented  these 
features.  I  have  said  this:  “Look,  now 
is  not  the  time  to  change  the  rules  of 
the  road  that  have  been  established  for 
30  or  40  years  in  how  investments  abroad 
are  being  handled.  Now  is  the  time  to 
try  to  help  out  in  this  critical  period 
and  to  go  in  accord  with  the  proposals.” 

Mr.  Chairman,  I  might  say  that  this 
is  contrary  to  the  statements  the  ad¬ 
ministration  is  making  in  the  area  of 
trade — and  this  actually  flies  in  the  face 
of  what  we  have  seen  in  the  trade  bill 
hearings — but  let  me  quote,  if  I  may, 
from  the  majority  report  on  the  Boggs 
bill  just  recently,  February  9,  1960.  Un¬ 
der  the  foreign  investment  incentive  sec¬ 
tion  of  1960,  designed  to  aid  American 
business  competing  abroad.  This  was 
the  Boggs  bill.  I  would  be  very  much 
interested  to  hear  the  gentleman  from 
Louisiana  coment  on  this  and  tell  us 
what  has  happened  since  1960  that  be¬ 
hooves  him  to  come  in  and  support  this 
kind  of  bill.  Here  is  what  the  majority 
report  said.  Incidentally,  I  was  not  too 
keen  on  this: 

The  postponement  of  American  tax  as  long 
as  th5  funds  are  used  in  foreign  operations 
is  necessary  to  place  the  U.S.  corporations 
operating  abroad  on  a  competitive  basis  with 
other  corporations  (either  U.S.-  or  foreign  - 
owned)  which  operate  in  the  same  foreign 
countries  and  pay  only  the  taxes  of  the  for¬ 
eign  countries.  However,  by  ending  the  de¬ 
ferral  of  U.S.  tax  at  the  time  the  funds  are 
brought  back  for  use  in  the  domestic  market 
or  for  distribution  to  stockholders,  your  com¬ 
mittee’s  bill  provides  assurance  that  a  tax 
at  least  equal  to  the  full  U.S.  tax  will  be 
paid  before  the  funds  enter  the  domestic 
market. 

Indeed,  that  is  what  the  present  law 
is.  This  was  a  bill  to  further  encourage 
and  enable  our  people  to  compete  in  the 
markets  abroad. 

This  bill  would  seek  to  make  it  more 
difficult  for  our  foreign  investment.  Our 
people  have  told  us  they  have  not  had  a 
real  chance  to  look  at  this  bill.  I 
wanted  to  point  that  out.  All  this  talk 
about  how  much  work  the  committee  did 
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in  studying  this  bill — and  indeed,  it  is 
true — we  did  devote  10  or  11  months  to 
it — but  when  the  time  came  to  putting 
in  this  particular  provision  in  regard  to 
taxing  the  earnings  of  foreign  subsidi¬ 
aries,  that  was  not  even  considered  by 
the  committee.  It  was  one  of  these 
things  that  was  rushed  up,  written  Lord 
knows  where,  in  the  committee,  and 
voted  by  a  purely  partisan  vote  of  15  to 
10.  And  the  15  knew  no  more  of  what 
was  in  it  than  the  10  opposing  it  did. 

So  it  was  put  in  here.  No  hearings 
were  held  on  that  aspect. 

Mr.  Chairman,  this  can  do  more 
damage  to  the  United  States  in  regard 
to  our  position  in  the  world  today,  both 
for  peace  and  in  competing  with  Russia 
in  the  economic  field;  than  anything  I 
can  think  of.  I  think  if  is  preposterous 
that  we  should  even  consider  legislating 
in  this  fashion  in  an  area  that  is  that 
important  to  the  United  States.  And 
frankly,  I  am  disappointed  and  shocked 
that  the  Committee  on  Ways  and  Means, 
in  which  I  have  so  much  pride,  would 
handle  an  important  feature  of  tax  legis¬ 
lation  in  this  summary  fashion.  And  if 
for  no  other  reason,  I  am  very  hopeful 
that  this  bill  will  be  defeated  so  that  we 
may  let  it  go  back  to  the  committee  and 
those  parts  of  the  bill  that  have  merit — 
and  they  are  the  minor  parts,  I  do  recog¬ 
nize — can  come  out  and  go  on  their  own 
merits. 

Mr.  MEADER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  CURTIS  of  Missouri.  I  yield  to 
the  gentleman  from  Michigan. 

Mr.  MEADER.  Mr.  Chairman,  first  I 
should  like  to  commend  the  gentleman 
from  Missouri  for  the  additional  views 
in  the  report.  I  think  every  Member  of 
the  House  should  read  those  views. 

Second,  I  should  like  to  agree  with 
him  that  less  than  2  years  ago,  on  May 
18,  1960,  this  body  adopted  H.R.  5,  the 
Boggs  foreign  investment  tax  incentive 
bill,  by  a  vote  of  195  to  192.  Every 
member  of  the  Committee  on  Ways  and 
Means  on  the  Democratic  side  who  voted 
on  the  bill  voted  for  that  bill.  That  was 
to  encourage  the  participation  of  the 
American  business  community  in  our 
foreign  economic  policy,  in  strengthen¬ 
ing  the  free  areas  of  the  world  to  re¬ 
sist  Communist  infiltration  and  domi¬ 
nation,  economic,  and  military. 

Now  this  bill  in  its  present  form,  the 
earned  income  tax  provision,  moves  in 
exactly  the  opposite  direction.  How  can 
they  possibly  justify  it  when  they  are 
also  asking  us  for  more  foreign  aid  funds, 
and  for  greater  latitude  in  the  executive 
branch  on  foreign  trade  for  the  purpose 
of  furthering  our  foreign  economic 
policy? 

Mr.  CURTIS  of  Missouri.  I  thank 
the  gentleman  for  his  contribution.  Let 
me  say,  and  I  hate  to  say  it,  but  it  is 
the  truth,  this  is  a  purely  political  deal. 
This  was  the  price  that  the  AFL-CIO  de¬ 
manded  for  their  support  of  this  bill, 
because  they  are  so  strongly  opposed  to 
the  investment  credit  aspect  of  if.  I 
think  the  gentlemen  on  the  majority 
side  know  that  that  was  the  price  paid 
at  the  White  House,  and  the  dictates 
came  down  to  the  Ways  and  Means 


Committee  and  we  here  are  receiving  it 
now  on  the  floor  of  the  House. 

Mr.  BOW.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  CURTIS  of  Missouri.  I  yield  to 
the  gentleman  from  Ohio. 

Mr.  BOW.  Mr.  Chairman,  I  want  to 
compliment  the  gentleman  from  Mis¬ 
souri  on  the  statement  he  has  made  here 
today.  I  ask  unanimous  consent  to  ex¬ 
tend  my  remarks  in  the  Record  imme¬ 
diately  following  those  of  the  gentleman 
from  Missouri  [Mr.  Curtis]. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Ohio? 

There  was  no  objection. 

Mr.  LINDSAY.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  CURTIS  of  Missouri.  I  yield  to 
the  gentleman  from  New  York. 

Mr.  LINDSAY.  Mr.  Chairman,  I 
should  like  to  commend  the  gentleman 
on  the  very  pertinent  and  excellent  pres¬ 
entation  he  has  made,  particularly  in 
respect  of  the  international  aspects  of 
this  bill.  If  this  proposal  had  ever  been 
suggested  some  years  ago  on  the  minority 
side  of  the  aisle,  we  would  have  been 
accused  of  being  totally  reactionary,  of 
being  retrogressive,  of  reaching  back 
into  the  Dark  Ages  and  being  isolation¬ 
ists.  This  provision  is  in  direct  conflict 
with  highly  desirable  measures  designed 
to  bring  the  European  Economic  Com¬ 
munity  and  the  United  States  closer  to¬ 
gether.  I  submit  that  if  this  part  of  the 
bill  is  enacted,  the  Congress  and  the 
United  States  as  a  whole  will  regret  it. 

Mr.  CURTIS  of  Missouri.  I  thank  the 
gentleman. 

Mr.  ALGER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  CURTIS  of  Missouri.  I  yield  to 
the  gentleman  from  Texas. 

Mr.  ALGER.  In  view  of  the  Trade 
Expansion  Act  of  1962  that  is  before  our 
committee,  and  the  fact  that  it  seems  to 
be  going  in  the  opposite  direction  from 
what  we  are  asked  here,  I  would  like  to 
ask  the  gentleman  if  he  would  comment 
at  this  time  for  the  Members  of  the 
House  so  that  it  will  be  in  the  Record, 
and  expand  on  his  views  if  he  can,  so 
that  we  can  read  it  in  the  morning,  as  to 
the  inconsistency  of  the  two  bills,  taxes 
on  the  one  hand  and  tariff  on  the  other. 

Mr.  CURTIS  of  Missouri.  I  thank  the 
gentleman.  I  would  simply  make  this 
comment.  One  question  I  had  directed 
to  all  of  the  administration  witnesses 
who  have  appeared  in  behalf  of  the  recip¬ 
rocal  trade  extension,  and  I  am  refer¬ 
ring  to  the  Assistant  Secretary  of  State, 
the  Secretary  of  the  Treasury,  the  Sec¬ 
retary  of  Commerce  and  the  Secretary 
of  Labor  has  been  along  this  line.  How 
can  you  reconcile  the  restrictions  being 
imposed  in  this  bill,  which  was  then  be¬ 
fore  them  and  they  had  knowledge  of  it 
in  the  foreign  investment  aspects  with 
the  trade  aspect.  Can  you  really  sepa¬ 
rate  trade  from  investment,  economi¬ 
cally?  And  the  answer  is  in  the  record. 
I  think  there  is  no  reconciliation.  The 
statement  of  the  Secretary  of  the  Treas¬ 
ury  was  that  it  was  equity  reasons  that 
required  that  we  have  these  aspects  in 
the  bill.  I  again  say  the  equity  argu¬ 


ments,  in  my  judgment,  do  not  bear 
weight,  but  now  is  certainly  not  the 
time  to  be  changing  the  rules  of  the 
road  in  this  important  aspect  of  our 
foreign  economics. 

Mr.  ALGER.  Is  it  not  also  true  that 
Secretary  of  Commerce  Hodges  testified 
on  the  tariff  bill  and  even  though  we 
know  how  important  tax  measures  are, 
that  he  did  not  know  what  was  in  the 
tax  bill  or  even  how  it  would  affect  trade 
and  tariffs? 

Mr.  CURTIS  of  Missouri.  Yes;  Sec¬ 
retary  Hodges  said  he  was  unfamiliar 
with  the  legislation,  which  is  a  very 

cEyqt'i  crp  Vpnl v  • 

The  CHAIRMAN.  The  time  of  the 
gentleman  has  expired. 

Mr.  BOW.  Mr.  Chairman,  the  bill  be¬ 
fore  the  House  is  replete  with  inequities, 
injustices  and  other  undesirable  pro¬ 
visions.  Its  inevitable  effect  will  be  to 
restrain  American  private  enterprise 
both  at  home  and  abroad,  and  to  enlarge 
Federal  control  over  private  enterprise. 
But  for  the  moment,  Mr.  Chairman,  I 
wish  to  discuss  briefly  one  of  this  bill’s 
most  undesirable  sections — that  having 
to  do  with  taxation  of  foreign  income. 

The  two  most  obnoxious  phases  of  this 
section  of  the  bill  are  the  so-called 
gross-up  plan  and  the  controlled  for¬ 
eign  corporation  tax.  Together,  they 
will  make  it  extremely  difficult,  if  not  im¬ 
possible,  for  American  business  to  com¬ 
pete  in  many  foreign  markets  and  in  in¬ 
ternational  commerce  generally. 

The  gross-up  proposal  would  require 
that  a  U.S.  corporate  shareholder  must 
include  in  its  income  subject  to  U.S. 
taxes,  the  amount  of  foreign  tax  paid 
by  a  foreign  subsidiary  to  a  foreign  coun¬ 
try. 

The  controlled  foreign  corporation  tax 
in  effect  would  provide  for  current  Amer¬ 
ican  taxation  of  income  of  so-called  con¬ 
trolled  foreign  corporations — that  is,  for¬ 
eign  corporations  which  are  at  least  50 
percent  American  owned.  These  taxes 
would  be  imposed  currently  even  though 
the  earnings  may  not  have  been  paid  to 
American  owners  and  may  never  be  paid 
to  them.  Furthermore,  this  scheme  al¬ 
lows  no  deductions  for  possible  losses  by 
these  foreign  corporations  and  allows  no 
loss  carryovers. 

The  very  able  gentleman  from  Mis¬ 
souri,  Mr.  Curtis,  an  outstanding  mem¬ 
ber  of  the  Ways  and  Means  Committee, 
expressed  the  situation  succinctly  in  his 
separate  views  on  the  pending  tax  bill. 
He  said  these  two  foreign  income  pro¬ 
visions  threaten  the  ability  of  American 
private  enterprise  to  compete  and  share 
in  world  trade,  by  imposing  American 
taxes  on  veritably  phantom  income— in¬ 
come  that  has  never  been  received. 

That  is  precisely  what  these  sections 
would  do,  Mr.  Chairman,  impose  a  tax 
on  phantom  income. 

They  would  seriously  aggravate  the  tax 
disadvantages  under  which  American- 
owned  foreign  enterprises  must  operate 
and  compete  even  under  existing  law. 

To  the  considerable  extent  that  these 
proposed  imposts  would  curtail  the  abil¬ 
ity  of  American  private  enterprise  to 
participate  in  the  development  of  the 
emerging  new  countries,  that  much 
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would  these  provisions  require  greater 
dependence  on  less-effective  govern¬ 
mental  aid  with  its  immeasurably  great¬ 
er  cost  to  U.S.  taxpayers. 

One  of  the  excuses  advanced  by  these 
provisions  is  that  they  will  discourage 
the  export  of  American  jobs.  But  the 
fact  is  that  with  a  possible  few  excep¬ 
tions,  no  American  jobs  are  exported  be¬ 
cause  <*f  the  existence  of  American- 
controlled  oversea  companies.  Rather, 
such  companies  use  many  American- 
made  component  parts  in  foreign  manu¬ 
facturing  operations,  and  they  help  to 
create  foreign  markets  for  other  Amer¬ 
ican  products.  Department  of  Com¬ 
merce  figures  submitted  to  the  Ways  and 
Means  Committee  showed  that  Ameri¬ 
can  exports,  with  respect  to  U.S.-con¬ 
trolled  foreign  subsidiaries,  amounted  to 
$2.2  billion  in  1959  and  $2.7  billion  in 
1960. 

The  foreign  income  provisions  repre¬ 
sent  a  sharp  abrupt  reversal  of  Ameri¬ 
can  foreign  policy.  Almost  since  the 
end  of  World  War  II  we  have  been  hear¬ 
ing  of  the  benefits  of  trade,  not  aid. 
A  few  short  weeks  ago.  President  Ken¬ 
nedy  submitted  to  the  Congress  a  spe¬ 
cial  message  urging  prompt  action  on  his 
trade  expansion  program  in  order  to  fa¬ 
cilitate  greater  American  participation 
in  world  markets.  The  serious  deficit 
in  our  balance  of  international  pay¬ 
ments  situation  has  been  a  matter  of 
grave  concern  to  Republicans  and  Dem¬ 
ocrats  alike. 

Yet  in  spite  of  all  this,  we  have  here 
a  program  which  will  discourage  Amer¬ 
ican  private  enterprise  participation  in 
world  commerce  and  will  inevitably 
worsen,  rather  than  improve,  our  bal- 
ance-of -payments  problem;  and  a  pro¬ 
gram  which  the  administration  is  doing 
all  in  its  power  to  push  to  enactment. 
There  is  no  logic  to  it. 

Most  of  us  in  the  House,  I  think,  prob¬ 
ably  would  vote  gladly  for  special  pro¬ 
visions  to  impose  normal  U.S.  taxes  on 
tax -haven  foreign  corporations  operated 
primarily  for  the  purpose  of  avoiding 
U.S.  taxes.  But  this  is  not  the  objective 
of  this  bill.  The  blunderbluss  approach 
of  its  foreign  income  sections  obviously 
and  admittedly  is  aimed  at  all  Ameri¬ 
can-controlled  foreign  corporations, 
even  though  they  may  be  unquestion¬ 
ably  and  historically  legitimate  and 
aboveboard. 

It  is  not  my  intention  to  take  the 
time  now  to  detail  the  many  injustices 
and  inequities  which  would  be  created 
by  the  gross-up  and  its  accompanying 
complicated  tax  credit  formula,  or  by 
the  controlled  foreign  corporation  plan. 
For  such  a  detailed  discussion,  I  com¬ 
mend  the  further  views  of  Congressman 
Curtis  of  Missouri  in  the  committee 
report.  As  usual  he  is  sound  and  con¬ 
structive. 

I  do  wish  to  register  my  complete  and 
hearty  disapproval  of  these  schemes  and 
to  call  the  attention  of  my  colleagues  to 
the  disastrous  effects  they  would  have 
on  the  efforts  of  American  private  enter¬ 
prise  to  expand  its  activity  in  world 
commerce.  That  activity  will  contract 
sharply,  rather  than  expand,  if  these 
provisions  are  allowed  to  become  law. 
This  is  an  eventuality  I  believe  none  of 
us  want  to  see  happen. 


(Mr.  DENTON  (at  the  request  of  Mr. 
Keogh)  was  granted  permission  to  ex¬ 
tend  his  remarks  at  this  point  in  the 
Record.  ) 

Mr.  DENTON.  Mr.  Chairman,  there 
has  been  so  much  cloudy  controversy 
over  the  investment  credit  section  of 
H.R.  10650  that  I  have  made  every  at¬ 
tempt  to  become  as  familiar  with  this 
provision  as  is  possible  for  someone  who 
does  not  claim  to  be  an  expert  on  tax 
matters.  I  say  cloudy  controversy  be¬ 
cause  I  am  convinced  that  a  consider¬ 
able  part  of  the  discussions  that  we  Mem¬ 
bers  have  had  among  ourselves  off  the 
floor  has  come  about  through  failure  to 
interpret  properly  the  tax  incentive  and 
to  find  out  just  what  it  would  mean  to 
businesses  in  our  respective  districts. 

Probably  the  size  of  H.R.  10650  and 
of  its  report  have  had  a  great  deal  to  do 
with  this.  I  frankly  must  admit  that  I 
took  one  look  at  the  report  and  quickly 
put  it  aside  without  the  least  intention 
of  attempting  to  go  through  it.  Last 
week  I  began  to  hear  on  the  one  hand 
from  sources  in  whom  I  have  complete 
confidence  that  the  tax  incentive  is  ex¬ 
actly  what  business  needs  to  retool  pro¬ 
ducing  equipment  and  update  plants  and 
factories.  Then  I  was  told  by  sources 
in  whom  I  have  complete  confidence  that 
this  shaggy  piece  of  legislation  has  no 
place  in  our  law  books  because  it  does 
practically  nothing  for  the  business  com¬ 
munity.  That  is  when  I  began  to  real¬ 
ize  that  I  was  going  to  have  to  do  some 
reading  on  my  own. 

First  off  let  me  apologize  to  members 
of  the  House  Ways  and  Means  Commit¬ 
tee  for  refusing  originally  to  wade 
through  the  240  pages  of  the  bill  and  the 
303  pages  of  the  report.  I  recognize  that 
this  lengthy  material  constitutes  con¬ 
siderable  work  and  penetrating  thought 
on  the  part  of  the  dedicated  members 
of  that  committee,  and  I  thank  them  for 
this  contribution.  After  having  studied 
it,  I  can  now  present  it  to  my  colleagues 
as  recommended  reading.  I  will  not  at¬ 
tempt  to  convey  the  impression  that  it 
is  the  kind  of  literature  with  which  you 
can  relax  of  an  evening,  but  I  will  say 
to  you  that,  once  you  have  had  the  op¬ 
portunity  to  peruse  it  carefully,  you  will 
have  a  much  better  appreciation  not  only 
of  the  committee’s  contributions,  but  also 
of  what  this  new  legislation  can  do  for 
the  general  economic  welfare. 

Mr.  Chairman,  I  also  took  it  upon  my¬ 
self  to  discuss  the  tax  incentive  provi¬ 
sion  with  some  of  my  business  friends 
whose  ability  to  invest  in  new  machinery 
will  be  substantially  affected  by  this  leg¬ 
islation.  We  sat  down  and  figured  out 
just  what  the  tax  incentive  could  mean 
to  individual  companies.  I  must  con¬ 
fess  that  our  calculations  were  based  on 
the  original  proposals,  so  I  have  had  to 
revise  the  figures  since  learning  that  the 
bill  would  be  amended  down  to  7  per¬ 
cent;  yet  I  still  come  up  with  what  looks 
to  the  average  businessman  like  an  ex¬ 
cellent  opportunity  to  move  ahead  and, 
in  doing  so,  to  contribute  to  the  stimula¬ 
tion  of  the  general  economy. 

So  far  as  I  can  determine,  the  tax  in¬ 
centive  would  be  advantageous  to  large 
and  small  coal  companies  alike.  The  in¬ 
dustry  in  general  has  done  a  remarkable 


4891 

job  in  keeping  its  prices  competitive  in 
the  fuels  market,  as  shown  by  the  fact 
that  bituminous  coal  today  is  sold  on 
the  average  at  the  mine  for  $4.65  a  ton 
compared  with  the  1948  average  of  $4.99. 
This  reduction  was  achieved  despite  the 
spiralling  costs  of  labor,  equipment,  and 
supplies  over  the  past  decade  and  a  half. 
It  came  about  because  the  industry  was 
willing  to  invest  heavily  in  modernizing 
and  mechanizing.  From  a  per-man-day 
average  of  6.26  tons  in  1948,  efficiency 
of  bituminous  coal  production  in  this 
country  rose  to  14.27  tons  per  man-day 
last  year,  in  contrast  to  2.1  tons  for  run- 
nerup  Czechoslovakia. 

Unfortunately,  this  progressive  spirit 
is  not  reflected  in  sales  volumes.  De¬ 
spite  these  bargain  prices,  bituminous 
coal  output  declined  from  599  million 
tons  in  1948  to  less  than  400  million  last 
year. 

The  coal  industry  must  be  given  every 
opportunity  to  expand  its  markets.  The 
tax  incentive  provision  of  H.R.  10650 
comes  as  a  new  hope  for  coal  companies. 
Much  of  the  mining  equipment  intro¬ 
duced  in  the  immediate  postwar  years 
has  by  this  time  become  obsolete  because 
of  the  emphasis  placed  on  research  and 
development  in  the  past  decade  and 
more.  Replacement  should  not  be  de¬ 
layed.  The  investment  credit,  by  virtue 
of  making  it  possible  for  coal  companies 
to  purchase  new  equipment,  can  make 
the  difference  between  stabilized  cost  and 
inflation.  In  turn,  the  cost  savings,  no 
matter  how  marginal,  can  make  the  dif¬ 
ference  between  getting  coal  orders  and 
in  not  getting  them.  With  some  coal 
companies  working  only  2  or  3  days  a 
week,  even  minute  price  changes  can 
make  the  difference  between  staying  in 
business  and  closing  down. 

I  appeal  to  my  colleagues  to  make  it 
possible  for  the  coal  industry,  whose  diffi¬ 
culties  have  been  compounded  by  a  mis¬ 
cellany  of  competitive  inequities,  to  con¬ 
tinue  the  progress  that  has  enabled  it 
to  become  the  most  efficient  coal  mining 
industry  in  the  world.  Through  the  tax 
incentive,  the  coal  industry  will  at  last 
have  an  opportunity  to  enjoy  a  return  to 
high  production  levels  and  our  mining 
communities  will  perhaps  emerge  from 
the  chronic  economic  stagnation  that  has 
prevailed  these  many  years. 

For  the  coal-carrying  railroads,  the 
tax  credit  will  have  a  dual  benefit.  Long 
burdened  by  economic  woes,  they  have 
found  it  difficult  to  replenish  and  replace 
rolling  stock,  particularly  gondolas  and 
hoppers.  The  legislation  before  us  today 
can  make  it  possible  for  railroads  to  in¬ 
vest  in  the  equipment  they  have  neglect¬ 
ed  buying.  I  also  remind  my  colleagues 
that  many  of  the  diesel  engines  put  into 
service  following  the  conclusion  of  World 
War  II  are  coming  to  the  end  of  the  line 
and  are  about  to  follow  the  old  iron  horse 
to  its  Valhalla.  The  new  models  are  ex¬ 
pensive,  but  they  are  necessary  and  the 
railroads  should  be  encouraged  to  order 
them  now.  The  tax  credit  will  provide 
that  encouragement,  and  in  consequence 
it  will  put  some  thrust  into  the  economy 
of  communities  that  build  and  make 
parts  for  railroad  equipment. 

The  second  benefit  to  the  railroads 
will  come  through  increased  coal  sales. 
In  1960  the  Class  A  coal-carrying  rail- 
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roads  realized  a  total  of  $1,101,612,000  in 
revenue  from  coal  traffic.  That  income 
from  moving  coal  amounted  to  13.1  per¬ 
cent  of  the  total  freight  revenue  of  those 
rail  lines. 

Mr.  Chairman,  tax  incentive  provision 
of  H.R.  10650  is  needed  to  give  a  boost 
to  the  coal  industry  and  every  industry 
allied  with  it.  Most  of  all,  it  is  needed 
by  the  hundreds  of  thousands  of  families 
who  depend  upon  these  industries  for 
their  livelihood. 

Mr,  KEOGH.  Mr.  Chairman,  I  yield 
15  minutes  to  the  distinguished  gentle¬ 
man  from  Oregon  [Mr.  Ullman]  ,  a  mem¬ 
ber  of  the  committee. 

Mr.  ULLMAN.  Mr.  Chairman,  I  am 
sure  that  I  am  like  many  others  in  this 
body  in  that  there  are  some  provisions 
of  this  bill  with  which  I  am  not  in  com¬ 
plete  agreement,  other  provisions  which 
I  think  could  be  improved  upon,  and 
still  other  provisions  with  which  I  am  in 
strong  agreement.  The  important  point 
from  the  standpoint  of  the  vote  which 
faces  us  is  that  on  balance,  I  think  that 
this  bill  represents  a  step  forward  and, 
moreover,  one  which  needs  to  be  taken 
in  this  session  of  the  Congress. 

As  is  well  known,  our  committee  has 
worked  long  and  hard  on  this  measure, 
from  extensive  hearings  through  even 
more  extensive  executive  sessions  to  fi¬ 
nally  bring  to  the  floor  a  bill  which  rep¬ 
resents  a  consensus  at  least  of  the  ma¬ 
jority  of  the  committee.  Major  revisions 
of  the  revenue  laws  are  always  complex, 
always  touched  with  controversy,  and,  I 
suppose,  practically  never  satisfy  anyone 
completely.  At  the  same  time,  it  has 
been  8  years  since  the  last  major  revision 
of  the  Internal  Revenue  Code  and  I  be¬ 
lieve  that  the  record  shows  that  we  need 
to  have  action  now.  In  the  time  allotted 
me  I  want  to  indicate  why  I  believe  ac¬ 
tion  is  needed,  as  well  as  making  the 
record  clear  as  to  my  own  views  on  this 
complex  and  important  piece  of  legisla¬ 
tion. 

The  bill  before  us  has  two  general 
goals — one  might  be  termed  the  eco¬ 
nomic  policy  goal  of  providing  increased 
growth,  both  in  our  domestic  economy 
and  also  in  our  international  trade  posi¬ 
tion;  while  the  other  general  goal  is  that 
of  improved  equity  in  our  tax  structure. 
It  must  be  emphasized  that  these  are 
complementary  goals  and  that  the  bill 
before  us  is  intended  to  provide  a  bal¬ 
anced  approach.  Thus,  for  example,  the 
tightening  of  the  code  in  some  areas  to¬ 
gether  with  revisions  of  tax  treatment  in 
other  areas  is  intended,  in  a  substantial 
measure,  to  balance  the  revenue  de¬ 
creases  which  will  be  a  result  of  provid¬ 
ing  inventives  to  economic  growth.  At 
the  same  time,  it  should  be  remembered 
that  increased  economic  growth  itself 
will  result  in  increased  revenues  to  the 
Federal  Government.  In  the  face  of  the 
continuing  heavy  burdens  which  the 
global  struggle  places  upon  the  American 
people,  as  leaders  of  the  free  world,  it  is 
this  economic  growth  which  offers  the 
best  hope  for  a  future  lessening  of  the 
relative  tax  burden  on  individuals. 

The  central  feature  of  the  measure 
before  us  in  terms  of  its  economic  growth 
objective  is,  of  course,  the  investment 
credit  provision.  The  need  for  such  an 


objective  was  pinpointed  by  the  Presi¬ 
dent  in’  his  message  of  last  year  when  he 
pointed  out  that  “modernization  and  ex¬ 
pansion  of  the  Nation’s  productive  plant 
and  equipment  are  essential  to  raise  our 
productivity,  to  accelerate  economic 
.growth,  and  to  strengthen  our  competi¬ 
tive  position  in  world  markets.’’  Behind 
this  statement  of  need  lies  the  fact  that 
our  economic  growth  rate  has  fallen  off 
in  the  past  decade  at  a  time  when  the 
growth  rates  of  both  the  Soviet  Union 
and  our  allies  in  Western  Europe  have 
been  twice  or  three  times  our  own.  This 
glaring  disparity  is  at  the  root  of  our 
balance-of-payments  problem  on  the  one 
hand  and  reflects  a  dangerous  situation 
in  terms  of  our  national  security  on  the 
other.  It  is  significant  that  such  other 
major  industrial  nations  of  the  world  as 
Belgium,  Canada,  France,  West  Ger¬ 
many,  Italy,  Japan,  the  Netherlands, 
Sweden,  and  the  United  Kingdom  all 
provide  some  form  of  investment  incen¬ 
tive  allowances  to  encourage  economic 
growth. 

Therefore,  Mr.  Chairman,  I  feel  that 
the  need  for  action  to  secure  increased 
economic  growth  is  established.  I  rec¬ 
ognize  that  there  are  differences  of 
opinion  as  to  the  best  means  of  attain¬ 
ing  our  goal — ranging  from  those  on  the 
one  hand  who  argue  for  a  stimulus  to 
consumer  spending  in  the  form  of  in¬ 
creased  personal  exemption  to  those  on 
the  other  hand  who  would  prefer  across- 
the-board  depreciation  increases.  The 
administration  has  concluded  on  the 
basis  of  its  studies,  and  our  committee 
has  concurred,  that  the  investment 
credit  approach  is  the  most  practicable 
and  desirable.  Since  the  minority  of 
our  committee  continues  to  argue  for 
the  depreciation  approach,  I  want  to 
make  clear  my  own  opposition  to  this 
substitute  proposal.  Two  points  need  to 
be  emphasized.  In  the  first  place,  the 
investment  credit  approach  goes  mark¬ 
edly  further  than  the  depreciation  ap¬ 
proach  in  securing  increased  investment 
for  the  same  amount  of  revenue  lost. 
Secondly,  the  credit  avoids  the  distor¬ 
tion  of  costs  which  results  from  the  de¬ 
preciation  approach.  In  other'  words, 
the  investment  credit  is  both  more  direct 
and  more  effective  than  the  increased 
depreciation  technique  of  stimulating 
investment. 

While,  therefore,  I  am  in  support  of 
the  investment  credit  provision  of  this 
bill,  Mr.  Chairman,  I  must  express  my 
deep  regret  that  our  committee  saw  fit 
to  extend  it,  even  in  part,  to  regulated 
utilties.  I  was  strongly  in  opposition  to 
this  in  the  committee,  I  am  strongly  in 
opposition  to  it  now,  and  I  sincerely 
hope  that  the  other  body  will  delete  it 
from  the  bill  when  and  as  they  take  ac¬ 
tion  on  this  legislation.  In  view  of  the 
fact  that  utilities  are  regulated  monopo¬ 
lies  with  guaranteed  rates  of  return  and 
with  a  utility  responsibility  to  provide 
all  the  investment  needed  to  meet  de¬ 
mand,  I  can  see  absolutely  no  reason  for 
offering  them  a  tax  incentive  to  do  what 
they  are  required  to  do  anyway.  Fur¬ 
thermore,  our  experience  under  sections 
167  and  168  of  the  present  code  have, 
in  my  opinion,  shown  conclusively  that 
it  is  unwise  public  policy  to  do  so.  Since, 


under  the  rule  adopted,  there  can  be  no 
opportunity  to  attempt  the  deletion  of 
the  language  extending  the  investment 
credit  to  regulated  utilities,  I  will  not 
dwell  longer  on  this  point  but  I  ask 
unanimous  consent  to  include  at  the  end 
of  my  remarks  a  detailed  memorandum 
on  the  reasons  for  excluding  utilities 
from  this  tax  incentive. 

I  want  to  turn  now,  Mr.  Chairman,  to 
the  remaining  provisions  of  the  -bill  be¬ 
fore  us — those  dealing  with  improved 
structural  equity.  The  most  important 
of  these,  from  the  standpoint  of  reve¬ 
nues  to  be  gained,  is  the  provision  for 
instituting  a  withholding  system  on  divi¬ 
dend  and  interest  income.  There  is 
some  controversy  regarding  this  provi¬ 
sion,  but  it  seems  to  me  that  much  of  it 
is  based  on  lack  of  understanding.  It 
must  be  recognized  that  we  are  not  im¬ 
posing  any  new  taxes  by  the  establish¬ 
ment  of  withholding  on  dividend  and  in¬ 
terest  income.  These  are  taxes  which 
are  already  due  but  which,  in  many 
instances,  are  not  being  collected.  The 
provision  of  this  more  efficient  way  of  in¬ 
suring  collection  of  these  taxes  will  re¬ 
sult,  therefore,  in  greater  equity  for 
other  taxpayers — both  for  wage  and  sal¬ 
ary  earners  and  for  receivers  of  dividend 
and  interest  income  who  are  already 
meeting  their  full  tax  liability.  The  in¬ 
stitution  of  withholding  on  these  two 
forms  of  income  merely  extends  a  system 
of  tax  collection  which  has  proved  out¬ 
standingly  successful  in  the  case  of  wage 
and  salary  incomes. 

Our  committee  has  recognized  that 
there  are  some  who  receive  dividend  and 
interest  income  whose  actual  tax  liabil¬ 
ity  is  less  than  the  20-percent  rate  to  be 
withheld  under  this  provision.  It  should 
be  remembered  that  studies  have  indi¬ 
cated  that  this  is  a  relatively  small  mi¬ 
nority  of  those  receiving  interest  and 
dividend  income.  In  1960,  for  example, 
studies  of  the  Survey  Research  Center  at 
the  University  of  Michigan  revealed  that 
nearly  80  percent  of  liquid  assets  in  this 
country  are  owned  by  those  with  annual 
incomes  in  excess  of  $4,000  and  that  less 
than  10  percent  of  those  with  incomes  of 
less  than  $5,000  a  year  own  stocks.  Still, 
as  I  have  said,  our  committee  recog¬ 
nized  that  there  are  some  whose  tax 
liability  on  these  forms  of  income  would 
be  less  than  20  percent.  In  order  to  se¬ 
cure  maximum  equity  and  convenience 
for  these  people,  we  have  provided  two 
methods  for  preventing  any  substantial 
overwithholding.  One  is  to  allow  all 
such  receivers  who  anticipate  no  tax 
liability  at  all  on  their  interest  and  divi¬ 
dend  incomes  to  file  statements  to  that 
effect  and  to  secure  exemption  from 
withholding;  the  other  is  to  allow,  for 
those  who  have  some  liability,  but  less 
than  a  20-percent  liability,  prompt  re¬ 
funds  on  any  overwithholding  that  oc¬ 
curs.  In  my  opinion,  the  proposed  with¬ 
holding  system,  with  these  guards 
against  hardship  on  small  income  re¬ 
ceivers,  represents  an  important  step 
toward  greater  equity  in  our  tax  struc¬ 
ture. 

Next,  I  wish  to  express  my  strong 
approval  of  the  provisions  of  the  bill 
before  us  dealing  with  the  taxation  of 
cooperatives.  The  problem  here  was  to 
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reaffirm,  the  intent  of  the  1951  act  in 
such  a  way  as  to  meet  the  objections 
which  had  developed  in  certain  court 
decisions.  Cooperatives  themselves  have 
sought  legislation  which  would  clarify 
the  tax  liability  of  the  individual  patron 
on  these  patronage  refund  allocations. 
Most  cooperatives  have  consistently 
specified  this  liability  in  their  bylaws 
and  have  argued,  with  merit  I  believe, 
that  the  patron’s  membership  under 
such  conditions  constitutes  the  logical 
showing  of  his  consent  to  the  investment 
of  a  portion  of  his  patronage  refunds  in 
the  cooperative.  The  bill  which  we  have 
before  us  accepts  this  logical  approach 
and  strengthens  it  by  requiring  that 
each  cooperative  must  clearly  notify  its 
members  of  the  bylaw  provisions  on  this 
point.  In  this  way,  we  will  be  meeting 
the  requirement  of  patron  consent  with¬ 
out  adopting  a  procedure  that  would  be 
punitive  and  unduly  burdensome  in 
character  from  the  standpoint  of  co¬ 
operatives. 

A  substantial  portion  of  this  bill  deals 
with  foreign  income  and  with  the  com¬ 
plex  array  of  operations  and  trans¬ 
actions  which  characterize  the  modern 
business  world.  No  one  would  claim  that 
it  is  an  easy  thing  to  achieve  equity  in 
our  tax  structure  as  between  various 
types  of  business  organizations  located 
in  a  number  of  different  countries  and 
subject  to  a  variety  of  tax  jurisdic¬ 
tions.  But  the  evidence  does  indicate 
that  in  far  too  many  cases  our  laws  are 
inadequate  to  do  the  job  of  preventing 
abuses  and  insuring  the  equal  treatment 
which  we  have  every  right  to  demand 
in  our  total  tax  structure. 

It  is  in  the  interests  of  fairness  to  all 
American  taxpayers,  then,  and  not  to 
penalize  legitimate  oversea  investment 
that  these  tax  reforms  are  suggested. 
In  the  hearings  on  H.R.  10650,  Secretary 
of  the  Treasury  Dillon  said : 

We  are  not  critical  of  investment  abroad. 
We  are  not  critical  of  investment  by  U.S. 
business  in  Europe  in  industrialized  areas, 
investment  that  is  made  for  business  rea¬ 
sons.  The  only  thing  that  we  are  suggest¬ 
ing,  and  we  feel  is  equitable,  is  that  special 
tax  reasons  are  not  a  good  reason  anymore 
for  investment  in  that  area,  and  we  are 
asking  that  this  special  incentive,  this  spe¬ 
cial  privilege  be  removed. 

These  remarks  of  the  Secretary  set 
the  tone  for  the  foreign  income  sections 
of  this  bill. 

Although  we  are  talking  in  terms  of 
equity,  let  us  admit  that  the  question  of 
foreign  investment  touches  upon  the  U.S. 
balance-of-payments  problem,  a  prob¬ 
lem  to  which  we  have  devoted  many, 
many  hours  and .  thousands  of  lines  in 
the  Congressional  Record.  A  prelimi¬ 
nary  study  for  the  year  1960  alone  shows 
that  the  flow  of  capital  from  the  United 
States  to  Western  European  subsidiaries 
exceeded  dividends  remitted  to  the  par¬ 
ent  corporations  by  $470  million. 

Tax  deferral  on  foreign-earned  in¬ 
come,  for  example,  creates  a  twofold 
problem:  earnings  are  not  repatriated 
and  foreign  investment  is  artificially  en¬ 
couraged.  This  multiple  effect  is  seen 
particularly  in  the  so-called  tax  haven 
countries  whose  tax  rates  are  well  below 
those  of  the  United  States.  Any  subsid¬ 
iary  organized  in  one  of  these  foreign 


countries  enjoys  a  considerable  advan¬ 
tage  over  a  U.S.-based  company  as  long 
as  its  earnings  are  retained  abroad. 
There  seems  little  doubt  that  many  sub¬ 
sidiaries  have  been  located  in  tax  haven 
countries  primarily,  if  not  solely,  for  tax 
reasons.  Switzerland,  Panama,  Liberia, 
the  Bahama  Islands,  Liechtenstein — 
these  are  among  the  nations  most  fa¬ 
vored  for  the  organization  of  paper  sub¬ 
sidiaries.  In  Switzerland  alone,  infor¬ 
mation  furnished  by.  the  consulate  gen¬ 
eral  in  Zurich  indicates  that  as  of  March 
31,  1961,  there  were  517  American-owned 
corporations,  170  of  them  created  in  the 
12 -month  period  preceding  that  date. 

The  bill  before  us  does  not  take  a  meat 
axe  to  investment  abroad  by  U.S.  corpo¬ 
rations.  Its  purpose  is  selective — to  do 
some  trimming  on  those  types  of  foreign 
investment  which  give  an  unfair  ad¬ 
vantage  to  certain  firms  at  the  expense 
of  others. 

Certainly,  there  is  no  one  in  the  Treas¬ 
ury  Department  or  in  the  Ways  and 
Means  Committee  who  does  not  recog¬ 
nize  the  importance  of  foreign  invest¬ 
ment  to  our  economy  and  to  our  hopes 
for  the  free  world.  At  the  same  time,  all 
of  us  have  a  responsibility  to  equalize  tax 
treatment  and  to  insure  that  investment 
abroad  is  actually  contributing  sound 
economic  goals. 

Mr.  Chairman,  no  portion  of  the  pend¬ 
ing  tax  bill,  H.R.  10650,  has  been  so  mis¬ 
represented  by  its  critics  as  the  sections 
dealing  with  taxation  of  income  earned 
by  Americans  overseas. 

It  is  difficult  to  understand  why,  be¬ 
cause  the  foreign  income  provisions  of 
the  bill  are  aimed  at  a  single  objective 
which  should  cause  no  controversy — the 
goal  of  equal  tax  treatment  of  income 
earned  abroad  and  income  earned  here 
in  the  United  States.  This  will  be  ac¬ 
complished  by  eliminating  the  use  of  for¬ 
eign  tax  havens  and  closing  other  loop¬ 
holes  which  allow  income  earned  abroad 
to  escape  taxation. 

Why  should  Americans  living  over¬ 
seas,  and  enjoying  the  protection  of 
American  citizenship,  escape  U.S.  income 
taxes?  Why  should  Americans  be  able 
to  set  up  foreign  trusts  and  foreign  in¬ 
vestment  companies  to  escape  U.S.  taxa¬ 
tion?  And  finally,  why  should  U.S.  busi¬ 
nesses  operating  overseas  enjoy  tax 
privileges  denied  to  their  competitors 
operating  solely  in  this  country?  These 
are  questions  that  are  legitimately  raised 
by  anyone  with  an  interest  in  tax  equity 
and  sound  economics,  for  the  future 
health  of  our  economy  clearly  calls  for 
the  elimination  of  special  tax  advantages 
which  are  making  it  more  profitable  for 
American  firms  to  operate  through  sub¬ 
sidiaries  abroad  than  to  remain  in  this 
country  and  provide  jobs  for  American 
workers. 

Mr.  Chairman,  I  doubt  that  any  Mem¬ 
ber  of  this  House  wishes  our  tax  laws  to 
be  used  to  take  jobs  away  from  Ameri¬ 
can  workers.  But  that  is  precisely  the 
heart  of  the  matter  to  which  I  am  ad¬ 
dressing  my  remarks. 

Our  current  period  of  business  expan¬ 
sion  is  now  in  its  13th  month — but  6  out 
of  every  100  able  and  willing  workers  in 
this  country  are  still  looking  for  jobs  and 
unable  to  find  them.  We  have  so  far 


been  unable  to  develop  a  complete  solu¬ 
tion  to  the  problem  of  recurring  reces¬ 
sions  and  the  unemployment  and  human 
misery  that  accompany  them.  We 
also  face  severe  economic  dislocations 
brought  on  by  automation  and  the  simple 
movement  and  change  of  a  dynamic 
economy. 

We  need  every  job  the  American 
economy  can  provide  to  take  care  of 
our  growing  labor  force  and  of  those 
whose  skills  become  out-of-date  in  this 
world  of  fast-moving  technological 
change.  Can  we,  therefore,  continue  to 
countenance  tax  laws  which  induce 
American  business  to  move  out  of  this 
country — and  take  jobs  with  them? 
What  we  need,  instead,  are  tax  laws  that 
will  help  American  business  to  better 
produce  at  home  for  oversea  sale  and 
thus  help  solve  our  unemployment  prob¬ 
lem  by  raising  our  national  output. 
Such  laws  are  embodied  in  other  sec¬ 
tions  of  this  bill. 

Those  who  oppose  the  adoption  of  H.R. 
10650  say  that  its  foreign  income  pro¬ 
visions  are  inconsistent  with  our  tradi¬ 
tional  American  policy  of  free  movement 
of  investment  capital.  They  contend 
that  this  legislation  moves  in  a  direction 
opposite  to  that  of  President  Kennedy’s 
Trade  Expansion  Act.  That  is  incorrect. 

Imposition  of  U.S.  taxes  on  certain 
types  of  American  business  operations 
overseas  will  in  no  way  interfere  with 
the  free  flow  of  American  capital  around 
the  world.  Foreign  investment  oppor¬ 
tunities  which  are  appealing  on  their 
own  merits  will  not  be  hindered.  The 
legislation  seeks  merely  to  do  away  with 
certain  situations  where  present  tax 
avoidance  possibilities — of  and  by  them¬ 
selves — provide  the  margin  of  profit¬ 
ability  which  causes  American  firms  to 
establish  overseas  subsidiaries. 

Nor  will  our  export  trade  be  hurt.  On 
the  contrary,  it  will  be  helped.  Oppon¬ 
ents  of  the  legislation  cite  the  exports 
made  by  American  firms  to  their  foreign 
subsidiaries  in  support  of  their  argument 
that  adoption  of  this  bill  will  impair  U.S. 
export  sales.  The  precise  volume  of  such 
export  sales  to  subsidiaries  is  unkonwn, 
though  certain  companies  have  testified 
that  their  own  sales  to  subsidiaries  are 
quite  large.  But  what  about  the  export 
sales  which  are  being  lost  because  Amer¬ 
ican  firms  are  manufacturing  overseas 
rather  than  at  home?  Does  anyone 
really  believe  that  direct  sales  to  sub¬ 
sidiaries  outweigh  the  $9.3  billion  in 
sales  by  American-owned  manufactur¬ 
ing  subsidiaries  in  Europe  alone? 

H.R.  10650  will  not  interfere  with  legit¬ 
imate  foreign  business  operations  of 
American  firms.  Manufacturing  and 
construction  companies  will  not  be  af¬ 
fected  if  they  use  their  retained  earn¬ 
ings  in  their  own  business — earnings 
which  may  now  be  held  idle  or  used, 
tax  free,  for  additional  investment  in 
new  businesses  in  industrialized  coun¬ 
tries  at  the  cost  of  still  more  American 
jobs. 

The  legislation  does  provide  a  direct 
inducement  to  American  firms  to  invest 
funds  in  the  underdeveloped  countries — 
thereby  supplementing  our  foreign  aid 
program  and  removing  some  of  the  bur- 
dent  of  development  aid  from  the  Amer- 
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and  that  they  can  readily  project  for  the 
years  ahead. 

4.  EXPERIENCE  WITH  AMORTIZATION  PROGRAM 

IN  REGULATED  INDUSTRIES  WAS  UNSATISFAC¬ 
TORY 

The  unsatisfactory  results  of  attempts  to 
stimulate  public  utility  investment  are  ex¬ 
emplified  by  the  recent  experience  with  ac¬ 
celerated  amortization  in  the  electric  utility 
field.  This  experience  was  critically  reviewed 
by  the  Congress  when  it  restricted  the  fur¬ 
ther  issuance  of  amortization  certificates 
in  1957.  Chairman  Byrd,  of  the  Senate  Fin¬ 
ance  Committee,  in  commenting  on  the  mat¬ 
ter  in  1957,  stated  that  he  regarded  such 
rapid  tax  writeoffs  for  utilities  as  without 
any  justification  whatever  because  utilities 
are  guaranteed  profits.2 

The  report  of  the  Senate  Judiciary  Com¬ 
mittee  made  by  its  Subcommittee  on  Anti¬ 
trust  and  Monopoly  concerning  the  expe¬ 
rience  of  regulated  industries  under  rapid 
amortization  stated : 

“Grave  consequences  have  followed  the 
enormous  grants  of  tax  amortization  to  op¬ 
erating  utilities  in  the  electric  power  field. 
Consumers  have  fared  badly,  for  the  Federal 
Power  Commission  rules  that  lower  rates 
were  not  the  purpose  of  the  tax  amortization 
statute,  and  the  courts  have  sustained  the 
FPC.  As  a  result  of  the  hearings,  the  Fed¬ 
eral  Power  Commission  surveyed  operating 
utilities  and  it  was  established  that  to  an 
unsuspected  extent,  tax-free  dividends  were 
being  paid.  Public  power  witnesses  com¬ 
plained  of  predatory  practices  by  utilities  en¬ 
joying  the  lower  net  taxable  income  coming 
from  high-depreciation  charges,  and  the  sub¬ 
committee  obtained  a  listing  of  all  acquisi¬ 
tions  made  by  utilities  subsequent  to  ob¬ 
taining  amortization.”  3  (See  also  exhibit  2.) 

5.  INVESTMENT  CREDIT  WOULD  COMPLICATE  RATE 

REGULATION  AND  TEND  TO  BE  PASSED  ON  TO 

CONSUMERS 

The  extension  of  the  investment  credit  to 
the  utilities  would  tend  to  bring  heavy  pres¬ 
sure  on  the  various  regulatory  commissions 
to  pass  the  benefit  on  to  consumers  in  the 
form  of  lower  rates.  Assuming  such  a  pass¬ 
through,  there  would  be  little,  if  any,  in¬ 
centive  effect  to  utility  investment.  While 
some  of  the  pass-through  would  serve  to  re¬ 
duce  costs  slightly  for  Industrial  users,  much 
of  the  benefits  would  affect  residential  con¬ 
sumption. 

There  is,  however,  serious  doubt  as  to  how 
the  investment  credit  might  be  treated  by 
the  various  regulatory  agencies.  While  exist¬ 
ing  law  would  appear  generally  to  call  for 
the  flow-through  approach,  it  is  possible 
that  the  credit  might  lead  to  pressures  for 
some  type  of  tax-normalization  approach 
which  would  permit  the  utilities  to  retain 
the  credit  in  addition  to  their  fair  rate  of 
return  on  investment.  In  any  event,  the 
credit  would  gravely  complicate  the  regula¬ 
tory  process  and  become  a  continuing  source 
of  controversy  and  litigation. 

In  view  of  the  conflicting  pressures  on  the 
regulatory  agencies,  the  treatment  of  the 
credit  would  probably  not  be  uniform  in  all 
jurisdictions.  Moreover,  before  the  issues 
were  resolved  there  would  be  a  period  of  un¬ 
certainty  and  confusion  which  would  not  be 
favorable  for  investment  or  the  orderly  op¬ 
eration  of  the  utilities.  Granting  the  credit 
to  utilities  would  introduce  discriminatory 


2  U.S.  Senate,  Committee  on  Finance, 
“Rapid  Amortization  of  Emergency  Facili¬ 
ties,”  hearings  before  the  Committee  on 
Finance,  85th  Cong.,  1st  sess.  on  S.  1795, 
May  7  and  9, 1957,  p.  9. 

3  U.S.  Senate,  Committee  on  the  Judiciary, 
Subcommittee  on  Antitrust  and  Monopoly, 
“Rapid  Amortization  in  Regulated  Indus¬ 
tries,”  85th  Cong.,  2d  sess.  S.  Rept.  No.  1380, 
Mar.  12,  1958,  p.  67. 


treatment  of  different  firms,  as  regulatory 
agencies  respond  with  different  procedures 
for  passing  the  credit  through  to  consumers. 

Special  difficulties  would  be  involved  in 
applying  the  flow-through  principle  to  the 
credit  because,  unlike  general  tax  reduction, 
the  credit  would  vary  from  year  to  year  with 
the  capital  expenditures  of  the  utility  cor¬ 
poration.  This  variance  in  the  tax  reduction 
from  year  to  year  would  make  it  extremely 
difficult  for  the  regulatory  authority  to  de¬ 
termine  the  proper  rate  adjustments.  Sub¬ 
stantial  tax  credits  would  be  likely  to  go 
neither  to  lower  rates  nor  to  additional  in¬ 
vestment,  but  into  dividends  to  shareholders. 
The  resulting  erratic  distribution  of  the 
credit  in  the  regulated  area  and  the  nu¬ 
merous  disputes  it  would  engender  would  not 
serve  the  best  interests  of  either  the  utili¬ 
ties  industry  or  the  Nation  in  the  long  run. 

6.  INSIGNIFICANT  EFFECT  OF  THE  CREDIT  ON 
CONSUMER  DEMAND 

Some  utilities  have  contended  that  if  the 
credit  were  passed  on  so  as  to  lower  the  cost 
of  service  to  consumers,  this  would  increase 
demand  and  therefore  provide  a  basis  for 
additional  investments  in  production  fa¬ 
cilities. 

Estimates  of  the  possible  effect  of  passing 
on  the  entire  amount  of  the  benefit  of  a 
4-percent  credit  in  the  form  of  lower  utility 
rates  suggest  an  average  reduction  of  cost 
to  electricity  consumers  of  about  iy4  per¬ 
cent.1  For  the  average  residential  customer 
whose  electric  bill  was  about  $7.25  a  month 
in  1959,  the  resulting  reduction  would 
amount  to  about  9  cents  a  month.  Simi¬ 
larly,  for  industrial  and  commercial  cus¬ 
tomers  whose  average  electric  bill  in  1959 
was  $880  a  year  or  about  $73  a  month,  the 
adjustment  would  be  about  92  cents  a 
month. 

These  reductions  are  so  small  as  to  be 
an  insignificant  stimulus  to  the  consumer 
in  changing  his  use  of  electricity,  even  if  the 
demand  were  reasonably  elastic.  While  re¬ 
liable  estimates  are  not  available  on  the 
elasticity  or  responsiveness  of  demand  for 
electric  power  to  price  changes,  there  is 
reason  to  believe  that  it  has  a  relatively  low 
degree  of  elasticity.5 

7.  HIGH  LEVELS  OF  EXCESS  CAPACITY  NOW 

EXIST  IN  THE  ELECTRIC  UTILITY  INDUSTRY 

The  high  levels  of  excess  capacity  which 
now  exist  in  the  case  of  the  electric  utilities 
suggest  that  the  investment  credit  would 
not  be  effective  and  is  not  needed  in  this 
area. 

The  data  on  the  growth  of  excess  reserves 
of  kilowatts  stated  as  a  percentage  of  De¬ 
cember  peak  loads  indicates  that  in  the 
postwar  period  reserve  capacity  over  the 
peak  load  reached  a  level  of  19.3  percent  in 


‘The  114 -percent  figure  is  based  on  an 
estimate  of  $118  million  credit  which  the 
electric  power  utilities  would  have  received 
on  their  1959  eligible  investment  in  relation 
to  $9.5  billion  of  operating  revenues.  With 
the  smaller  3 -percent  credit  figure  this  re¬ 
duction  for  residential  consumers  would,  of 
course,  be  smaller. 

6  Although  no  estimates  of  the  response  of 
consumer  demand  to  changes  in  electric 
prices  are  available,  economic  studies  have 
demonstrated  an  extremely  low  change  in 
demand  in  response  to  the  price  of  heating 
fuels.  For  each  1 -percent  decrease  in  price, 
less  than  three-tenths  of  1  percent  increase 
in  revenue  can  be  anticipated.  (See  A.  M. 
Strout  "Weather  and  the  Demand  for  Space 
Heat,”  Review  of  Economics  and  Statistics 
43  (May  1961)  pp.  185-192.)’  Though  some¬ 
what  greater  substitution  among  fuels  can 
be  anticipated  in  the  long  run,  competition 
between  fuels  is  effectively  limited  by  the 
high  costs  of  conversion  and  one  can  expect 
little  response  from  the  consumer  to  a  re¬ 
duction  in  prices. 


1954,  declined  to  17.3  percent  in  1956,  but 
rose  steadily  since  then  to  a  high  of  28.6 
percent  for  I960.0  (See  exhibit  3.) 

The  1956  report  of  the  Joint  Committee  on 
Internal  Revenue  Taxation  on  the  5-year 
amortization  program  indicated  that  the 
Office  of  Defense  Mobilization  operated  on 
the  assumption  that  an  excess  capacity  re¬ 
serve  in  the  neighborhood  of  24  percent 
would  be  required  for  full  mobilization  in 

1955,  which  Is  well  above  the  actual  reserves 
maintained  during  the  Korean  war.  When 
reserve  capacity  reached  20  percent,  the  goal 
was  closed,  presumably  because  this  level 
was  deemed  adequate.6 7 

8.  THE  INVESTMENT  CREDIT  IS  ESPECIALLY  INAP¬ 
PROPRIATE  FOR  GAS  PIPELINES 

The  natural  gas  pipeline  industry  has  ex¬ 
panded  at  a  very  rapid  rate  without  the 
investment  credit.  As  of  the  end  of  1960,  the 
index  of  plant  investment  was  around  350,  as 
compared  to  100  at  the  end  of  1950. 

So  far  as  we  know,  no  desirable  expansion 
or  modernization  has  been  prevented  by  lack 
of  readily  available  funds. 

There  is  serious  question  whether  it  would 
be  in  the  public  interest  to  encourage  any 
increased  rate  of  expansion  in  view  of  the 
depletable  nature  of  gas.  The  Federal  Power 
Commission’s  latest  annual  reports  show 
that,  according  to  estimates  by  the  American 
Gas  Association,  the  gas  reserve  life  index 
for  the  country  has  declined  from  22.1  years 
at  the  end  of  1958  to  21.1  years  at  the  end  of 
1959  and  20.1  years  at  the  end  of  I960.8  Ex¬ 
pansion  of  interstate  natural  gas  pipelines 
can  be  effectuated  only  with  a  certificate  of 
convenience  and  necessity  issued  by  the  FPC. 
The  Commission  requires  an  affirmative 
showing  of  the  adequacy  of  reserves  before 
any  such  certificate  will  be  granted.  Certi¬ 
fication  procedures  are  designed  to  assure 
orderly  growth  in  the  industry,  and  will  limit 
the  extent  to  which  the  investment  credit 
can  stimulate  growth. 

9.  THE  INVESTMENT  CREDIT  IS  A  SELECTIVE 

STIMULUS  TO  INVESTMENT 

The  investment  credit  has  been  carefully 
designed  to  provide  the  maximum  stimulus 
to  investment  in  those  areas  of  the  economy 
that  compete  with  foreign  producers  for 
markets  here  and  abroad  and  in  those  areas 
of  the  economy  where  stagnant  economic 
conditions  have  caused  business  to  fall  be¬ 
hind  in  its  modernization  of  equipment. 

The  investment  credit  specifically  excludes 
buildings  and  residential  construction,  as 
Investment  in  those  areas  contribute  little 
to  modernization  of  the  Nation’s  industrial 
productivity.  Excluding  utilities  is  but  an¬ 
other  way  in  which  the  impact  of  the  credit 
is  focused  on  investment  that  will  best 
strengthen  our  industrial  efficiency. 

10.  THE  CREDIT  IS  NOT  DISCRIMINATORY  TO 

PUBLIC  UTILITIES 

The  credit  is  not  discriminatory  to  the 
public  utility  industry.  The  legally  intended 
incidence  of  the  income  tax  paid  by  the  pub¬ 
lic  utilities  is  on  their  consumers.  Con¬ 
sistent  with  this  principle,  the  benefits 
would  be  passed  on  to  consumers  and  the 
utilities  would  have  no  net  gain  from  re¬ 
ceiving  the  credit. 

XI.  PURPOSE  OF  STRENGTHENING  INTERNATIONAL 

COMPETITIVE  POSITION  OF  AMERICAN  INDUSTRY 

IS  PRIMARILY  APPLICABLE  TO  BUSINESSES 

OTHER  THAN  PUBLIC  UTILITIES 

The  credit  is  primarily  intended  to  aid 
manufacturing  and  other  industries  in  mod- 


6  Data  from  June  1961  issue  of  FPC  “Elec¬ 
tric  Power  Statistics.” 

7  U.S.  Congress,  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation,  “A  Report  on 
5-Year  Amortization  of  Emergency  Defense 
Facilities  Under  Sec.  168  of  the  Internal 
Revenue  Code  of  1954,”  Decembe#  1956,  p.  25. 

8  40th  annual  report,  p.  62;  41st  annual 
report,  p.  64. 
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ernlzing,  eliminating  obsolete  equipment, 
and  strengthening  their  competitive  posi¬ 
tion,  with  reference  to  foreign  competition. 
These  goals  are  largely  inapplicable  to  utili¬ 
ties  which  have  for  the  most  part  a  domestic 
market  and  only  indirectly  are  concerned 
with  problems  of  foreign  competition.  The 
need  for  the  credit  is  clearly  greatest  in 
the  case  of  manufacturing  and  other  busi¬ 
nesses  which  need  to  keep  abreast  of  for¬ 
eign  competition  now  receiving  special  in¬ 
vestment  tax  incentives. 

12.  INDUSTRIALS  WOULD  NOT  CONSTRUCT  THEIR 

OWN  UTILITY  FACILITIES  TO  OBTAIN  ADVAN¬ 
TAGE  OF  THE  CREDIT 

The  proportion  of  the  total  electric  power 
generated  by  industrial  firms  has  declined 
steadily  since  the  late  1930’s.  (See  exhibit 
4.)  This  suggests  that  the  utility  industry 
has  been  able  to  make  increasing  use  of 
economies  of  scale  in  large  generating  plants. 
Increasing  size  of  generating  installations 
makes  it  uneconomic  for  most  manufac¬ 
turers  to  generate  their  own  power.  As  the 
initial  investment  has  an  expected  life  of 
about  40  years,  and  most  industrial  plants 
would  have  a  highly  variable  need  for  power 
over  that  period,  it  is  highly  unlikely  that 
a  shift  to  self-generating  power  by  indus¬ 
trial  corporations  would  be  stimulated  by 
the  credit.9  In  fact  the  current  trend  would 
appear  to  be  in  the  opposite  direction.  Many 
companies  now  lease  production  machinery, 
vehicles,  and  special  equipment,  as  well 
as  buildings,  in  order  to  minimize  the  capi¬ 
tal  investment  required  and  permit  flexible 
changes  in  the  product  line,  method  of  pro¬ 
duction,  and  location. 

13.  IMPACT  OF  THE  CREDIT  ON  SMALL  UTILITIES 

It  has  been  contended  that  the  investment 
credit  would  be  a  boon  to  small  utilities 
that  do  not  have  ready  access  to  the  capital 
market  and  have  a  low  rate  of  return.  With 
the  exception  of  a  few  firms  that  account 
for  a  very  small  part  of  the  market,  there 
does  not  appear  to  be  any  support  for  the 
contention  that  rates  of  return  are  lower 
in  small  utilities.  Furthermore,  about  four- 
fifths  of  the  investment  in  utilities  is  con¬ 
centrated  in  firms  with  over  a  quarter  of 
a  billion  dollars  in  total  assets  that  have 
ready  access  to  the  capital  market  and  a 
rate  of  return  that  appears  comparable  to 
manufacturing  when  it  is  discounted  for  the 
lack  of  risk  in  utilities  and  the  greater  ratio 
of  debt  to  equity  financing.  (See  exhibit  5.) 

14.  CONCLUSION 

The  available  evidence  indicates  that  the 
credit  would  not  achieve  its  intended  incen¬ 
tive  to  investment  in  the  case  of  the  regu¬ 
lated  monopoly  industries.  The  application 
of  the  credit  would  be  inappropriate  in  the 
case  of  corporations  enjoying  sheltered  mar¬ 
kets  and  guaranteed  rates  of  return  which 
in  effect  insulate  them  from  the  corporate 
income  tax.  Exclusion  of  utilities  from  the 
credit  will  not  impair  their  right  to  realistic 
depreciation  revision  which  may  be  found 
appropriate  in  the  light  of  Treasury  depreci¬ 
ation  studies.  Extension  of  the  credit  to 
utilities  on  the  other  hand  would  cost  dis¬ 
proportionate  amounts  of  revenue.  As  rec¬ 
ognized  by  important  sectors  of  the  utility 
industry  itself,  the  credit  might  be  prejudi¬ 
cial  to  the  best  interests  of  the  utilities  in 
the  long  run. 


9  Profitability  calculations  indicate  that 
the  value  of  the  credit  is  less  on  40-year  as¬ 
sets  than  on  assets  with  a  shorter  life. 
Hence  there  is  less  incentive  to  the  indus¬ 
trial  producer  here  than  in  an  Investment 
in  production  machinery  and  equipment 
with  a  life  of  15  years. 


Exhibit  1 

State  court  opinions  favoring  passthrough 
of  tax  Incentive  benefits.  In  holding  that 
utilities  should  be  required  to  pass  on  to 
their  ratepayers  the  benefits  of  liberalized 
depreciation  under  section  167  of  the  Inter¬ 
nal  Revenue  Code,  the  Pennsylvania  Superior 
Court  said  (City  of  Pittsburgh  v.  Pennsyl¬ 
vania  P.U.C.,  182  Pa.  Superior  Ct.  551,  128  A. 
2d  372,  382-383) : 

“Counsel  asserts  that,  since  utilities  are 
an  important  segment  of  the  national 
economy,  they  must  likewise  benefit.  The 
weakness  in  this  assertion  is  in  failing  to 
recognize  the  distinct  nature  of  a  utility  as 
a  regulated  quasi-monopoly.  As  such  it 
may  obtain  funds  for  modernization  and 
expansion  at  the  current  reasonable  cost, 
and  it  is  allowed  to  pass  this  cost  on  to  its 
customers  in  an  annual  depreciation  allow¬ 
ance  and  its  annual  allowable  net  return  as 
well.  In  fixing  the  rate  of  return  the  com¬ 
mission  takes  cognizance  of  the  cost  of  capi¬ 
tal  to  the  utility.  It  appears  therefore  that 
this  general  desire  of  Congress  to  provide 
working  capital  and  funds  for  moderniza¬ 
tion  and  expansion  is,  and  has  been  for 
many  years,  adequately  met  for  public 
utilities  through  rate  proceedings.” 

Similarly,  the  Supreme  Court  of  Illinois, 
said  (City  of  Alton  v.  Commerce  Commission, 
19  Ill.  2d  76,  165  N.E.  2d  513,  520-521)  : 

“Under  the  policy  of  this  State,  utilities 
are  allowed  a  rate  of  return  calculated  to 
attract  the  capital  required  for  necessary 
expansion.  *  *  *  Since  in  this  respect  utili¬ 
ties  differ  from  other  corporations,  the  pur¬ 
pose  of  section  167  would  not  be  thwarted 
nor  would  discrimination  be  introduced  into 
the  Federal  tax  law  by  requiring  utilities  to 
pass  the  savings  of  accelerated  depreciation 
on  to  their  customers.  *  *  *  utilities  are  at 
least  partial  monopolies,  and  no  competition 
exists  to  induce  them  to  pass  savings  on  to 
the  public.” 

Exhibit  2 

Historical  Precedent  of  Accelerated 
Amortization 

The  FPC,  in  line  with  perhaps  the  ma¬ 
jority  of  other  regulatory  bodies  passing  on 
the  issue,  permitted  utilities  to  normalize 
income  taxes  paid  with  the  benefit  of  ac¬ 
celerated  amortization  under  section  168  of 
the  Internal  Revenue  Code.  (The  FPC  and 
many  State  commissions  have  adopted  the 
same  procedure  with  respect  to  liberalized 
depreciation  under  sec.  167) .  Utilities  there¬ 
by  accumulated  very  substantial  reserves. 
Yet  the  fact  is,  as  set  forth  at  some  length 
in  a  report  of  the  Subcommittee  on  Antitrust 
and  Monopoly  of  the  Senate  Judiciary  Com¬ 
mittee,  that  accelerated  amortization  had  no 
real  tendency  to  encourage  construction  of 
emergency  facilities. 

For  example,  the  subcommittee  said: 

“Under  the  policies  then  (i.e.,  April  1955) 
in  force,  no  clear  relation  to  defense  needs 
was  required  for  approval  of  certificates  for 
electric  power  generation  as  they  were 
granted  on  the  basis  of  total  demand,  includ¬ 
ing  civilian  as  well  as  military  needs.  The 
lack  of  incentive  was  indicated  by  the  fact 
that  in  the  few  instances  where  proposed 
facilities  were  held  ineligible — because  of 
location  in  target  areas — the  utility  compa¬ 
nies  constructed  them  despite  the  rejection.” 

The  subcommittee  further  said: 

“Of  the  applications  considered  by  the 
Department  of  the  Interior  and  the  Office 
of  Defense  Mobilization,  approval  was  given 
to  facilities  scheduled  to  bring  in  13,013,450 
kilowatts.  Applications  which  were  denied 
because  of  their  target  area  location  totaled 
5,298,000.  All  of  the  projects  so  denied  still 
are  scheduled  for  completion  in  1958,  despite 
the  withholding  of  the  tax-amortization  in¬ 
ducement.” 


Exhibit  3. — System  capacity  and  peak  loads, 
1940-60  [U.S.  totals  for  major  systems  in 
kilowatts] 


End  of  year 

Dependable 
(adverse 
water  year) 

December 
peak  loads 

Indicated 
reserves 
(excess  of 
dependable 
over  De¬ 
cember 
peak  load 
as  percent 
of  peak) 

1940 . . 

34, 408,  484 

27, 948,071 

23.1 

1941 _ _ 

37, 358, 709 

31,  581,  206 

18.3 

1942 . 

39, 665, 335 

32, 942,  464 

20.4 

1943 . . 

42, 416, 767 

37, 060, 061 

14.5 

1944 . 

43, 760, 322 

37, 858,  847 

16.6 

1945 _ 

45,  373, 031 

37, 868, 925 

19.8 

1946 _ _ 

45,  701, 894 

43, 173,  808 

5.9 

1947 _ 

48, 146, 326 

47,  554,  537 

*1.2 

1948 . . 

52, 689, 808 

51,  611,  873 

2.1 

1949 . 

69,  285,  449 

54, 238,069 

9.3 

1950 . . 

65,  574,  230 

61.719, 096 

6.2 

1951 _ 

72,  687, 954 

67,  869,  836 

7.1 

1952 . . 

80, 035,  407 

73, 055, 403 

9.6 

1953 _ 

89,  802, 220 

78,  592,  567 

14.3 

1954 _ 

102,055,  254 

85,  580,  848 

19.3 

1955 _ _ 

114,  512, 107 

98,291,077 

16.5 

1966 _ 

120,  453,  230 

102, 723,  432 

17.3 

1967 _ 

128, 325,  252 

107,388, 343 

19.5 

1958 . . 

141,  827, 422 

113,  679,341 

24.8 

1959 _ _ 

154,  537,  818 

121,561,168 

27.1 

1960 _ 

165, 536,  249 

128, 713, 483 

28.6 

Source:  June  1961  issue  o£  FPC  “Electric  Power  Sta¬ 
tistics.” 


Exhibit  4. — Generating  capacity,  privately 
owned  electric  utilities  and  industrial  es¬ 
tablishments  1939-60 


[In  thousands  of  kilowatts] 


Year 

Com¬ 

bined 

capacity 

Privately 

owned 

utilities 

capacity 

Industrial 

establishments 

Capacity 

Percent  of 
combined 
capacity 

1939 . 

44,483 

33, 908 

10, 575 

24 

1940.... . . 

45,  433 

34, 398 

11,035 

24 

1941 . . 

47,  631 

36, 041 

11, 590 

24 

1942.. . 

49, 626 

37, 442 

12, 184 

25 

1943 _ 

51,717 

39, 128 

12,  689 

24 

1944 . . 

52, 610 

39,  733 

12,  877 

24 

1945 _ _ 

53, 064 

40,  307 

12, 757 

24 

1946 _ 

53, 104 

40, 355 

12, 749 

24 

1947 _ _ 

54,  816 

41, 987 

12, 829 

23 

1948 . 

68,  436 

45,  381 

13,055 

22 

1949.... . . 

63, 954 

50,  484 

13, 470 

21 

1950 _ 

69, 106 

55, 175 

13,  931 

20 

1951 . . 

74,  544 

60, 192 

14, 352 

19 

1952 . . 

79,  435 

64,  349 

15,086 

19 

1953 _ 

87,053 

71,201 

15,  852 

18 

1954 _ 

95,  413 

79, 127 

16,  286 

17 

1955 _ 

103,311 

86,  887 

16, 424 

16 

1966 _ 

107, 790 

91, 145 

16,  645 

15 

1957 . 

114, 474 

97, 376 

17,098 

15 

1958 _ _ 

126,  256 

108,  202 

18,054 

14 

1959. . 

136,  510 

118,  999 

17,  511 

13 

1960 . 

145,  793 

128,000 

17, 793 

12 

Source:  FPC. 


Exhibit  5 

Impact  of  the  Investment  Credit  on  Small 
Utility  Companies 

The  attached  tables  present  the  invest¬ 
ment  in  utility  companies,  their  rate  of  re¬ 
turn,  and  the  percent  of  total  investment 
held  by  companies,  by  size  of  total  assets. 
For  purposes  of  comparison  a  similar  table 
has  been  prepared  for  all  manufacturing 
corporations.  The  tables  indicate: 

(1)  Investment  is  heavily  concentrated  in 
utility  companies  with  more  than  a  quarter 
of  a  billion  dollars  of  assets.  (See  table  1.) 
Firms  of  that  size  have  ready  access  to  the 
capital  market  and  can  attract  equity  or 
debt  capital  on  favorable  terms. 

(2)  The  rate  of  return  as  reported  by  util¬ 
ities  of  different  sizes  does  not  appear  to  vary 
systematically  (see  table  2),  while  the  rate 
of  return  increases  with  the  size  of  the  firm. 
(See  tables  2  and  3.)  Thus  while  there  may 
be  some  justification  in  special  aid  to  small 
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manufacturing  corporations  to  help  them 
raise  their  return,  no  such  aid  to  the  util¬ 
ities  would  appear  necessary  or  desirable. 

The  rate  of  return  as  reported  by  the  tele¬ 
phone  industry  appears  higher  than  that  re¬ 
ported  by  the  gas  and  electric  utilities  but 
this  is  partially  the  result  of  the  fact  that  30 
percent  of  the  investment  in  gas  and  electric 
utilities  is  being  depreciated  under  acceler¬ 
ated  methods  while  only  1  percent  of  the 
investment  in  telephone  and  telegraph  is 
being  depreciated  under  these  methods. 
When  the  guaranteed  nature  of  utility  in¬ 
come  and  their  generally  high  ratio  of  debt 
to  equity  capital  is  considered,  utility  rates 
of  return  are  roughly  comparable  to  the  re¬ 
turn  in  manufacturing.  Ratios  of  bonds 
with  maturity  of  one  or  more  years  to  total 
capital  account  are  about  16  percent  for 
manufacturing,  35  percent  for  communica¬ 
tions,  and  52  percent  for  gas  and  electric 
companies.  If  equity  financing  requires  a 
yield  approximately  1  y2  to  2  times  that  re¬ 
quired  for  bonds,  the  difference  in  capital 
structure  alone  would  account  for  the  ob¬ 
served  differences  in  rate  of  return. 

COMMENTS  BELATED  TO  THE  EXCLUSION  OF  THE 

UTILITIES  UNDER  THE  INVESTMENT  CREDIT 

It  has  been  argued  that  the  credit  will  aid 
to  small  utility  companies  that  have  diffi¬ 
culty  financing  new  investment  projects  by 
issues  of  stock  and  bonds  in  the  capital  mar¬ 
ket.  Clearly  such  companies  are  an  infini¬ 
tesimal  portion  of  the  industry.  If  future 
investment  is  roughly  proportional  to  the 
present  investment  in  utility  companies 
corporations  with  assets  in  excess  of  a  quar¬ 
ter  of  a  billion  dollars  will  receive  four-fifths 


Table  3. — Investment  and  rate  of  return  in 
manufacturing  as  measured  by  the  ratio 
of  net  profits  after  taxes  to  total  assets 
less  accumulated  depreciation  and  amor¬ 
tisation  (tax  year:  1958-59) 


Total  assets  of 
corporation 

Invest¬ 

ment 

Rate  of 
return  1 

Percent 
of  total 
invest¬ 
ment 

Under  $25,000.... 

Millions 

310 

Percent 

0 

0.1 

$25,000  under  $50,000 

697 

(») 

.3 

$50,000  under  $100,000 

1,771 

(2) 

.8 

$100,000  under  $250,000 

5,112 

1.3 

2.2 

$250,000  under  $500,000. 

6, 131 

3.8 

2.6 

$500,000  under  $1 ,000.000 

7,942 

3.  7 

3.4 

$1,000,000  under 
$2,600,000. 

12, 315 

4.  0 

5.2 

$2,500,000  under 
$5,000,000.  _. 

10, 237 

5.3 

4.3 

$5,000,000  under 
$10,000,000... 

11, 177 

6.0 

4.  8 

$10,000,000  under 
$25,000,000. 

17,695 

5.6 

7.5 

of  the  $325  million  investment  credit  that 
will  be  granted  by  the  pending  tax  bill. 

If  it  is  desired  to  achieve  a  compromise, 
and  accord  the  small  utilities  some  credit, 
much  of  the  revenue  cost  of  granting  a  credit 
could  be  removed  by  coupling  the  credit  with 
restrictions  as  to  the  size  of  the  company 
which  could  enjoy  the  benefit. 

Table  1. — Investment  in  electric,  gas,  and 
telephone  utilities  by  size  of  firm,  1958-59 


[Percent  of  total  investment] 


Size  of  firm 

-  Tele¬ 
phone 
communi¬ 
cations 

Gas  pro¬ 
duction 
and  dis¬ 
tribution1 

Electric 

companies 

and 

systems 

Under  $100,000 _ 

$100,000  less  than 

0.2 

(2) 

0 

$500,000 _ 

$500,000  less  than 

.8 

0.3 

0 

$1,000,000 _ 

$1,000,000  less  than 

.  7 

.1 

0 

$2,500,000 _ 

$2,500,000  less  than 

.  7 

.  5 

0.2 

$5,000,000 _ 

$5,000,000  less  than 

.  4 

.6 

.4 

$10,000.000 _ 

$10,000,000  less  than 

.8 

1.2 

.2 

$25,000,000 _ 

$25,000,000  less  than 

1.2 

3. 1 

.9 

$50,000,000 _ 

$50,000,000  less  than 

.8 

4.4 

1.  4 

$100,000,000 _ 

$100,000,000  less  than 

1.9 

5.6 

2,5 

$250,000,000 _ 

.  5 

16.7 

18.3 

$250,000,000  and  over _ 

92.0 

67.5 

76.1 

Total  percent  . 
Total  amount  (in 
billions  of  dol- 

100.0 

100.0 

100.0 

lars) _  _ 

$24.0 

$14.  5 

$40.8 

1  Excluding  natural  gas  production. 

2  Less  than  0.05  percent. 


Table  3. — Continued 


Total  assets  of 
corporation 

Invest¬ 

ment 

Rate  of 
return  1 

Percent 
of  totat 
invest¬ 
ment 

$25,000,000  under 
$50,000,000 _ 

Millions 

13,  523 

Percent 

5.5 

6.7 

$50,000,000  under 
$100,000,000 _ 

.  18, 532 

6. 1 

7.9 

$100,000,000  under 
$250,000,000 _ 

25,  586 

6.2 

10.8 

$250,000,000  and  over _ 

104,  808 

5.5 

44.4 

Total _ _  . 

235, 836 

100.0 

1  Measured  by  the  ratio  of  not  income  after  taxes  to 

total  assets  less  accumulated  depreciation  and  amortiza¬ 
tion.  i 

2  Losses  reported  in  1958-59. 

Note.— The  rate  of  return  estimates  are  based' on  net 
income  for  tax .  purposes  related  to  net  total  assets. 
These  rates  will  be  much  smaller  than  book  net  income 
related  to  equity. 


Exhibit  6 

Statements  Concerning  Utility  Tax  Bene¬ 
fits  Based  on  Investment 

1.  John  P.  Madigan,  the  Hartford  Electric 
Light  Co.,  Hartford,  Conn.,  in  a  speech  at 
National  Conference  of  Electric  and  Gas 
Utility  Accountants,  Chicago,  Ill.,  April  20, 
1959,  concerning  liberalized  depreciation 
(sec.  167) : 

“In  general,  the  main  purpose  was  to  en¬ 
courage  industry  to  modernize  its  machinery 
and  equipment.  In  our  industry,  however, 
to  be  realistic,  accelerated  depreciation  does 
not  stimulate  to  any  great  extent  the  re¬ 
placement  of  obsolete  equipment.  Does  any¬ 
one  seriously  contend  that  our  plant  would 
not  have  been  expanded  as  fully  or  as  rapidly, 
or  that  our  maintenance  program,  involving 
replacements  of  units  of  property,  would 
have  been  curtailed  if  it  were  not  for  accel¬ 
erated  depreciation?  Perhaps  it  achieved  all 
these  things  for  other  taxpayers,  but  cer¬ 
tainly  not  for  us.  What  was  achieved  was, 
in  effect,  nothing  more  than  a  reduction  in 
tax  equivalent  to  the  lowering  of  the  present 
corporation  rate  of  52  percent,  and,  if  in¬ 
come  taxes  had  actually  been  reduced  in 
such  manner,  would  anyone  argue  that  we 
ought  to  be  allowed  to  retain  the  savings 
over  and  above  the  fair  and  normal  rate  of 
return?” 

2.  Federal  Power  Commission,  in  its  1956 
decision  in  the  Amere  Gas  case,  in  which  it 
ruled  that  utilities  should  receive  the  bene¬ 
fits  of  the  tax  savings  under  rapid  deprecia¬ 
tion,  said:  “The  extraordinary  ability  and 
willingness  to  attract  capital  and  construct 
new  facilities  causes  us  to  question  whether 
the  incentive  provided  by  section  167  of  the 
Internal  Revenue  Code  is  necessary  or  de¬ 
sirable  for  this  industry  or  will,  in  the  long 
run,  be  as  beneficial  to  the  public  interest.” 
(While  this  decision  related  to  the  gas  in¬ 
dustry,  the  FPC  statement  is  even  more  ap¬ 
plicable  to  the  electric  industry.) 

3.  Value  Line  Investment  Survey,  in  a 
press  release  of  February  26,  1962,  said:  “In 
the  past,  investor-owned  electric  utilities 
(which  account  for  more  than  75  percent  of 
the  industry)  have  had  to  sell  new  securities 
to  raise  67  percent  of  their  new  construction 
budgets.  But,  the  Value  Line  Survey  points 
out,  a  rising  cash  flow  from  depreciation 
and  tax  savings  from  accelerated  deprecia¬ 
tion  has  recently  reduced  the  need  for  new 
capital  to  about  50  percent  of  construction 
outlays.  The  proposed  tax  credit  for  new 
investment  in  equipment,  if  enacted,  would 
further  bolster  internal  cash  generation.” 

4.  William  R.  Connole,  former  FPC  Com¬ 
missioner,  in  a  dissent  in  the  Amere  Gas 
case  in  1956,  said  utilities  “not  only  have 
the  privilege  and  the  incentive  to  expand, 
but  indeed  have  a  clear  cut,  universally 
recognized  and  inescapable  obligation  to  do 
so.  *  *  *  And  it  would  be  a  vain  act  indeed 
were  the  Congress  to  enact  a  statute  which 
would  purport  to  cure  a  nonexistent  prob¬ 
lem  or  to  provide  encouragement  where  none 
is  needed,  indeed  where  none  can  be  in¬ 
ferred  without  impugning  the  willingness  of 
utilities  themselves  to  conform  to  their  ex¬ 
isting  obligations  and  the  ability  of  the  reg¬ 
ulatory  community  to  meet  its  statutory  and 
constitutional  mandate.” 

Mr.  CURTIS  of  Missouri.  Mi'.  Chair¬ 
man,  I  yield  such  time  as  he  may  desire 
to  the  gentleman  from  Pennsylvania 
[Ml'.  SCHNEEBELll. 

(Mr.  SCHNEEBELI  asked  and  was  giv¬ 
en  permission  to  revise  and  extend  his 
remarks.) 

Mr.  SCHNEEBELI.  Mr.  Chairman, 
before  proceeding  with  any  comment  on 
any  part  of  this  tax  bill,  I  want  first  to 
congratulate  our  committee  chairman 
for  the  tremendously  effective  job  he  has 
accomplished  in  bringing  the  bill  to  the 
House  floor  in  the  form  that  it  now  as- 


Table  2. — Rate  of  return  and  investment  in  public  utilities  as  measured  by  the  ratio  of  net 
profits  after  taxes  to  total  assets  Jess  accumulated  depreciation  and  amortization  by  size  of 
corporation  1  (tax  year:  1958-59) 


Total  assets  of  corporation 

Telephone 

communication 

Gas  production 
and  distribution  2 

Electric  companies 
and  systems 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Invest¬ 

ment 

Rate  of 
return 

Under  $100,000 . . . . . 

Millions 

42.3 

Percent 

5.3 

Millions 

5.2 

Percent 

0.9 

Millions 

3.3 

Percent 

3.0 

$100,000  less  than  $500,000 . . . 

190.9 

2.9 

37.8 

1.7 

16.  7 

13.9 

$500,000  less  than  $1.000,000 . . . . . 

$1,000,000  less  than  $2,500,000.. . . . . 

158.  2 

2.9 

15.9 

.2 

19.9 

4.2 

180.0 

2. 1 

65.6 

4.0 

68.2 

6.9 

$2,500,000  less  than  $5,000,000 _ _ 

99.4 

4.9 

86.7 

5.3 

165.0 

1.0 

$5,000,000  less  than  $10,000,000 . 

203.3 

4. 1 

171.2 

3.7 

88.4 

4.5 

$10,000,000  less  than  $25,000,000 . . . 

255.3 

3.6 

451.3 

3.9 

382.3 

3.1 

$25,000,000  less  than  $50,000,000 . . . 

202.7 

4.0 

633.  4 

3.7 

553.  1 

3.8 

$50,000,000  less  than  $100,000,000.. . . 

457.2 

3.6 

816.2 

3.0 

1,  002.  7 

3.3 

$100,000,000  less  than  $260,000,000. . 

120.4 

8.8 

2,  424.  7 

1.7 

7,  467.  7 

2.8 

$250,000,000  and  over . . . 

22, 092.  9 

5.7 

9,  798.  7 

2.1 

31,019.3 

2.8 

Total . . . . . . . 

24, 002.  6 

5.5 

14,  606.  7 

2.3 

40, 786.  6 

2.8 

1  Rate  of  return  is  the  ratio  of  net  profit  after  tax  to  total  assets.  Investment  is  the  total  assets  of  the  company. 

2  Excluding  natural  gas  production. 

Note.— The  rate  of  return  estimates  are  based  on  net  income  for  tax  purposes  related  to  net  total  assets.  These 
rates  will  be  much  smaller  than  book  net  income  related  to  equity. 
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sumes.  I  have  marveled  at  his  single- 
mindedness  and  tenacity  of  purpose  and 
his  ever-pervading  drive  and  forcefulness 
in  bringing  about  this  legislation.  His 
logic  and  concentration  is  so  important 
in  the  committee’s  work,  and  he  brought 
out  the  bill  in  a  most  expeditious  man¬ 
ner  considering  the  diversified  thought 
required  by  the  complexities  of  the  many 
problems.  His  patience  and  tolerance 
toward  committee  neophytes  such  as  my¬ 
self  is  the  mark  of  an  understanding 
gentleman.  I  thank  him  for  his  cooper¬ 
ative  attitude. 

There  is  much  in  the  bill  which  com¬ 
mends  itself  to  your  favorable  consider¬ 
ation,  approval  and  action,  but,  as  may 
be  expected  in  a  bill  with  so  many  facets 
and  avenues  of  approach,  there  are 
bound  to  be  several  areas  which  lend 
themselves  to  legitimate  and  honest  dis¬ 
pute. 

I  rise  to  speak  of  my  opposition  to  that 
portion  of  the  bill  which  concerns  itself 
with  the  withholding  of  20  percent  of  the 
income  arising  from  dividends  and  in¬ 
terest. 

First  of  all,  the  method  proposed  is  in¬ 
exact,  inaccurate,  and  unnecessary.  It  is 
neither  workable  nor  practical.  Its  op¬ 
erational  and  clerical  problems  posed  to 
banks  and  corporations  are  immense.  It 
proposes  to  cover  people  who  are  in  the 
zero  to  91-percent  bracket  by  a  constant 
20 -percent  blanket  deduction.  In  this 
respect  it  is  different  than  wage  with¬ 
holding  inasmuch  as  wage  withholding 
closely  parallels  the  bracket  in  which  the 
wage  earner  finds  himself.  However,  the 
withholding  rate  will  tax  many  people 
who  are  not  subject  to  tax  in  the  first 
instance  and  will  be  an  inadequate  rate 
for  many  others  who  are  above  the  20- 
percent  bracket.  This  inexact  approach 
will  cause  much  turmoil  and  paperwork 
between  the  individuals  and  the  Internal 
Revenue  Service  with  its  resultant  con¬ 
fusion. 

Secondly,  the  proposal  would  rob  tax- 
exempt  institutions  such  as  hospitals, 
colleges,  as  well  as  pension  funds  of  3 
to  4  months’  usage  of  20  percent  of 
this  large  part  of  their  income.  These 
institutions  invest  their  endowment 
funds  in  dividend-paying  securities  and 
20  percent  of  these  funds  would  be  tied 
up  for  3  or  4  months  by  the  with¬ 
holding  system.  Being  deprived  of  this 
income,  these  tax-exempt  institutions 
would  have  to  go  out  to  borrow  money 
to  provide  the  additional  working  capital 
needed  for  their  operations. 

Since  we  are  opposed  to  withholding, 
do  we  then  condone  this  leakage  in 
Federal  tax  revenue?  Do  we  recommend 
that  we  should  tolerate  this  tax  loss  in 
the  hopes  that  the  situation  will  clear 
up  on  its  own?  Definitely  not.  We 
deplore  this  loss,  much  of  which  can  be 
attributed  to  oversight  and  thoughtless¬ 
ness. 

What  then  do  we  have  to  offer  instead 
of  withholding? 

First,  more  effective  education  of  the 
public  by  dividend-paying  corporations 
and  the  banks  and  savings  institutions  as 
well  as  the  Internal  Revenue  Service 
relative  to  the  responsibility  of  the  tax¬ 
payers  in  this  area.  Further,  a  reminder 
by  the  Revenue  Service  that  new  elec¬ 


tronic  machinery  will  catch  up  with 
them  and  this  action  will  bring  very 
effective  results.  The  reminders  to  the 
taxpayers  of  the  effective  use  of  auto¬ 
mation  are  already  bringing  some  con¬ 
science-stricken  taxpayers  to  the  point 
of  voluntarily  paying  back  taxes  because 
they  are  afraid  of  being  caught  by  auto¬ 
mation.  Last  January,  voluntary  pay¬ 
ments  which  will  yield  a  total  of  about 
$600,000  were  reported  and  Internal 
Revenue  Commissioner  Caplin  states 
that  the  gradual  shifting  to  automation 
data  processing  equipment  to  check  re¬ 
turns  has  produced  payments  from  tax¬ 
payers  who  believe  that  they  may  now 
be  caught. 

The  second  approach  instead  of  with¬ 
holding  is  through  the  scientific  and  ac¬ 
curate  use  of  electronic  processing  ma¬ 
chinery  known  as  ADP — for  automatic 
data  processing.  By  feeding  it  the  in¬ 
formation  provided  by  dividend  and  in¬ 
terest-paying  institutions,  each  tax¬ 
payer’s  income  is  definitely  cataloged 
by  the  push  of  a  button.  There  should 
be  no  haphazard,  arbitrary  approach 
such  as  withholding  offers  when  we  have 
this  new  modern-day  method  of  the 
A.D.P.  machinery.  The  United  States 
prides  itself  upon  its  scientific  advances 
and  technological  know-how,  so  why 
cannot  we  put  it  into  effective  work  in 
this  area  where  it  will  do  so  well? 

This  year  the  national  processing  cen¬ 
ter  at  Morgantown,  W.  Va.,  will  be  fully 
in  use  as  will  the  ADP  machinery  at  the 
first  of  nine  Internal  Revenue  District 
centers  at  Atlanta,  Ga.  Next  year, 
Philadelphia  will  be  fully  implemented 
and  by  1966,  all  nine  districts  will  have 
complete  facilities  for  this  project.  In¬ 
come-producing  institutions  will  be  feed¬ 
ing  these  machines  with  total  informa¬ 
tion  relative  to  taxpayers.  It  is  interest¬ 
ing  to  note  that  banks  that  report  29 
percent  of  all  the  savings  deposits  in  the 
country  voted  2  to  1  that  they  would 
prefer  sending  to  the  Revenue  Service 
information  on  all  interest  payments 
over  $10  a  year  rather  than  to  submit  to 
withholding  provisions.  This  cutoff 
point  of  $10  would  account  for  more  than 
95  percent  of  all  interest  revenue  in  the 
United  States. 

Not  only  are  the  payers  interested  in 
this  approach  to  control  of  taxable  in¬ 
come,  but  so  also  are  the  15  million 
people  who  own  stock  and  the  more  than 
double  that  number  who  receive  interest 
payments.  The  more  than  40  to  50  mil¬ 
lion  taxpayers  who  receive  interest  and 
dividend  income  are  concerned  about  the 
proper  approach  to  this  problem,  and  I 
am  sure  that  your  constituent  mail  re¬ 
flects  this  interest  in  this  portion  of  the 
bill. 

In  the  interest  of  testing  the  good  in¬ 
tentions  and  good  faith  of  the  Treasury 
Department,  an  amendment  was  intro¬ 
duced  in  committee  terminating  with¬ 
holding  at  the  end  of  1966,  at  which 
time  ADP  would  be  fully  in  effect.  After 
a  trial  period  of  3  or  4  years  of  withhold¬ 
ing,  a  time  of  appraisal  seemed  appro¬ 
priate,  at  the  time  ADP  was  fully  im¬ 
plemented  throughout  the  country,  and 
a  gage  of  its  value  could  be  reviewed. 
This  amendment  was  turned  down  flat 
since  the  Treasury  Department  has  no 


intentions  of  giving  up  this  highly 
unsatisfactory  withholding  approach. 
They  want  to  keep  their  hand  in  the 
taxpayers’  pockets  and  grab  this  money, 
much  of  which  does  not  belong  to  them 
in  the  first  place. 

It  is  recommended  therefore  that  seri¬ 
ous  consideration  be  given  to  the  denial 
of  this  haphazard  system  of  withholding 
with  its  accompanying  exemptions  cer¬ 
tificates,  refunds,  claims  and  counter¬ 
claims  in  favor  of  more  scientific  ap¬ 
proach  of  ADP  recommended  by  com- 
monsense  and  by  the  40  to  50  million 
taxpayers  concerned.  With  the  millions 
of  dollars  invested  in  ADP  equipment, 
we  certainly  have  no  defense  in  denying 
its  full  and  proper  use  in  this  field. 
Accordingly,  it  is  recommended  that  you 
vote  in  favor  of  a  recommittal  motion 
containing  the  recommendation  that  the 
withholding  feature  of  this  bill  be  elimi¬ 
nated,  and  that  we  proceed  with  full  use 
of  further  education,  Internal  Revenue 
Service  warnings  and  the  scientific  fea¬ 
tures  of  ADP. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  such  time  as  he  may  con¬ 
sume  to  the  gentleman  from  Ohio  [Mr. 
Harsha], 

(Mr.  HARSHA  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  HARSHA.  Mr.  Chairman,  I 
would  like  to  call  my  colleagues’  atten¬ 
tion  to  one  phase  of  the  Revenue  Act 
of  1962,  otherwise  known  as  H.R.  10650, 
the  omnibus  tax  bill,  that  is  certainly 
discriminatory  as  it  applies  to  some  pub¬ 
lic  utilities. 

Section  2  of  this  act  states  substan¬ 
tially  that  in  the  case  of  public  utilities — 
such  as  electric  power  companies,  tele¬ 
phone  companies,  water  companies,  and 
local  gas  distribution  companies — the 
investment  credit  available  is  to  be  only 
at  the  rate  of  3  percent  instead  of  the  7 
percent  available  to  certain  other 
concerns.  This  is  certainly  an  un¬ 
conscionable  position  to  adopt  *  and 
highly  discriminates  against  an  impor¬ 
tant  segment  of  our  free  enterprise 
system. 

The  President  stated  in  his  Economic 
Report: 

We  must  scrutinize  our  tax  system  care¬ 
fully  to  Insure  that  Its  provisions  contribute 
to  the  broad  goals  of  full  employment, 
growth,  and  equity. 

Unquestionably  such  discrimination 
does  not  contribute  to  full  employment 
and  certainly  there  is  nothing  equitable 
about  it. 

The  President  further  stated  that  the 
tax  credit  would  stimulate  investment 
in  capacity  expansion  and  moderniza¬ 
tion,  and  contribute  to  growth  of  our 
productivity  and  output.  To  deny  these 
public  utilities  the  same  opportunity  as 
other  domestic  concerns  is  to  stifle  the 
expansion  and  growth  productivity  in 
that  particular  field. 

The  President  further  indicates  that 
the  stimulus  the  tax  credit  provides  to 
new  investment  will  have  favorable  ef¬ 
fects  on  the  level  of  economic  activity 
during  the  year  and  that  this  will  in 
turn  add  to  Federal  revenues.  If  this 
tax  credit  will  have  such  a  stimulus  on 
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business  in  general  it  certainly  would 
equally  stimulate  the  economic  activity 
of  these  utilities  if  given  equal  treat¬ 
ment  or  application. 

The  argument  was  advanced  in  the 
committee  report  that  the  smaller  credit 
was  provided  to  certain  utilities  because 
much  of  its  benefit  in  these  regulated  in¬ 
dustries  is  likely  to  be  passed  on  in 
lower  rates  to  consumers,  thereby 
negating  much  of  the  stimulative  effect 
on  investments.  This  I  seriously  ques¬ 
tion  because  utilities  have  a  very  small 
margin  with  which  to  make  much 
needed  expansion  and  modernization, 
although  most  of  them  earnestly  en¬ 
deavor  to  keep  abreast  of  the  times  by 
sound  expansion  and  modernization. 
There  is  always  need  for  more  expansion 
and  advanced  technology  in  our  utilities. 

However,  assume  this  position  is  true — 
that  the  benefits  from  this  tax  credit 
were  passed  on  to  the  consumers — I  ask 
you,  gentlemen,  what  is  wrong  with  that? 
Are  not  our  overburdened  taxpayers  and 
consumers  entitled  to  some  benefits? 
What  better  way  to  stimulate  the  econ¬ 
omy  than  to  give  the  consumer  more 
purchasing  power  in  the  form  of  reduced 
rates?  Certainly  increased  purchasing 
power  will  create  a  demand  for  more 
products  and  in  turn  create  more  jobs. 
Obviously  this  would  provide  additional 
revenues  for  our  Government.  It  would 
help  lessen  the  burden  on  unemployment 
and  welfare  funds.  All  of  which  would 
do  much  to  enhance  the  free  enterprise 
system  and  most  assuredly  be  a  con¬ 
tributing  factor  toward  full  employment 
and  economic  growth.  But,  no,  we  are 
going  to  discriminate  against  these  utili¬ 
ties.  In  other  words,  this  administra¬ 
tion  says  we  do  not  want  them  to  have 
full  economic  expansion  and  growth,  we 
do  not  want  the  consumer  to  receive 
lower  rates,  we  do  not  want  the  consumer 
to  have  better  service  and  more  purchas¬ 
ing  power.  This  is  a  rather  untenable 
position  to  say  the  least. 

We  have  just  voted  down  an  opportu¬ 
nity  here  today  to  amend  this  bill  and 
provide  for  a  reasonable  up-to-date  ac¬ 
celerated  depreciation  rate  so  that  all 
free  private  enterprise  could  have '  an 
equal  tax  incentive,  one  that  was  not 
discriminating  but  equitable.  One  that 
would  have  enabled  all  business  to  con¬ 
tribute  on  an  equal  basis  to  full  employ¬ 
ment  and  capacity  expansion  and 
growth. 

Now  before  we  are  through  with  this 
bill  you  will  have  an  opportunity,  I  hope, 
to  recommit  this  legislation  to  the  com¬ 
mittee  with  instructions  to  delete  the  tax 
credit  feature  and  substitute  therefore 
an  accelerated  rate  of  depreciation.  I 
urge  you  to  at  least  treat  all  business 
equally  and  give  the  utilities  an  equit¬ 
able  share  in  this  measure. 

I  contacted  one  of  the  utilities  in  my 
district  about  this  inequitable  tax  treat¬ 
ment  and  asked  their  position  on  the 
problem  and  I  would  like  to  give  you  the 
advantage  of  their  judgment  on  this 
provision  which  to  my  humble  opinion 
seems  very  sound. 

When  informed  that  they  would  only 
receive  a  3-percent  tax  credit  as  con¬ 
trasted  to  the  7  percent  granted  other 
industries,  here  was  their  response : 


It  would  be  dreadful  to  so  discriminate 
against  such  an  important  segment  of 
America’s  free  enterprise  economy.  It  seems 
to  us  that  three  erroneous  assumptions  are 
made: 

1.  That  the  amounts  which  investor- 
owned  utilities  will  spend  on  construction 
will  not  be  affected  by  whether  or  not  a  tax 
incentive  is  available, 

2.  That  utilities  not  in  the  transportation 
field  are  not  subject  to  competition  and, 

3.  The  reduction  in  taxes  would  be  passed 
on  to  electric  consumers  through  the  State 
regulatory  processes  and,  thus,  would  not 
serve  as  an  expansion  incentive. 

We  believe  these  arguments  are  demon¬ 
strably  invalid. 

1.  The  availability  of  the  tax  incentive  to 
the  utility  industry  would  lead  to  increased 
capital  investment  by  utilities.  The  electric 
utility  industry  is  the  most  capital-intensive 
segment  of  the  economy.  In  most  indus¬ 
tries,  $1  of  plant  investment  is  expected  to 
produce  several  dollars  of  annual  revenue, 
but  in  the  electric  utility  industry  it  re¬ 
quires  about  $4.50  of  plant  investment  to 
produce  $1  of  annual  revenue.  Because  of 
this  relationship  between  revenue  and  plant 
investment,  any  reduction  in  the  carrying 
charges  associated  with  plant  investment, 
of  which  Federal  income  taxes  are  an 
important  part — about  25  percent  thereof — 
would  have  a  far  greater  effect  on  investment 
decisions  in  the  regulated  electric  utility  in¬ 
dustry  than  in  any  other  industry. 

Further,  it  is  invalid  to  believe  that  the 
public  utility  industry  has  no  optional  in¬ 
vestment  opportunities,  for  in  this  category 
would  come  office  buildings,  garages,  service 
centers,  and  other  similar  facilities  and  as¬ 
sociated  machinery  and  equipment  not  di¬ 
rectly  associated  with  providing  electric  serv¬ 
ice.  In  addition  to  these  optional  decisions, 
there  are  other  desirable  investments  with 
considerable  flexibility  as  to  time  the  in¬ 
vestment  is  made,  such  as  major  intercon¬ 
nection  facility  investments. 

2.  The  electric  industry  is  engaged  in  ac¬ 
tive  competition.  This  is  certainly  proved 
by  our  company,  which  has  vigorously  pur¬ 
sued  every  avenue  of  technology  and  man¬ 
agement  know-how  to  achieve  reduction  in 
price  in  order  to  improve  our  competitive 
position  relative  to  other  energy  forms.  To 
lessen  the  tax  credit  available  to  our  indus¬ 
try  would  serve  to  vitiate  these  efforts,  es¬ 
pecially  since  the  inclusion  of  oil,  coal,  and 
natural  gas  pipelines  would  provide  these 
other  energy  industries  with  a  competitive 
cost  advantage  that  would  not  otherwise  be 
attainable  on  the  basis  of  technology  or  free- 
market  economics  alone.  For  example,  in 
residential  heating,  electric  energy  competes 
with  all  other  fuels,  but  especially  with  nat¬ 
ural  gas. 

3.  The  fact  that  some  or  all  of  the  tax 
benefits  would  be  passed  on  to  the  consum¬ 
ers  would  in  no  way  lessen  the  incentive  for 
expansion  of  capital  investment.  It  would 
tend  to  stimulate  such  investment  even 
more.  The  consequence  of  a  price  reduction 
in  the  cost  of  electric  energy  would  be  an  in¬ 
crease  in  demand  for  more  service,  and  cer¬ 
tainly  through  the  mechanism  of  this  de¬ 
mand  increase  capital  investment  would  be 
stimulated.  Indeed,  even  if  it  were  assumed 
that  through  the  regulatory  processes  the 
entire  savings  in  taxes,  resulting  from  the 
tax  credit,  would  be  passed  along  to  the  con¬ 
sumers  in  the  form  of  a  rate  decrease  or  the 
avoidance  of  a  rate  increase,  the  impact, 
proved  by  rate  decreases  in  the  past,  would 
be  an  increase  in  consumer  demand.  His¬ 
torically,  an  increase  in  consumer  demand 
has  resulted  in  repeated  and  large  invest¬ 
ment  expenditures  by  the  utility  industry. 

Finally,  for  those  concerned  with  the  econ¬ 
omy  of  Ohio,  recognition  should  be  given  to 
the  encouragement  of  Increased  electrifica¬ 
tion  to  greatly  aid  the  depressed  coal 
industry. 


I  believe  this  same  sound  reasoning 
would  apply  generally  to  other  utilities 
as  well.  This  discrimination  is  certainly 
unjust  and  contradicts  the  very  purpose 
for  the  tax  credit.  If  not  corrected  in 
this  bill,  I  trust  the  Ways  and  Means 
Committee  will  soon  see  the  folly  of  their 
position  and  equitably  correct  it. 

Mr.  -CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentle¬ 
man  from  Michigan  [Mr.  Meader], 

(Mr.  MEADER  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  MEADER.  Mr.  Chairman,  the 
tax  bill,  H.R.  10650,  which  we  are  con¬ 
sidering  under  a  closed  rule,  has  prac¬ 
tically  nothing  to  recommend  its  adop¬ 
tion  and  contains  many  provisions  which 
should  impel  its  overwhelming  defeat. 

The  Ways  and  Means  Committee, 
commencing  on  May  3,  1961,  and  con¬ 
cluding  on  June  9,  1961,  took  extensive 
testimony  for  24  days,  which  is  con¬ 
tained  in  four,  volumes  and  a  total  of 
3,613  printed  pages.  Many  individuals, 
trade  associations,  companies,  as  well  as 
officials  of  the  Federal  Government, 
spent  a  great  deal  of  time  and  effort 
preparing  and  presenting  their  views 
and,  of  course,  the  committee  members 
spent  a  great  deal  of  time  listening  to 
and  absorbing  the  views  of  witnesses 
and  cross-examining  them. 

Subsequently,  the  Ways  and  Means 
Committee  spent  many  days  in  (execu¬ 
tive  session  considering  the  testimony 
and  the  possible  provisions  of  a  tax  bill 
and  arrived  at  tentative  conclusions 
which  were  announced  at  the  end  of 
the  last  session. 

Subsequently,  in  the  early  part  of 
this  year,  the  Ways  and  Means  Commit¬ 
tee  met  again  for  many  days  in  execu¬ 
tive  session,  and  on  February  27,  1962, 
announced  that  it  had  agreed  upon  cer¬ 
tain  provisions  to  be  included  in  the  bill 
introduced  by  the  chairman.  There¬ 
after,  H.R.  10650  was  introduced,  and 
the  Committee  on  Rules  was  asked  to 
grant  a  closed  rule.  While  this  request 
was  pending,  the  Ways  and  Means  Com¬ 
mittee  underwent  another  change  of 
position  and  announced  that  the  bill 
would  be  modified  again  so  that  the  loss 
of  revenue  it  provided  would  not  be  as 
great. 

It  is  apparent  that  the  Ways  and 
Means  Committee,  with  respect  to  the 
foreign  income  tax  provisions  of  the  bill, 
after  exhaustive  consideration  of  the 
testimony,  simply  threw  all  of  the  expert 
advice  developed  painstakingly  and  at 
great  expense  of  man-hours  together 
with  the.  committee’s  own  time  out  the 
window  and  adopted  punitive  provisions 
whose  parenthood  is  somewhat  in  doubt. 

I  wish  to  direct  my  comments  on  H.R. 
10650  to  the  foreign  earned  income  tax¬ 
ing  provisions  of  the  bill  and  their  effect 
on.  our  foreign  economic  policy. 

I  do  not  wish  to  discuss  the  technical 
details  of  these  provisions,  most  of  which 
are  contained  in  section  13  of  the  bill, 
but  call  the  attention'  of  the  committee 
to  the  very  cogent  and  clearly  expressed 
views  of  the  Hon.  Thomas  B.  Curtis  con¬ 
tained  on  pages  B  29  to  36  of  the  com¬ 
mittee  report. 
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Mr.  Chairman,  the  April  1956  edition 
of  Fortune  magazine  published  an  edi¬ 
torial  entitled  “The  American  Game,” 
a  portion  of  which  I  want  to  quote: 

The  real  source  of  America’s  strength  lies 
In  Its  own  flexible  and  dynamic  system  of 
private  enterprise,  and  in  the  projection  of 
that  system  abroad. 

I  incorporated  the  editorial  in  remarks 
I  offered  to  the  House  Tuesday,  May  22, 
1956 — Congressional  Record,  pages  8753 
to  8754.  I  regard  that  editorial,  and 
particularly  the  paragraph  I  quote,  as 
identifying  the  most  powerful  and  ef¬ 
fective  weapon  we  possess  with  which 
to  fight  our  ideological  war  against  com¬ 
munism.  The  real  contest  is  for  the 
minds  and  attitudes  of  the  peoples  of 
the  new  nations  emerging  from  colonial¬ 
ism,  most  of  them  loosely  classified  as 
underdeveloped  by  our  standards.  In 
this  contest  our  deeds  certainly  will 
speak  louder  than  words.  A  demonstra¬ 
tion  that  free  economic  and  political  in¬ 
stitutions  are  superior  to  the  organized 
slavery  of  communism  is  ideological  cash 
in  the  bank  of  world  public  opinion; 
high  sounding  oratory,  slogans  and  head¬ 
lines  without  performance  are  debits 
against  international  good  will. 

I  have  always  felt  that  our  assistance 
in  economic  development  overseas  should 
be  provided  by  the  American  business 
community  with  their  own  capital  at 
no  cost  to  the  taxpayers,  and  that  the 
role  of  our  Government  is  to  foster  and 
facilitate  private  capital  investments 
overseas  by  using  its  personnel  and 
diplomatic  sanctions  and  instruments  to 
break  down  artificial  barriers  to  trade 
and  investment  and  thus  contribute  to 
the  attractiveness  of  private  capital  in¬ 
vestments  abroad. 

One  of  the  principal  efforts’of  my  serv¬ 
ice  in  Congress,  has  been  an  attempt  to 
direct  the  efforts  of  our  Government 
along  those  lines.  In  1951  I  urged  the 
creation  of  a  Commission  to  study  the 
problem  and  map  a  course  to  achieve 
that  goal.  That  effort,  I  am  unhappy  to 
say,  was  unsuccessful — Congressional 
Record,  April  23,  1951,  pages  4209  to 
4212. 

In  1956,  Congress  created  the  Devel¬ 
opment  Loan  Fund.  I  offered  an  amend¬ 
ment  to  the  declaration  of  purposes  of 
the  fund  to  indicate  that  in  assisting 
underdeveloped  areas  it  was  the  intent  of 
Congress  that  we  foster  free  enterprise 
economies. 

As  many  of  you  know,  that  idea  was 
strenuously  opposed  by  both  the  State 
Department  and  the  ICA,  and  it  is  due, 
in  my  judgment,  only  to  the  statesman¬ 
ship  and  clear  thinking  and  foresight  of 
two  of  our  former  colleagues,  the  Hon¬ 
orable  John  Vorys,  of  Ohio,  and  the 
Honorable  Brooks  Hays,  of  Arkansas, 
that  the  free  enterprise  idea  was  in¬ 
corporated  into  the  charter  of  the  De¬ 
velopment  Loan  Fund. 

The  Congress  accordingly  reaffirms 
that  it  is  the  policy  of  the  United  States, 
and  declares  it  to  be  the  purpose  of  this 
title,  to  strengthen  friendly  foreign  coun¬ 
tries- by  encouraging  the  development  of 
their  economies  through  a  competitive 
free  enterprise  system;  to  minimize  or 
eliminate  barriers  to  the  flow  of  private 
investment  capital  and  international 


trade;  to  facilitate  the  creation  of  a 
climate  favorable  to  the  investment  of 
private  capital;  and  to  assist,  on  a  basis 
of  self-help  and  mutual  cooperation, 
the  efforts  of  free  peoples  to  develop 
their  economic  resources  and  to  increase 
their  productive  capabilities. 

The  Act  for  International  Develop¬ 
ment  of  1961 — Public  Law  87-195 — con¬ 
tains  the  following  provision: 

It  is  the  policy  of  the  United  States  to 
strengthen  friendly  foreign  countries  by 
encouraging  the  development  of  their  free 
economic  institutions  and  productive  capa¬ 
bilities,  and  by  minimizing  or  eliminating 
barriers  to  the  flow  of  private  investment 
capital. 

In  President  Kennedy’s  message  to  the 
Congress  on  March  14,  1961,  “Inter- 
American  Fund  for  Social  Progress” — 
House  Document  No.  105 — there  appears 
the  following : 

U.S.  business  concerns  have  also  played 
a  significant  part  in  Latin  American  eco¬ 
nomic  development.  They  can  play  an  even 
greater  role  in  the  future.  Their  work  is 
especially  important  in  manufacturing  goods 
and  providing  services  for  Latin  American 
markets.  Technical  expertness  and  manage¬ 
ment  skills  in  these  fields  can  be  effectively 
transferred  to  local  enterprises  by  private 
investment  in  a  great  variety  of  forms — rang¬ 
ing  from  licensing  through  joint  ventures  to 
ownership. 

Private  enterprise’s  most  important  future 
role  will  be  to  assist  in  the  development  of 
healthy  and  responsible  private  enterprise 
within  the  Latin  American  nations.  The 
initiation,  in  recent  years,  of  strikingly  suc¬ 
cessful  new  private  investment  houses,  mu¬ 
tual  investment  funds,  savings  and  loan 
associations,  and  other  financial  institutions 
are  an  example  of  what  can  be  done.  Stim¬ 
ulating  the  growth  of  local  suppliers  of  com¬ 
ponents  for  complex  consumer  durable  goods 
is  another  example  of  the  way  in  which  do¬ 
mestic  business  can  be  strengthened. 

A  major  forward  thrust  in  Latin  American 
development  will  create  heavy  new  demands 
for  technical  personnel  and  specialized 
knowledge — demands  which  private  organi¬ 
zations  can  help  to  fill.  And,  of  course, 
the  continued  inflow  of  private  capital  will 
continue  to  serve  as  an  important  stimulus 
to  development  (p.  3669,  Congressional 
Record)  . 

In  the  declaration  to  the  peoples  of 
America  of  the  delegates  at  Punta  del 
Este,  August  16,  1961,  one  of  the  goals  is 
described  as  follows : 

To  stimulate  private  enterprise  in  order 
to  encourage  the  development  of  Latin  Amer¬ 
ican  countries  at  a  rate  which  will  help 
them  to  provide  jobs  for  their  growing 
populations,  to  eliminate  unemployment, 
and  to  take  their  place  among  the  modern 
industrialized  nations  of  the  world. 

As  late  as  March  7,  1962,  in  a  press 
conference,  the  President  said : 

Private  capital  is  necessary  in  Latin  Amer¬ 
ica.  There  isn’t  enough  public  capital  to  do 
the  job. 

The  provisions  of  section  13  of  H.R. 
10650,  which  relate  to  taxation  on  for¬ 
eign  earned  income  will  be  most  damag¬ 
ing  to  American  companies’  oversea  op¬ 
erations,  cannot  help  but  induce  them 
to  refrain  from  further  investment  or 
expansion  and  tend  to  dry  up  the  flow 
of  American  capital  into  economic  ac¬ 
tivities  overseas.  This  action  is  dia¬ 
metrically  opposed  to  the  administra¬ 
tion’s  pronouncements  favoring  economic 
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development  of  underdeveloped  areas 
and  particularly  the  support  of  the  so- 
called  alliance  for  progress  program  by 
American  private  capital  investment. 

Actually,  these  activities  of  the  Amer¬ 
ican  business  community  should  be  en¬ 
couraged  by  the  tax  incentive  program 
embodied  in  the  Boggs  bill,  H.R.  5,  which 
passed  the  House  of  Representatives  in 
the  86th  Congress. 

It  is  worth  noting  that  H.R.  5,  the 
foreign  investment  tax  incentive  bill,  was 
adopted  by  the  House  by  a  vote  of  195 
to  192  on  May  18,  1960,  and  that  none  of 
the  Democratic  members  of  the  Ways 
and  Means  Committee  voted  against  the 
bill.  Supporters  of  H.R.  5  included  the 
chairman  of  the  Ways  and  Means  Com¬ 
mittee,  the  gentleman  from  Arkansas 
[Mr.  Mills],  and  the  majority  whip,  the 
author  of  the  bill,  the  gentleman  from 
Louisiana  [Mr. Boggs]. 

The  gentleman  from  Louisiana  [Mr. 
Boggs]  eloquently  and  forcefully  advo¬ 
cated  this  stimulant  to  American  capi¬ 
tal  investment  overseas  and  among  other 
things  said  the  following — Congres¬ 
sional  Record,  March  8,  1960,  page  4962: 

Each  year  we  hear  we  will  be  able  to  re¬ 
duce  foreign  aid.  We  started  the  foreign 
program  back  in  the  time  when  General 
Marshall  was  Secretary  of  State.  Many  of 
you  were  here  then.  I  say  to  you  there  has 
not  been  a  year  when  the  foreign  aid  pro¬ 
gram  has  not  been  presented  to  us  with  rec¬ 
ommendations  for  greater  and  greater  ex¬ 
penditures.  If  there  is  to  be  any  answer  to 
foreign  aid — and  I  do  not  maintain  that  this 
is  the  only  answer  by  any  stretch  of  the 
imagination — but  if  there  is  to  be  any  answer 
at  all,  the  answer  must  come  from  the  pri¬ 
vate  sector  of  our  economy.  I  know  a  lot 
of  people  believe  this  is  just  a  scheme  to 
make  some  already  rich  people  richer,  that 
this  is  a  scheme  for  some  people  to  avoid  pay¬ 
ing  taxes.  I  can  assure  you  that  nothing 
could  be  further  from  the  truth. 

If  this  bill  has  any  objective  at  all,  the 
objective  is  to  make  it  possible  for  the 
American  entrepreneur,  small,  middle-sized, 
big,  and  biggest,  if  you  will,  to  be  able  to 
take  up  where  the  American  taxpayer’s  dol¬ 
lar  leaves  off.  That  is  the  only  purpose  of 
this  bill.  If  it  were  not  for  that  I  would 
not  be  standing  here  talking  to  you  about  it. 

Is  it  possible  for  this  to  happen?  I  do 
not  know:  nobody  else  knows.  But  I  will 
tell  you  this,  that  if  you  removed  from  the 
world  market  the  American  investment  that 
has  been  made  in  the  world,  you  would  have 
a  severe  and  terrific  depression  in  this  coun¬ 
try,  because  all  we  get  from  those  invest¬ 
ments  are  profits,  not  losses.  Secondly,  you 
would  have  a  balance-of-payments  situa¬ 
tion,  to  which  the  gentleman  from  Wyoming 
referred  a  little  while  ago,  which  would 
make  our  present  deficit  look  like  a  Sunday 
afternoon  picnic;  third,  there  would  not  be 
any  way  on  earth  to  raise  the  amount  of 
taxpayers’  dollars  that  would  be  required 
to  pick  up  where  private  enterprise  left  off 
in  all  these  countries.  This  is  just  a  matter 
of  fact.  These  are  not  my  words;  these  are 
the  words  of  people  who  have  studied  this 
thing  for  months  and  years.  I  would  refer 
you  to  the  studies  made  by  the  Committee 
for  Economic  Development,  the  Rockefeller 
Brothers  reports,  the  Hoffman  study  recently 
made,  the  Straus  Committee  report,  the 
Boeschenstein  Committee  report,  and  many 
others. 

The  simple  fact  is  that  American  capital 
has  gone  abroad  to  protect  markets  or  to 
develop  markets  that  would  otherwise  have 
gone  to  their  competitors.  As  I  said  a 
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moment  ago,  one  of  our  toughest  competi¬ 
tors  is  the  Communist  bloc. 

Mr.  Chairman,  I  do  not  want  to  overstate 
the  case  for  H.R.  5.  It  is  not  going  to  solve 
our  world  political  or  economic  problems. 
It  is  not  going  to  do  away  with  foreign  aid. 
It  is  not  going  to  raise  standards  of  living 
abroad  by  100  percent  in  the  next  2  years. 

As  I  have  said,  it  is  essentially  a  modest 
piece  of  legislation.  It  will  facilitate  expan¬ 
sion  of  American  private  business  overseas. 
It  will  bring  greater  equity  in  our  existing 
system  of  taxation.  It  will  contribute  to 
the  objectives  that  we  have  in  fighting  the 
cold  economic  war  with  our  archenemies. 
H.R.  5  will  help.  It  will  not  hurt. 

The  passage  of  this  bill  by  this  House  will 
be  a  mark  of  the  growing  maturity  of  this 
country.  It  will  reflect  the  need  to  bring 
our  tax  laws  into  conformity  with  our  posi¬ 
tion  in  the  world  economy.  It  will  be  a  posi¬ 
tive  step  in  the  direction  of  accomplishing 
important  national  objectives. 

It  is  a  vote  of  confidence  that  the  Ameri¬ 
can  businessman  operating  competitively 
under  the  American  flag  can  meet  the  Soviet 
economic  challenge. 

Mr.  Chairman,  shortly  there  will 
come  before  us  President  Kennedy’s 
proposal  for  vastly  expanded  authority 
in  the  Executive  to  decrease  tariffs. 
Likewise,  we  will  shortly  be  considering 
foreign  aid  legislation,  including  the 
alliance  for  progress.  It  is  an  anomoly 
that  the  administration  will  advance 
these  two  proposals  involving  vast  trans¬ 
fers  of  our  legislative  authority  to  the 
executive  branch  of  the  Government 
and  in  the  case  of  foreign  aid,  the  ap¬ 
propriations  of  huge  sums  of  tax  money 
to  fight  the  cold  war,  when  the  New 
Frontier  is  aiming  a  devastating  blow  at 
the  contribution  of  the  American  busi¬ 
ness  community  in  fighting  the  ideolog¬ 
ical  battle  with  communistic  imperial¬ 
ism. 

Mr.  Chairman,  it  seems  to  me  more 
than  a  fortuitous  circumstance  that 
this  same  kind  of  double-think  exists  not 
only  in  the  New  Frontier,  but  in  the 
legislative  department  of  the  AFL-CIO. 
Yesterday  I  received  two  letters  from 
Mr.  Andrew  J.  Biemiller,  director  of  the 
department  of  legislation  of  the  AFL- 
CIO.  One  letter  with  accompanying 
pamphlets  urged  my  support  of  the  so- 
called  Trade  Expansion  Act  of  1962, 
which  has  as  one  of  its  announced  ob¬ 
jectives,  an  increasing  role  for  our 
American  free  enterprise  system  in  in¬ 
ternational  trade  and  commerce. 

Paradoxically,  the  second  urges  my 
support  of  the  tax  bill  that  is  now  before 
us,  H.R.  10650.  One  of  the  bases  on 
which  the  AFL-CIO  position  favoring 
the  tax  bill  is  predicated  pertains  to  the 
provisions  of  the  bill  imposing  more 
stringent  tax  treatment  on  participation 
by  our  American  free  enterprise  system 
in  international  trade  and  commerce. 
These  tax  proposals  that  the  AFL-CIO 
espouses  would  impede  the  exansion  of 
export  markets  for  U.S.  produced  goods, 
would  strike  a  devastating  blow  at  the 
ability  of  the  American  business  flag 
to  survive  competitively  in  world  trade, 
and  would  constitute  a  political  retreat 
for  America  in  the  face  of  the  Com¬ 
munist  threat  to  the  free  world  survival. 

Mr.  Chairman,  in  his  letter  on  tariffs, 
Mr.  Biemiller  espouses  willingness  to  in¬ 
crease  the  exposure  of  our  domestic  mar¬ 
kets  to  imports  by  reducing  the  protec¬ 


tive  tariffs  that  safeguard  our  markets 
for  domestic  producers  and  material. 
In  contrast,  Mr.  Biemiller’s  tax  letter 
would  reduce  the  ability  of  American 
free  enterprise  to  export  and  compete 
with  the  other  industrialized  nations  of 
the  world.  These  conflicting  viewpoints 
urged  by  Mr.  Biemiller  in  behalf  of  the 
AFL-CIO  leave  me  somewhat  confused, 
but  confused  only  as  to  what  the  AFL- 
CIO  really  wants  as  its  national  objec¬ 
tive — economic  retreat  or  economic  ex¬ 
pansion.  Mr.  Biemiller  has  not  suc¬ 
ceeded  in  confusing  me  as  to  where  I 
stand  on  the  urgent  issues  of  what 
America’s  posture  should  be  in  today’s 
dangerous  world. 

I  am  categorically  opposed  to  the 
policy  of  economic  retreat  and  isolation¬ 
ism  inherent  in  the  foreign  income  pro¬ 
visions  of  the  tax  bill  now  before  us. 
Based  on  firsthand  study  of  interna¬ 
tional  problems,  I  am  convinced  that 
American  free  enterprise  and  the  peo- 
ple-to-people  communications  that  it 
fosters  in  world  commerce  are  greatly 
superior  in  fighting  international  com¬ 
munism  to  the  reliance  on  a  sterile  policy 
of  endless  foreign  aid  through  govern- 
ment-to-government  channels,  such  as 
are  implicit  in  this  Treasury-sponsored 
tax  bill  and  the  New  Frontier’s  foreign 
aid  program. 

Mr.  Chairman,  there  are  plenty  of  de¬ 
terrents  to  American  private  capital  in¬ 
vestment  overseas  already.  I  have  con¬ 
sistently  urged  that  these  deterrents  be 
identified  and  eliminated  or  minimized. 

Just  recently,  we  witnessed  the  ex¬ 
propriation  of  vast  amounts  of  American 
properties  in  Cuba.  Similarly,  one  of 
the  states  of  a  presumably  free  and 
friendly  country,  Brazil,  has  confiscated 
a  telephone  company.  These  actions 
must  give  pause  to  any  American  mana¬ 
ger  of  an  enterprise  responsible  to  his 
stockholders  for  the  proper  employment 
of  capital  and  thus  constitute  a  threat 
inhibiting  the  investment  of  American 
private  capital  abroad.  These,  however, 
of  course,  were  actions  of  other  govern¬ 
ments,  one  of  them  being  a  Communist- 
dominated  regime. 

What  possible  excuse  can  we  give  for 
the  action  proposed  here  of  imposing  a 
punitive  tax  on  foreign  operations  which 
is  bound  to  undermine  the  confidence  of 
the  American  business  community  in  the 
stability  of  their  Government’s  policy 
with  respect  to  capital  investment. 

Even  if  the  punitive  provisions  of 
section  13  of  H.R.  10650  never  become 
law,  the  very  fact  that  they  were  seri¬ 
ously  considered  by  the  Congress  and 
strenuously  advocated  by  the  New 
Frontier  constitutes  a  threat  of  which 
the  American  business  community  is 
bound  to  be  aware  and  in  governing 
their  policies  and  the  management  of 
their  stockholders’  funds,  may  well 
have  widespread  repercussions  on  the 
health  of  our  entire  economy.  I  hope 
the  House  of  Representatives  will  forth¬ 
rightly,  speedily  and  vigorously  repudiate 
the  hate  business  philosophy  implicit 
in  these  provisions. 

In  this  context  of  international  rela¬ 
tions  it  should  be  observed  that  one  of 
the  most  deplorable  features  of  this  tax 
bill  is  section  21,  relating  to  treaty  ob¬ 


ligations.  This  section  squarely  over¬ 
rides  the  principle  of  international  law, 
embodied  in  section  7852(d)  of  the  In¬ 
ternal  Revenue  Code,  that  the  tax  laws 
of  the  United  States  shall  not  apply  in 
any  case  where  their  application  would 
be  contrary  to  any  treaty  obligation  of 
the  United  States. 

Section  21  raises  a  question  of  inter¬ 
national  law  and  elementary  morality. 

As  of  today  there  are  21  bilateral  tax 
treaties  in  effect  between  the  United 
States  and  foreign  countries.  If  the 
Congress  of  the  United  States  should 
ride  roughshod  over  our  treaty  obliga¬ 
tions,  we  must  be  prepared  for  retalia¬ 
tion  by  the  other  parties  to  these 
treaties. 

More  important  still,  the  United  States 
can  ill  afford  the  moral  condemnation 
that  will  inevitably  be  forthcoming  if  it 
disregards  international  law  and  treats 
its  treaty  obligations  as  so  many  scraps 
of  paper.  Does  this  American  policy  of 
unilateral  treaty  abrogation  provide  any 
assurance  to  our  Western  Hemisphere 
allies  of  the  sincerity  of  our  intentions  in 
regard  to  the  much  heralded  alliance  for 
progress?  Just  the  opposite,  Mr.  Chair¬ 
man.  Does  this  policy  of  repudiating 
our  solemn  treaty  obligations  serve  to 
strengthen  our  current  endeavors  to 
create  new  trade  commitments  among 
the  countries  of  the  free  world?  Again, 
Mr.  Chairman,  the  answer  is  inescap¬ 
ably  and  emphatically  in  the  negative. 

Before  the  eyes  of  world  opinion  the 
U.S.  Government  has  held  itself  out  as 
the  champion  of  morality  in  world 
affairs.  We  have  repeatedly  called  the 
Government  of  Communist  Russia  to 
task  as  a  treaty  violator.  How  can  we 
continue  to  take  this  firm  moral  position 
if  we  ourselves  disregard  treaty  obliga¬ 
tions  when  it  suits  our  purpose  to  do  so? 

The  principle'  of  section  21  is  thor¬ 
oughly  unsound.  Its  consequences  could 
plague  the  United  States  in  its  foreign 
relations  for  years  to  come.  It  should  be 
defeated;  it  should  never  have  been  pro¬ 
posed  in  the  first  instance. 

The  foreign  income  provisions  of  the 
tax  bill  will  undermine  and  debilitate 
American  business  operations  abroad  and 
prevent  private  American  capital  from 
making  the  contribution  to  strengthen¬ 
ing  the  free  world  through  economic  de¬ 
velopment  which  it  otherwise  could  and 
would  make  without  any  cost  to  the 
American  taxpayers.  This  is  most  un¬ 
wise  and  amounts  to  killing  the  goose 
that  lays  the  golden  egg. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentle¬ 
man  from  Ohio  [Mr.  Betts]. 

Mi-.  BETTS.  Mr.  Chairman,  at  a  time 
when  the  American  taxpayer  is  hoping 
for  a  simplification  of  tax  procedures, 
this  bill  offers  only  more  complexities. 
In  particular,  the  section  on  withholding 
of  income  tax  on  dividends  and  interest 
is  the  worst  offender.  If  there  are  any 
doubts  about  this,  one  has  only  to  read 
that  portion  of  the  bill  which  deals  with 
this  subject.  He  will  find  46  pages  of 
complex  rules  which,  of  course,  will  be 
implemented  by  an  equal  number  of 
pages  of  regulations.  He  will  certainly 
not  find  it  a  simple  matter  to  under¬ 
stand  all  he  is  supposed  to  do. 
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No  one  condones  the  failure  to  include 
taxable  dividends  and  interest  in  a  tax 
return.  No  doubt  there  have  been  many 
violations.  But  it  is  fair  to  assume  that 
only  a  small  fraction  of  these  failures 
are  willful  violations  and  that  the  great 
majority  include  omissions  due  to  over¬ 
sight  or  plain  ignorance.  The  fact  that 
there  has  been  a  campaign  to  educate 
the  public  supports  this  belief.  How¬ 
ever,  I  am  of  the  opinion  that  this  cam¬ 
paign  has  not  been  given  sufficient  time 
to  work  and  has  not  followed  basic  con¬ 
siderations.  Treasury  officials  say  they 
have  been  making  speeches  on  the  sub¬ 
ject  and  that  banks  and  corporations 
have  been  advising  their  depositors  and 
shareholders  that  interest  and  dividends 
are  taxable.  But  the  average  taxpayer 
does  not  hear  the  speeches  or  take  the 
time  to  read  and  study  all  the  notices 
that  come  with  corporation  or  bank 
statements.  The  simple  device  of  a 
notice  in  red  ink  on  the  face  of  a  1040 
form  that  these  items  are  taxable  would 
have  involved  little  effort  and  would  have 
effectively  apprised  millions  of  taxpayers 
of  something  they  did  not  know  or  had 
overlooked.  They  would  thus  have  been 
spared  the  complicated  procedures  of 
this  proposal. 

If  on  the  other  hand,  as  might  be  im¬ 
plied  in  the  bill,  the  failure  to  include 
the  tax  on  interest  and  dividends  is  a 
matter  of  fraud  on  the  part  of  the  tax¬ 
payer,  then  there  is  no  way  of  guessing 
how  many  fraudulent  refund  claims 
might  be  filed.  There  is  no  provision 
for  the  issuance  to  the  individual  of  any 
statement  or  receipt  of  the  amount  with¬ 
held  from  him.  This  means  that  the  In¬ 
ternal  Revenue  Service  would  have  no 
ready  means  of  verifying  claims  for  re¬ 
funds.  It  is  entirely  within  the  realm  of 
possibility  that  we  could  be  in  for  a 
worse  problem  on  refunds  than  we  are  on 
withholding. 

Completing  the  individual  income  tax 
form  1040  today  is  a  formidable  under¬ 
taking.  This  year’s  form  is  entirely  new 
and  yet  it  is  supposed  to  be  a  simplified 
form.  Those  who  have  already  com¬ 
pleted  their  form  this  year  know  just 
how  simple  it  is.  I  suppose  it  is  simpler 
than  last  year’s  form  but  making  a  com¬ 
plex  form  simpler  still  does  not  make 
it  a  simple  form. 

To  cope  with  these  proposed  with¬ 
holding  taxes,  the  form  1040  has  to  be 
substantially  changed.  Lines  must  be 
added  for  reporting  dividends  not  sub¬ 
ject  to  withholding  tax  and  lines  must 
be  added  to  report  interest  not  subject 
to  withholding  tax.  Lines  must  also  be 
added  to  report  interest  on  which  tax 
has  been  withheld  and  lines  to  report 
dividends  on  which  tax  has  been  with¬ 
held.  More  lines  must  be  added  so  the 
taxpayer  can  add  up  in  one  place  those 
dividends  on  which  no  tax  has  been 
withheld  or  which  he  is  not  entitled  to 
tax  credit,  and  other  lines  must  be  added 
for  other  computations.  On  the  divi¬ 
dends  and  interest  on  which  tax  was 
withheld,  he  must  divide  the  total  by 
four,  add  the  result  back  in  to  ascer¬ 
tain  100  percent  of  his  taxable  dividends, 
and  also  to  ascertain  the  amount  of  the 
credit. 


The  taxpayer’s  only  way  of  learning 
whether  tax  has  been  withheld  on  par¬ 
ticular  payments  of  dividend  or  interest 
is  just  to  appraise  and  study  the  pay¬ 
ment  he  received.  He  then  must  con¬ 
sult  very  complex  regulations,  defini¬ 
tions,  and  instructions  to  form  a  legal 
opinion  as  to  whether  withholding  was 
required  on  the  particular  payment. 
When  he  has  reached  this  happy  point, 
he  is  now  ready  to  tackle  the  other 
schedules  on  the  tax  return  with  which 
we  are  all  familiar. 

In  addition  to  these  difficulties,  the 
withholding  provision  contains  the  cer¬ 
tain  possibility  of  creating  ill  will  be¬ 
tween  the  taxpaying  public  and  the  In¬ 
ternal  Revenue  Service.  Basically,  as  is 
well  known,  the  bulk  of  the  huge  an¬ 
nual  revenue  collections  of  this  coun¬ 
try  are  collected  under  the  self-assess¬ 
ment  system,  and  this  system  survives 
only  with  the  helpful  cooperation  of  the 
some  60  million  taxpayers  who  annually 
do  battle  with  form  1040  and  many  other 
Federal  tax  forms  and  faithfully  report 
their  tax  liability.  But  with  this  pro¬ 
posal  there  is  going  to  be  incessant  con¬ 
troversy  between  taxpayer  and  tax  col¬ 
lector  so  that  taxpayers  can  secure  the 
full  credit  for  tax  withheld  or  refund 
for  tax  overwithheld.  Taxpayer  indig¬ 
nation  is  also  going  to  be  extended  to 
the  payor  of  the  dividends  or  interest. 

Our  whole  economic  system  is  based  on 
credit.  If  the  average  American  did  not 
pay  his  bills,  all  commerce  would  come 
to  a  halt.  Until  I  am  given  proof  to  the 
contrary,  I  prefer  to  believe  that  he  will 
also  pay  his  just  taxes.  There  is  no 
absolute  exactitude  in  our  system,  and 
there  can  be  none.  There  is  an  under¬ 
lying  basic  honesty  which  has  made  the 
system  work  better  than  any  other  in 
the  world.  I  am  opposed  to  anything 
that  will  destroy  this  fundamental  prem¬ 
ise  on  which  our  collection  procedures 
are  based. 

Let  us  recognize  that  this  withholding 
should  in  a  large  number  of  cases  be 
known  as  a  proposal  for  overwithhold¬ 
ing.  The  rate  of  withholding  is  to  be 
20  percent  and  there  is  no  withholding 
offset  for  deductions  and  exemptions 
that  are  generally  available  to  a  tax¬ 
payer  in  computing  tax  liability.  Thus, 
the  administration-supported  withhold¬ 
ing  provision  which  has  been  approved 
by  the  unanimous  vote  of  the  majority 
membership  of  the  Committee  on  Ways 
and  Means  has  a  built-in  guarantee  that 
millions  of  taxpayers  will  be  subjected 
to  a  denial  of  funds  at  the  time  they  are 
due  and  to  the  inconvenience  of  having 
to  ask  the  tax  collector  for  mgpey  that 
belongs  to  the  taxpayer. 

Mr.  Chairman,  I  regret  to  say  that 
when  the  voting  public  of  this  country, 
including  the  more  than  30  million  tax¬ 
payers  who  will  be  exposed  to  the  in¬ 
fernal  nuisances  of  the  withholding  tax 
monstrosity  contained  in  H.R.  10650 
realize  what  has  been  inflicted  on  them, 
their  acceptance  of  our  voluntary  system 
of  tax  compliance  will  be  impaired. 

There  seems  to  be  an  odd  misconcep¬ 
tion  that  there  are  just  a  few  people  in 
this  country  with  enough  capital  to  own 
shares  of  stock  or  to  own  interest-pro¬ 


ducing  investments.  Let  me  warn  you 
that  there  are  more  than  30  million. 
The  number  of  persons  holding  shares 
of  stock  alone  exceed  15  million.  How 
many  voters  this  represents  I  do  not 
know.  Certainly  some  of  the  30  million 
are  perhaps  not  of  voting  age — but  they 
do  have  parents  and  other  relatives  of 
voting  age. 

If  the  shotgun  approach  of  the  Treas¬ 
ury  withholding  proposal  were  the  only 
technique  available  for  capturing  unre¬ 
ported  income  and  if  the  Treasury  tech¬ 
nique  were  workable,  then  perhaps  it 
would  be  appropriate  to  give  considera¬ 
tion  to  a  withholding  procedure.  The 
fact  is  the  Treasury  plan  is  neither  nec¬ 
essary  nor  workable. 

For  those  of  you  who  have  been  will¬ 
ing  to  listen,  or  to  read,  you  have  been 
shown  by  very  simple  facts  that  with¬ 
holding  taxes  on  dividends  and  interest 
are  not  necessary  to  close  the  under¬ 
reporting  gap  of  this  type  of  income. 

You  have  been  shown  in  the  House 
hearings  and  in  statements  on  this  floor 
that  the  Internal  Revenue  Service  has 
today  and  has  had  for  years  the  admin¬ 
istrative  tool  to  close  this  gap — but  has 
not  used  it. 

You  have  been  told  that  the  adminis¬ 
trative  procedures  of  the  Internal  Rev¬ 
enue  Service  are  now  well  advanced  into 
the  electronic  age.  The  Service  has 
installed  the  automatic  data  processing 
machinery  for  handling  taxpayers  ac¬ 
counts  which  can  trace  underreporting 
of  income  automatically. 

You  have  been  shown  that  the  Treas¬ 
ury  came  over  to  the  Congress  last  year 
and  begged  for,  and  was  given,  the  tax¬ 
payer  account  numbers  bill  as  the  last 
necessary  tool  it  needed  to  make  the  au¬ 
tomatic  data  process  installation  com¬ 
pletely  effective.  The  Commissioner  of 
Internal  Revenue  himself  has  announced 
just  within  the  last  few  weeks  that  on 
January  1,  1965,  the  Service’s  electronic 
automatic  data  processing  operation 
will  be  fully  operable  on  a  national  basis. 

When  the  Treasury  Department  se¬ 
cured  the  enactment  last  year  of  the 
taxpayer  account  number  bill.  Treasury 
officials  made  representations  to  the  dis¬ 
tinguished  chairman  of  the  Finance 
Committee  showing  clearly  that  auto¬ 
matic  data  processing  and  taxpayer  ac¬ 
counts  numbers  could  close  the  gap  on 
underreporting  of  income  and  the  chair¬ 
man  referred  to  these  statements  on  the 
floor  of  the  Senate  stating  the  following : 

This  legislation,  the  Treasury  testified, 
would  result  in  closing  loopholes  so  that 
those  who  are  now  avoiding  the  payment  of 
taxes  would  be  compelled  to  pay  by  operating 
this  new  number  system  through  computing 
machines. 

He  further  said: 

The  tax  revenue,  the  Treasury  testified, 
would  be  increased  by  $5  billion. 

And  he  added : 

The  Treasury  has  told  me  it  is  the  largest 
loophole  closing  bill  that  has  ever  been 
proposed. 

It  is  thus  clearly  shown  that  the  In¬ 
ternal  Revenue  Service  has  the  working 
tools  now  in  its  hands  to  close  any  gap 
on  the  underreporting  of  dividends  and 
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Interest:  Automatic  data  processing  and 
the  authority  to  use  taxpayer  account 
numbers  combined  with  electronic  equip¬ 
ment  to  trace,  automatically,  any  under¬ 
reporting  of  income. 

It  is  beyond  belief  that  instead  of  re¬ 
lying  on  this  simple  instant  method  of 
modern  tools  to  check  and  correct  any 
underreporting  of  dividends  and  interest, 
the  administrative  monstrosity  of  a 
poorly  conceived  withholding  system  is 
to  be  imposed  as  a  millstone  on  the  necks 
of  both  taxpayers  and  the  Internal  Reve¬ 
nue  Service. 

Mr.  Chairman,  the  proposed  withhold¬ 
ing  tax  system  has  many  infirmities  that 
should  be  considered  in  determining  a 
position  on  this  important  subject.  Let 
me  take  you  through  just  one  of  them. 

It  has  been  known  from  the  time  these 
withholding  proposals  were  first  sent  to 
the  Congress  that  the  withholding  tax 
system  would  collect  tax  from  many  mil¬ 
lions  of  people  who  would  not  owe  any 
Federal  tax  at  all  or  would  owe  less  than 
the  amount  of  tax  withheld. 

It  was  known  in  advance  and  is  known 
now  that  these  people  who  will  be  the 
victims  of  overwithholding  number  in  the 
millions  and  a  large  part  of  them  are  our 
senior  citizens  living  on  small  pensions  or 
annuities  or  on  small  retirement  funds. 

To  make  this  bill  politically  more  sal¬ 
able  a  gesture  was  made  to  try  to  allevi¬ 
ate  the  situation  of  the  excessive  with¬ 
holding  on  these  people  and  the  per¬ 
fectly  unnecessary  withholding  on  such 
things  as  the  savings  of  children. 

Very  late  in  the  day  in  the  committee 
consideration  of  this  bill,  when  the  ad¬ 
ministration  realized  that  it  would  have 
trouble  with  this  ovenvithholding  on 
the  House  floor,  some  exemption-certifi¬ 
cate  rules  were  added  to  the  bill  on  a 
vote-seeking  basis. 

One  rule  provides  that  a  child  under 
18  may  file  an  exemption  certificate  with 
a  withholding  agent  to  escape  with¬ 
holding. 

Another  rule  provides  that  a  person 
over  18  can  secure  a  partial  withholding 
exemption  if  he  certifies — and  listen  to 
these  amazing  words  carefully — that  he 
“reasonably  believes  that  he  will  not — 
after  the  application  of  the  credits 
against  tax  provided  by  part  IV  of  sub¬ 
chapter  A  of  chapter  1  other  than  the 
credits  under  sections  31  and  39 — be 
liable  for  the  payment  of  any  tax  under 
chapter  1.” 

I  invite  your  attention  to  the  fact  that 
the  rule  I  have  just  read  is  for  the  little 
man.  He  is  supposed  to  understand  it. 

Of  course,  the  little  man  is  a  seasoned 
tax  lawyer.  He  is  quite  an  expert  on 
part  IV  of  subchapter  A  of  chapter  1. 
And,  of  course,  he  knows  by  heart  all 
about  the  credits  under  sections  31  and 
39.  Section  31  is  only  a  full  page  of  fine 
print.  Section  39,  on  which  the  little 
man  is  expected  to  be  an  expert,  begins 
on  page  210  of  the  bill  and  prints  three 
pages  of  complex  rules. 

This  is  all  the  little  man  has  to  read, 
understand,  and  take  responsibility  for 
in  signing  his  exemption  certificate  to 
escape  withholding.  If  he  is  a  seasoned 
tax  lawyer  or  a  Member  of  Congress  he 
can  probably  handle  the  problem  and 
sign  his  name  to  the  exemption  certifi¬ 
cate  form  with  some  sense  of  assurance. 


But  a  surprise  is  in  store  for  him.  He 
was  only  reading  the  full  contents  of 
page  197  of  the  bill.  He  should  have 
studied  closely  page  199.  He  would  have 
then  discovered  that  this  exemption  cer¬ 
tificate  is  no  good  as  to  interest  on  bonds, 
debentures,  notes  or  certificates  of  in¬ 
debtedness  issued  by  a  corporation.  Nor 
is  his  exemption  certificate  any  good  as 
to  interest  on  savings  in  something  called 
a  transferrable  certificate  or  share  in 
a  savings  bank  or  building  and  loan  as¬ 
sociation  or  that  kind  of  an  institution. 
He  will  also  be  shocked  to  learn  that  his 
exemption  certificate  is  meaningless  as 
to  interest -paying  obligations  of  the 
United  States — Government  bonds. 
Further,  he  will  discover  that  if  he  had 
followed  the  Government’s  urgings  over 
many  years  and  invested  in  Government 
savings  bonds,  he  will  have  to  work  out 
a  separate  exemption  certificate  every- 
times  he  cashes  in  a  baby  bond. 

As  to  whether  his  partial  exemption 
certificate  is  worth  anything  if  he  holds 
a  joint  account  with  his  wife  is  an 
answer  he  will  not  have  until  the  Treas¬ 
ury  issues  a  multipage  regulation  to 
cover  joint  accounts. 

Such  is  one  of  the  items  of  partial — 
and  I  quote — “relief” — unquote — for  the 
little  man  from  this  withholding  tax 
system. 

Then  the  bill  has  another  great  relief 
project — and  again  I  must  quote  the 
word  “relief” — for  some  more  of  the  little 
men.  This  one  is  for  the  little  man  who 
will  owe  some  tax,  but  less  than  the  20 
percent  tax  withheld,  and  who  “reason¬ 
ably  expects”  not  to  have  more  than 
$5,000  of  gross  income — or  $10,000  if  he 
is  married. 

This  part  of  the  bill  which  prints  up 
a  mere  3  y2  complex  pages  advises  this 
little  man  that  he  can  get  a  tax  refund 
every  quarter  if  he  will  don  his  hair 
shirt,  take  his  tin  cup  in  his  hand,  and 
crawl  to  the  Federal  tax  collector’s  office 
begging  to  get  his  own  money  months 
after  it  is  due  him.  To  secure  these 
refunds  every  quarter  through  the  red- 
tape  mill  of  a  Federal  agency  this  little 
man  has  to  be  real  sharp.  He  has  to 
fill  out  a  tax  refund  claim  form — not  yet 
designed — which  will  be  worked  out  un¬ 
der  these  3  V2  complex  pages  of  statute — 
and  probably  10  times  that  many  pages 
of  regulations — and  in  that  claim  for  re¬ 
fund  he  must  compute  something  called 
a  refund  allowance  as  of  the  time  the 
claim  for  refund  is  filed.  His  refund  al¬ 
lowance  takes  a  page  of  tax  bill  to  define. 

All  this  little  man  has  to  do  to  work 
out  how  much  refund  allowance  he  must 
claim  is  to  figure,  and  listen  carefully 
to  this  from  proposed  section  3484  and 
its  multiple  subdivisions.  His  refund 
allowance  is  to  be — 

The  excess,  if  any,  of — 

(1)  an  amount  equal  to  22  percent  of — 

(A)  the  total  of  the  deductions  which,  on 
the  basis  of  facts  existing  at  the  time  the 
claim  for  refund  is  filed,  such  individual 
would  be  allowed  for  the  taxable  year  un¬ 
der  section  151  (relating  to  deductions  for 
personal  exemptions),  plus 

(B)  in  the  case  of  an  individual  who,  at 
the  time  the  claim  for  refund  is  filed,  rea¬ 
sonably  expects  that  he  will  be  allowed  a 
credit  under  section  37  (relating  to  re¬ 
tirement  income)  for  the  taxable  year,  the 
amount  which,  at  such  time,  such  individual 


reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section  37 
(c)  and  as  limited  by  section  37(d) ) ,  for  the 
taxable  year,  less — 

Now  add  this  to  what  I  have  just  read 
to  you — he  must  now  compute — 

(C)  the  amounts  (other  than  amounts 
on  which  tax  is  required  to  be  deducted 
and  withheld  under  this  chapter)  which, 
at  the  time  the  claim  for  refund  is  filed, 
such  individual  reasonably  expects  to  be 
includible  in  his  gross  income  for  the  tax¬ 
able  year;  over — 

At  this  point — if  he  is  still  able  to 
speak — he  finds  the  answer  to  the  mys¬ 
tery  to  what  that  word  “excess”  is  all 
about.  It  is  the  excess  of  everything 
I  have  read  to  you  over — 
the  amounts  of  tax  with  respect  to  which 
an  allowable  claim  for  refund  has  been 
previously  filed. 

This  is  the  key  to  the  system  for  sim¬ 
ple,  quickie  refunds  to  the  little  man 
on  whom  tax  has  been  overwithheld.  He 
is  supposed  to  battle  these  complexities 
and  a  Federal  agency  to  get  the  small 
amount  of  money  he  needs  for  a  daily 
living  which  was  withheld  from  his  in¬ 
terest  and  dividends. 

From  the  quotations  I  have  just  given 
you  from  the  statute  you  will  note  that 
even  the  bill  is  not  optimistic  about  a 
quick  refund.  Those  quotations  which 
talk  about  the  claim  for  refund  the  little 
man  has  filed  in  previous  quarters  does 
not  talk  about  refunds  that  have  been 
paid  to  the  little  man.  The  bill  uses  the 
word  “filed”  and  talks  about  a  refund 
claim  filed,  not  a  refund  claim  which  has 
been  paid. 

Now  this  provision  of  the  bill  providing 
for  these  quickie  refunds  for  the  little 
man  also  shows  tender  solicitude  for 
children  on  whom  tax  has  been  over¬ 
withheld. 

It  has  a  solicitous  provision  with  the 
curious  title  “Individuals  Not  Eligible  for 
Refunds,”  and  this  clause  provides  that 
a  child  is  not  eligible  for  this  simple  ad¬ 
ministrative  relief  “unless  at  the  time  the 
claim  for  refund  is  filed,  he — the  child — 
reasonably  expects  that  no  deduction 
would  be  allowed  for  him  under  section 
151(e)  (1)  (B)  for  the  taxable  year  of  his 
parent.”  This  reasonable  expectation 
has  to  be  entertained  by  the  child  under 
the  language  I  have  just  read  to  you  and 
that  reasonable  expectation  has  to  be 
worked  out  from  the  child’s  knowledge 
of  section  151(e)(1)(B).  That  section 
prints  in  the  existing  revenue  laws  only 
two  long  closely  printed  pages. 

Will  the  Commissioner  of  Internal 
Revenue  accept  the  reasonable  expecta¬ 
tion  of  an  infant  in  anns,  or  that  of  a 
child  aged  2,  4,  6,  8,  or  10?  What  will 
the  regulations  say  as  to  the  age  at  which 
a  child  can  develop  enough  competence 
to  reasonably  expect  what  will  be  al¬ 
lowed  for  him  under  the  two  printed 
pages  of  section  151(e)  (1)  (B) . 

I  have  just  given  you  a  small,  and  a 
very  simple,  sample  of  the  mumbo-jum- 
bo  that  is  to  be  inflicted  on  the  voting 
public  by  the  45  technical  pages  of  this  i 
bill  imposing  the  withholding  taxes.  One 
could  take  any  other  topic  in  the  with¬ 
holding  tax  area  and  give  you  an  equally 
illuminating  sampling. 

These  withholding  taxes  are  not  to 
begin  until  1963 — which  is  conveniently 
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after  the  elections  in  the  fall  of  1952. 
The  public,  therefore — and  by  public  I 
mean  the  30-odd  million  citizens  of  this 
country  who  vote  and  on  whom  this 
monstrosity  is  to  be  inflicted — will  not 
know  what  is  happening  to  them  dur¬ 
ing  the  elections  this  coming  fall.  But 
they  will  find  out  in  1953  and  they  will 
feel  it  all  during  1963  and  all  during 
1964.  And  I  emphasize — this  public  I 
am  talking  about  is  not  a  tiny  little  mi¬ 
nority  of  rich  capitalists.  It  is  30  mil¬ 
lion  American  voters  spread  through 
every  State  in  the  country.  This  is  not 
a  “soak  the  rich”  provision;  it  is  a  “soak 
most  of  the  voting  public”  provision — a 
“tax  overwithholding”  provision. 

Witness  after  witness  appeared  before 
the  House  Committee  on  Ways  and 
Means  and  revealed  all  these  truths  time 
and  time  again  and  everything  they  said 
has  been  swept  aside  or  ignored  by  the 
administration  and  the  committee  ma¬ 
jority.  These  witnesses  might  as  well 
have  stayed  home  for  all  the  value  their 
appearance  at  the  hearings  had  in 
advising  many  Members  of  this  legisla¬ 
tive  body. 

Recently  there  have  appeared  in  the 
Congressional  Record  desperate  state¬ 
ments  seeking  to  defend  the  administra¬ 
tion’s  untenable  position  in  favor  of  an 
unworkable  overwithholding  .system  and 
against  effective  use  of  automatic  data 
processing  machines  and  its  taxpayer 
account  number  system  in  lieu  of  this 
unwise  withholding  system. 

I  would  remind  you  again,  as  was  cited 
on  page  A2092  in  the  Congressional 
Record  for  March  20,  1962,  that  as  re¬ 
cently  as  last  fall  Treasury  spokesmen 
told  the  distinguished  chairman  of  the 
Senate  Committee  on  Finance  that  the 
taxpayer  account  number  system, 
coupled  with  automatic  data  processing, 
would,  to  quote  again  the  chairman’s 
statements  on  the  Senate  floor,  “result 
in  closing  loopholes  so  that  those  who 
now  are  avoiding ;  the  payment  of  taxes 
would  be  compelled  to  pay  by  operating 
this  new  number  system  through  com¬ 
puting  machines,”  and  that  “the  tax 
revenue,  the  Treasury  testified,  would 
be  increased  by  $5  billion”;  and  further, 
“the  Treasury  told  me  it  is  the  largest 
loophole  closing  bill  that  has  ever  been 
proposed.” 

But  now  we  are  told  on  this  floor  on 
March  22  in  a  speech  supporting  the  ad¬ 
ministration  position  and  quoting  Treas¬ 
ury  officials  that  the  automatic  data 
processing  and  account  numbers  system 
is  just  about  so  much  junk.  That  it  is 
uneconomic  to  use  it  to  identify  delin¬ 
quent  taxpayers  or  for  purposes  of  clos¬ 
ing  any  gap  on  the  underreporting  of 
income  on  tax  returns. 

If  it  is  this  bad  and  this  useless,  why 
all  this  administrative  work  and  huge 
appropriations  to  set  it  up?  Why  has  it 
been  pointed  to  with  so  much  pride  and 
fanfare? 

If  the  dividend  and  interest  informa¬ 
tion  returns  on  Form  1099  are  also  just 
so  much  junk  why  are  people  forced  to 
the  expense  of  filing  them  by  the  hun¬ 
dreds  of  million  and  why  are  they  to  be 
fed  into  the  automatic  data  processing 
machines?  Why  are  all  paying  agents 


now  being  compelled  by  law  to  put  each 
taxpayer’s  account  number  on  these 
Forms  1099? 

Why  are  we  told — despite  the  Treas¬ 
ury’s  quoted  position  of  just  last  fall  that 
the  taxpayer  account  number  bill  was 
the  largest  loophole  closing  bill  in  his¬ 
tory  and  that  this  plus  the  automatic 
data  processing  system  will  increase 
revenue  by  $5  billion — and  why  are  we 
told  in  this  March  22  speech  on  page 
4382  of  the  Record  words  to  the  follow¬ 
ing  effect  : 

First.  That  what  is  really  missing  is 
$800  million  of  revenue,  not  $600  million. 

Second.  That  automatic  data  proc¬ 
essing  plus  account  numbers  can  only 
catch  up  with  $200  millions  of  this. 

Third.  That  even  automatic  data 
processing  will  cost  $27  million  of  ad¬ 
ministrative  expense. 

If  these  administration-inspired  con¬ 
tentions  are  correct,  it  looks  like  an  ad¬ 
mission  that  automatic  data  processing 
is  just  about  75  percent  defective. 

The  Treasury  knows,  and  it  knows 
very  well,  that  the  withholding  tax  sys¬ 
tem  will  not — I  repeat  not — add  to  the 
tax  rolls  the  name  and  address  of  a 
single  tax  dodger. 

The  Treasury  also  knows,  and  knows 
very  well,  that  its  automatic  data 
processing  machines,  when  fed  the  in¬ 
formation  returns  on  form  1099,  will 
add — I  repeat  will  add — to  the  tax  rolls 
the  names  and  addresses  of  people  who 
have  received  dividends  and  interest — 
and  that  the  names  and  addresses  of 
the  tax  dodgers  will  then  automati¬ 
cally  go  on  the  tax  rolls.  They  will  be 
right  there  included  with  the  names  of 
the  honest  people.  The  machines  will 
have  caught  the  dishonest  or  careless 
man  without  harassing  the  honest  and 
careful  man. 

The  Treasury  knows  that  this  pro¬ 
posed  withholding  tax  system  which 
might  collect  $1,000  from  the  tax  dodger 
who  actually  owes  $5,000  tax  on  his  div¬ 
idends  or  interest  will  not  collect  the 
missing  $4,000  and  will  not  reveal  the 
name  and  address  of  the  tax  dodger. 
It  is  true  the  automatic  data  process¬ 
ing  machines  may  not  automatically 
collect  that  $1,000  but  they  will  identify 
the  tax  dodger  who  owes  the  $5,000  and 
make  the  collection  of  the  entire 
amount  possible.  The  Treasury  has  to 
chase  him  anyway  to  get  the  $5,000 — 
which  is  no  more  work  than  chasing 
him  to  get  the  $4,000.  Now  he  is  identi¬ 
fied  and  out  in  the  open. 

Apparently  the  face  of  this  adminis¬ 
tration  is  so  deeply  committed  to  im¬ 
posing  this  overwithholding  tax  on  30- 
odd  million  taxpayers,  that  it  has  to 
resort  to  the  amazing  technique  of 
deprecating  and  complaining  about  the 
inadequacies  and  weaknesses  of  its  auto¬ 
matic  data  processing  tool.  It  just  does 
not  dare  admit  that  it  already  has  the 
very  administrative  tool  that  makes  a 
dividend  and  interest  withholding  sys¬ 
tem  unnecessary. 

In  the  administration’s  attempt  to 
gloss  over  the  needless  hardships  and  in¬ 
equities  that  will  result  from  this  Treas¬ 
ury  proposal,  we  are  told  that  the  prob¬ 
lem  of  overwithholding  has  been  much 


magnified — that  it  is  not  really  much  of 
a  problem.  This  we  are  told,  despite  the 
many  simple  truths  only  one  of  which 
is  that  a  20-percent  withholding  rate  is 
automatically  10 -percent  overwithhold¬ 
ing  on  all  taxpayers  who  are  in  the 
20-percent  bracket.  The  effective  rate, 
we  all  know,  of  the  20-percent  bracket 
is  only  18  percent  because  of  the  stand¬ 
ard  deduction. 

Then  we  are  given  the  same  old 
phrases  which  attempt  to  parallel  wage 
withholding  with  withholding  on  divi¬ 
dends  and  interest.  But  in  the  midst 
of  these  phrases  you  are  not  reminded 
of  some  simple  facts  that  show  there  is 
no  basis  for  saying  that  they  are  alike. 

For  example,  an  individual  usually  has 
one  employer  with  whom  he  has  a  di¬ 
rect  personal  relationship,  and  no  one 
has  any  trouble  figuring  out  what  the 
word  “wages”  means.  In  contrast,  re¬ 
cipients  of  dividends  and  interest  are 
nearly  always  just  strange  names  on  a 
paying  agent’s  mailing  list.  And  in 
this  bill  it  takes  four  pages  of  complex 
technical  rules  to  define  the  different 
kinds  of  dividend  items  subject  to  with¬ 
holding.  These  pages  are  supplemented 
by  other  pages  of  exceptions  or  refine¬ 
ments. 

It  is  not  so  simple  as  the  Treasury  and 
the  committee  majority  would  lead  you 
to  believe. 

The  Treasury  officials  who  now  give 
us  warm  assurances  about  the  simplicity 
of  withholding  taxes  and  about  the  glo¬ 
ries  of  the  exemption  certificate  system 
apparently  have  done  an  about  face  since 
these  same  Treasury  officials  testified 
before  the  Committee  on  Ways  and 
Means  in  public  hearings  last  year  and 
made  the  point  that  the  withholding  tax 
system  would  be  unduly  complex  if  pay¬ 
ees  were  permitted  to  file  exemption  cer¬ 
tificates  to  claim  exemption  from  with¬ 
holding  tax.  These  Treasury  officials 
overlook  the  fact  that  they  recommend¬ 
ed  against  any  use  of  exemption  cer¬ 
tificates  just  last  year.  You  can  find 
these  conflicting  Treasury  recommenda¬ 
tions  in  the  Treasury  statements  on 
pages  11,  39,  and  277  of  the  Ways  and 
Means  Committee  printed  hearings. 

The  statement  of  my  good  friend  from 
New  York  also  shows  that  Treasury  of 7 
ficials  are  disturbed  by  having  to  find 
some  current  sophistries  to  avoid  the 
impact  of  another  truth  spoken  in  the 
past  by  a  senior  official.  The  present 
Deputy  Commissioner  of  Internal  Reve¬ 
nue  had  stated  in  a  public  speech: 

One  of  the  Important  changes  needed  to 
make  the  Information  system  an  effective 
substitute  for  withholding  is  to  obtain  tax¬ 
payer  account  numbers  on  all  forms  1099  and 
similar  documents. 

This  was  not  too  long  before  Congress 
passed  the  taxpayer  account  number 
legislation. 

Not  only  will  these  taxpayers  find  their 
accounts  completely  scrambled  by  a  no¬ 
receipts  withholding  system,  but  they 
are  going  to  find  the  new  form  1040 
which  must  be  designed  to  cope  with 
all  this  gobbledygook  a  massive  “in¬ 
convenience”  to  “experience”.  They  are 
going  to  have  to  study  numerous  pages 
of  instructions,  and  tedious  legends  on 
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their  forms  1040,  to  cope  with  the 
mystery  of  which  dividend  and  which 
interest  payments  they  receive  fall 
under  the  withholding  system  and  which 
do  not.  And  then  they  will  have  to  com¬ 
pute  their  refunds  and  establish  their 
entitlement,  to  them.  Yes — certainly 
they  “may  experience  inconvenience.” 
Let  us  not  be  deceived  by  the  blandish¬ 
ments  of  the  Treasury  that  conceal  a 
design  to  harass  our  taxpayers  and 
collect  taxes  that  are  not  due. 

What  I  have  said  so  far,  as  has  been 
the  case  with  the  many  full  exposes  of 
this  unbelievable  withholding  tax  pro¬ 
posal,  will  be  brushed  aside  by  the  ad¬ 
ministration’s  propagandists.  They 
have  been  feeding  all  of  you  and  the 
press  a  steady  patter  of  cliches  erected 
around  their  theme  song — withholding 
taxes  are  necessary  to  catch  the  cheaters, 
the  tax  dodgers. 

But  pause  for  a  moment  to  think  of 
the  realities  here,  the  real  facts. 

Over  30  million  people  are  going  to 
have  this  bumbling  system  fastened 
around  their  necks  like  a  millstone. 

You  know,  I  know,  and  the  adminis¬ 
tration  knows,  that  these  many  millions 
of  people  are  not  cheaters — are  not  tax 
dodgers.  Basically  they  file  honest  tax 
returns  and  report  their  dividend  and 
interest  income. 

You  and  I  know  that  it  is  the  tiny 
fraction,  the  small  fringe  of  taxpayers 
who  are  the  cheaters  and  whose  income 
tax  returns  are  open  to  question. 

But  over  30-odd  million  people  are 
going  to  be  punished  for  the  sins  of  the 
very,  very  few.  These  innocent  millions 
are  not  going  to  like  it  when  they  have 
to  pay  taxes  that  may  not  be  due  to 
catch  a  few  who  may  owe  taxes. 

And  why  is  this  bumbling  monstrosity 
to  be  visited  upon  them? 

Because,  as  I  have  said,  the  Treasury 
Department  and  the  Internal  Revenue 
Service  are  now  seeking  to  discredit  as  a 
solution  a  simple  new  modern  electronic 
tool  that  is  now  being  installed  to  aid 
tax  enforcement.  I  refer,  of  course,  to 
automatic  data  processing. 

Do  you  know  that  for  many,  many 
years  payors  of  dividends  and  interest — 
called  paying  agents — have  been  re¬ 
quired  to  file  with  the  Internal  Revenue 
Service  information  returns  listing  the 
amounts  of  dividends  and  interest  they 
pay  and  listing  the  names  and  addresses 
of  the  payees  on  forms  1099? 

And  do  you  know  that  these  paying 
agents  file  nearly  200  million  of  these 
forms  1099  each  year? 

In  recent  years  the  Internal  Revenue 
Service  has  stepped  up  the  associating 
of  these  information  returns  with  the  tax 
returns  of  the  people  to  whom  the  in¬ 
terest  and  dividends  were  paid.  This 
“matchine  process”  will  be  strengthened 
under  ADP.  This  is  a  technique  the 
service  has  now  in  its  hands  for  check¬ 
ing  failures  to  report  dividends  and  in¬ 
terest.  This  is  a  tool  it  will  not  use  be¬ 
cause  the  administration  has  decided  to 
urge  a  more  costly  withholding  tax  sys¬ 
tem  which  will  certainly  cost  the  Treas¬ 
ury  itself  $25  million  a  year  in  direct 
administrative  cost,  plus  untold  millions 
of  dollars  representing  the  tax  deduc¬ 
tions  for  the  administrative  expense 


piled  on  paying  agents  and  taxpayers, 
plus  untold  millions  of  dollars  lost 
through  the  absolute  impossibility,  built 
right  into  this  bill,  of  checking  the  tens 
of  millions  of  credit  and  refund  claims 
this  bumbling  system  will  generate. 

None  of  us  is  in  favor  of  tax  avoid¬ 
ance — and  all  of  us  want  the  tax  dodgers 
brought  to  heel.  But  it  is  so  easy,  and 
so  simple,  and  so  inexpensive  to  close 
any  gap  on  reporting  of  dividends  and 
interest  with  simple  existing  administra¬ 
tive  tools  rather  than  resorting  to  the 
cumbersome  withholding  system  pro¬ 
posed  by  this  bill. 

Why  does  the  Treasury  want  to 
arouse  the  ire  of  so  many  millions  of 
taxpayers?  Why  does  the  Treasury 
want  to  make  the  already  complex  in¬ 
dividual  income  tax  Form  1040  twice 
as  complex?  Why  does  the  Treasury 
value  so  little  the  taxpayer  goodwill  so 
important  to  the  successful  operation  of 
our  income  tax  self-assessment  system? 
Why  does  the  Treasury  insist  on  further 
complicating  our  already  incredibly  con¬ 
fused  income  tax  structure? 

The  answer  is  simple:  Once  having 
made  the  mistake  of  proposing  with¬ 
holding  taxes  the  administration  can¬ 
not  afford  to  lose  face  by  admitting  its 
mistake — by  conferring  error  no  matter 
how  potent  it  may  be. 

In  closing,  I  would  make  the  point 
mentioned  earlier  that  these  30  million 
American  taxpayers  who  will  be  ad¬ 
versely  affected  by  this  bill  represent 
not  less  than  that  many  voters.  They 
are  the  voice  of  public  opinion,  and  public 
opinion  is  still  a  strong  force  in  this 
country. 

The  millions  of  people  may  not  know 
today  what  is  about  to  happen  to  them — 
and  they  will  not  know  until  this  with¬ 
holding  tax  monstrosity  starts  grinding 
at  them  in  the  year  1963 — -when  the  1962 
elections  are  safely  behind. 

These  millions  of  voters  are  going  to 
grow  angry  when  they  find  their  ac¬ 
counts  are  confused;  when  they  learn 
that  money  they  have  budgeted  for 
necessary  living  expenses  never  reaches 
them  but  has  been  diverted  into  the 
Federal  till;  when  they  learn  that  to 
straighten  out  their  accounts,  to  secure 
their  refunds,  to  establish  their  credits, 
they  are  going  to  have  to  do  business 
with  a  myriad  of  complex  new  forms  and 
rules — and  that  for  securing  credits  and 
refunds  they  are  completely  at  the  mercy 
of  the  whims  of  the  redtape  mill  of  the 
Federal  Government. 

They  will  not  feel  the  impact  for  the 
fall  election  of  1962  in  any  big  way,  be¬ 
cause  the  overwithholding  tax  does  not 
fall  on  them  until  1963.  But  beginning 
then  these  30  million  tax-bruised  Amer¬ 
icans  are  going  to  make  their  feelings 
felt  at  the  polls  at  every  opportunity. 
And  that  is  a  lot  of  votes. 

When  the  questions  come  to  you — 
“How  did  you  vote  and  why?” — what  are 
you  going  to  tell  them? 

I  know  you  will  be  honest  and  tell 
them  the  truth. 

The  truth  you  will  tell  them  is  the 
administration’s  economists  and  pro¬ 
fessors  dreamed  up  an  unwanted  gadget 
called  the  investment  credit  for  busi¬ 


ness.  Having  no  business  experience 
these  economic  planners  ignored  the  na¬ 
tional  need  for  depreciation  reform — 
campus  economists  were  certain  the  in¬ 
vestment  credit  gimmick  would  save  the 
country.  But  it  cost  money.  Who  is 
going  to  pay  the  freight?  Well  the  ad¬ 
ministration — the  Treasury  and  the  ma¬ 
jority  party  in  the  Congress — agreed  this 
withholding  tax  on  the  little  man  was  a 
good  idea  to  raise  most  of  the  money  to 
pay  the  freight  of  the  economists’  dream 
boat,  the  investment  credit.  The  little 
man  must  produce  money  to  pay  this 
subsidy  to  the  businessman. 

You  might  go  further  and  tell  them 
that  when  the  administration  first  came 
to  Congress  to  seek  the  investment 
dreamboat  it  was  to  be  a  15-percent 
dreamboat.  Then  in  the  middle  of  1961 
it  was  reduced  to  an  8-percent  dream¬ 
boat.  Then  the  spokesman  for  the  econ¬ 
omists  and  professors  said  that  a  dream¬ 
boat  credit  of  less  than  7  percent  was 
worthless  for  their  grandiose  schemes. 

The  8-percent  dreamboat  was  dis¬ 
closed  to  the  world  by  the  committee  as 
recently  as  March  12,  1962.  And  then, 
although  nearly  a  year  had  been  spent 
on  celebrating  and  building  the  dream¬ 
boat,  suddenly  a  few  days  after  March 
16  it  was  discovered  that  the  country 
really  did  not  need  an  8-percent  dream¬ 
boat  credit.  One  much  less  would  do  the 
job. 

But  since  the  spokesmen  for  the  econ¬ 
omists  and  professors  had  said  repeatedly 
that  less  than  a  7-percent  credit  was  not 
a  good  dreamboat,  the  dreamboat  was 
sliced  down  to  look  like  a  7-percent 
dreamboat;  but  inside  the  dreamboat 
a  $100,000  figure  was  cut  to  $25,000 — 
this  the  voters  cannot  see  easily — and 
then  a  50-percent  figure  was  cut  to  25 
percent — this  is  even  harder  for  the 
voters  to  see — and  now  we  have  just 
about  a  3 -percent  dreamboat,  which  is 
certainly  useless  now  for  the  great  eco¬ 
nomic  revolution  it  was  supposed  to 
create.  But  face  must  be  saved,  and  the 
public  interest  is  quite  unimportant. 

So  now  our  30  million  voters  are  to  take 
the  overwithholding  tax  licking  to  sup¬ 
ply  the  funds  to  just  give  a  small  bonus — 
an  outright  subsidy — to  some  business, 
mostly  big  business.  Wait  until  the  mil¬ 
lions  of  voters  wake  up  to  this. 

One  other  observation  may  be  in  order 
and  that  is  the  treatment  of  many  di¬ 
verse  proposals  in  one  bill  which  has  to 
be  voted  on  as  a  single  issue.  Including 
all  the  items  with  respect  to  income 
earned  abroad  as  one,  I  count  nine  sep¬ 
arate  and  distinct  provisions.  I  find  it 
difficult  to  rationalize  a  situation  which 
prohibits  a  vote  on  each  issue  separately. 
I  know  the  answer  is  that  it  is  next  to 
impossible  to  treat  the  bill  otherwise. 
But  it  is  hardly  fair  that  the  fortunes  of 
one  group  of  taxpayers  has  to  rise  or 
fall  on  the  merits  of  the  proposals  af¬ 
fecting  another.  There  is  simply  no 
community  of  interest  between  a  farm¬ 
er’s  cooperative  and  the  subsidiary  of  a 
U.S.  company  doing  business  in  a  for¬ 
eign  country.  And  yet,  with  respect  to 
the  tax  treatment  of  each  in  this  bill, 
we  are  asked  to  vote  for  both  or  against 
both. 
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H.R.  10650  is  objectionable  because  it 
affects  so  many  groups  with  so  many 
varied  interests  and  requires  that  they 
be  considered  as  one.  The  omnibus  bill 
is  customary  practice  in  the  House  but 
in  this  instance  it  reveals  in  a  harsh 
manner  the  inequities  that  it  can  pro¬ 
duce. 

The  minority  motion  to  recommit  of¬ 
fers  the  only  possibility  of  remotely  re¬ 
moving  any  of  these  inequities.  Unless 
the  motion  is  carried,  the  bill  should  be 
defeated. 

(Mr.  BETTS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.  ) 

Mi-.  MILLS.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentleman  from  Pennsyl¬ 
vania  [Mr.  Dent], 

Mr.  DENT.  Mr.  Chairman,  I  rise  to 
support  this  legislation  because  I  feel 
that  it  contains  certain  tax  reforms  that 
have  been  long  overdue. 

I  cannot  be  accused  as  some  have  been 
of  supporting  the  so-called  Boggs  bill, 
H.R.  5.  I  think  I  can  speak  from  the  op¬ 
posite  viewpoint.  I  said  then,  if  you  will 
remember,  that  time  would  cure  every¬ 
thing,  that  if  you  lived  long  enough  they 
would  be  back  in  here  sooner  or  later 
recognizing  the  dangers  I  pointed  out.  I 
happen  to  be  one  of  those  who  believes 
that  foreign  investments  in  American 
branches  and  production  facilities  have 
done  more  to  curtail  the  growth  of  our 
domestic  economy  than  any  other  single 
factor. 

This  is  no  time  for  a  detailed  discus¬ 
sion  of  the  relationship  of  foreign  in¬ 
vestments  to  imports  and  exports  and 
the  depreciating  effect  of  low  wage  com¬ 
petition  of  foreign-based  American  facil¬ 
ities  in  competition  with  domestic  pro¬ 
duction  for  both  our  domestic  market 
and  our  foreign  market.  It  may  come  as 
a  surprise  to  most  of  you  that  as  far  back 
as  1954,  30  percent  of  all  of  the  imports 
into  the  United  States  came  from  Ameri¬ 
can  investments  overseas.  It  seems 
somewhat  strange  to  me  how  one  can 
pleed  for  tax  advantages  for  foreign  in¬ 
vestors  while  at  the  same  time  deprecia¬ 
ting  the  effect  of  investment  credits.  We 
in  the  United  States  may  have  a  main 
plant  in  one  State  and  have  subsidiaries 
in  other  States.  Whether  we  have  differ¬ 
ent  tax  bases  in  these  States  makes  no 
difference  when  it  comes  to  assessment  of 
the  Federal  tax.  We  in  the  United  States 
cannot  expand  our  facilities  unless  we  do 
so  out  of  tax-paid  dollars.  Just  as  the 
chairman  of  the  Committee  on  Ways  and 
Means  so  ably  said,  instead  of  criticizing 
this  feature  which  is  trying  to  equalize 
and  put  on  the  basis  of  equity  foreign 
investments  by  American  companies,  we 
should  be  demanding  that  American  in¬ 
vestments  here  in  the  United  States  re¬ 
ceive  at  least  the  same  treatment.  We 
are  not  asking  for  any  more.  We  must 
realize  that  you  cannot  give  an  incentive 
to  foreign  investors  with  American 
capital  and  take  away  incentives  in  the 
United  States. 

During  the  past  year  I  have  been  privi¬ 
leged,  although  you  would  not  know  it,  to 
serve  as  chairman  of  a  committee  study¬ 
ing  the  impact  of  imports  and  exports  on 
our  employment.  If  you  will  take  the 
time  to  read  the  printed  hearings — you 


probably  will  not  have  time — you  will 
note  that  the  question  of  tax  haven  in¬ 
dustries  overseas  creates  by  far  the  most 
damaging  impact  upon  our  domestic 
economy.  Time  has  not  been  allotted  to 
me  to  give  you  the  complete  story,  but  let 
me  for  a  moment  give  you  some  detailed 
figures  that  have  been  put  out  by  our 
own  Department  of  Commerce. 

In  the  last  7  years  investments  in 
Western  Europe  have  amounted  to  $5,- 
141  million.  These  investments  returned 
to  the  American  investor  $2,261  million. 
Here  comes  the  real  crux  of  the  whole 
program.  We  are  told  it  is  proper  to 
give  out-of-country  investors  the  right 
to  invest  profits  in  underdeveloped  coun¬ 
tries  as  an  aid  to  those  countries. 

Let  us  see  how  far  this  aid  has  gone. 
In  the  underdeveloped  countries  in  the 
last  7  years  Americans  invested  $5,552 
million,  but  they  took  out  of  these  same 
countries  a  profit  of  $8,794  million.  I 
do  not  believe  that  bleeding  red  on  the 
floor  of  this  House  is  going  to  convince 
any  sober-minded  American  that  Ameri¬ 
can  investors  are  interested  in  anything 
except  profit.  That  is  what  investments 
are  for,  whether  they  are  made  here  in 
America  or  they  are  made  in  foreign 
countries.  If  you  tie  investments  over¬ 
seas  with  a  complete  embargo  on  the 
products  of  those  plants  coming  into  the 
United  States,  you  might  have  a  reason¬ 
able  base  upon  which  to  place  an  argu¬ 
ment  that  we  should  help  underdevel¬ 
oped  countries  with  our  private  invest¬ 
ments. 

Exodtjs  op  American  Investments  and 
Production  Overseas 

The  proposal  to  tax  oversea  earnings  same 
as  U.S.  domestic  earnings  means  nothing 
when  profits  overseas  can  be  what  they  have 
been: 

Dollars  invested  abroad  and  the  income  the 
United  States  gets  back 


[In  millions  of  dollars] 


Investment 

Income 

Investments  in  Western  Eur¬ 
ope: 

1956.. . 

516 

280 

1957.. _ _ 

631 

311 

1958 . . . 

422 

325 

1959.. . . . . . 

750 

393 

1960 _ _ _ 

1,322 

427 

1961 . . . 

1,500 

625 

Total . 

6, 141 

2,261 

Investments  in  underdevel¬ 
oped  areas: 

1956.. . . . 

1,270 

1,406 

1957 . . . . 

1, 187 

1,549 

1958 . . . . 

780 

1,429 

1959 . . . — - 

707 

1,386 

1960 . . . . . - 

608 

1,474 

1961 . . . 

1,000 

1,550 

Total . 

5, 552 

8, 794 

Investments  in  Latin  Amer- 

ica: 

1956 . . 

826 

800 

1957 . . 

800 

915 

1958.. . . . - . 

317 

653 

1959 . . . . . - 

347 

600 

1960 . . 

267 

641 

1961 . . - . 

500 

770 

Total _ 

3,057 

4,379 

You  will  note  that  the  investments 
total,  for  this  period  alone,  $13,750,000,- 
000.  Considering  the  ratio  of  3  to  1,  in 
cost  differentials,  between  the  United 
States  and  the  Common  Market,  the  $5 
billion  spent  in  Europe  represents  ap¬ 
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proximately  $15  billion  that  would  have 
had  to  be  spent  in  the  United  States  to 
build  the  same  facilities;  the  figure  in 
the  underdeveloped  countries  is  even 
more  dramatic.  It  would  have  required 
a  minimum  of  $32  billion  in  domestic  in¬ 
vestment. 

Is  there  any  wonder  the  opponents  of 
this  legislation  who  are  in  the  interna¬ 
tional  trade  profits  race  have  steamed 
up  the  little  investors  dividend  receivers 
to  kill  the  bill  before  us. 

Of  recent  date,  there  has  been  a  series 
of  articles  appearing  under  the  caption 
of  “Loopholes,  Inc.”  The  extent  of  for¬ 
eign  investments  and  their  impact  on  the 
American  economy,  makes  it  imperative 
that  this  Congress  pass  this  legislation  at 
this  time.  I  would  suggest,  also,  that  the 
Committee  on  Ways  and  Means  pursue 
its  study  even  further  in  this  area  of  tax 
dodging.  In  this  regard,  I  would  like  to 
quote  from  the  Daily  News,  of. New  York: 
Loopholes,  Inc. — Fat  Corporations  Agile  at 
Dodging  the  Tax  Squeeze 

(By  Joseph  Martin  and  Kermit  Jaediker) 
no.  i 

Washington,  March  5. — While  Joe  Blow 
sweats  and  schemes  to  lop  a  measly  25 
bucks  off  his  Federal  income  tax  and  then 
stays  awake  nights  wondering  if  maybe  he 
didn’t  go  a  little  too  far,  a  sizable  number 
of  American  corporations  are  savings  hun¬ 
dreds  of  millions  yearly  through  one  of  the 
sweetest  collections  of  tax  dodges  in  or  out 
of  the  book. 

And  they’re  sleeping  quite  peacefully 
nights. 

This  is  because  they  have  something  Joe 
hasn’t  got  and  probably  never  will  have — 
gall.  Plus  a  highly  paid  array  of  brains  be¬ 
hind  them.  Plus  a  little  thing  called  a 
foreign  subsidiary.  No  matter  how  bright 
Joe  is,  or  gutsy,  on  a  salary  of  five  or  six 
grand  a  year,  he  just  can’t  go  around  set¬ 
ting  up  foreign  subsidiaries. 

The  News  has  taken  a  deep,  searching 
look  into  this  phase  of  business  and  what 
it  found  proved  highly  fascinating.  Also 
educational. 

And  now  we’re  passing  it  all  on  to  you,  Joe, 
Just  to  let  you  know  that,  in  spite  of  what 
the  pessimists  say,  there  are  still  people 
with  ingenuity  and  pluck  and  that  with  such 
attributes  behind  them,  plus  a  good  hunk  of 
cash,  a  man  can  really  go  somewhere.  And 
we  don’t  mean  jail. 

The  Internal  Revenue  Service,  headed  by 
Commissioner  Mortimer  M.  Caplin,  is  all 
wrought  up  over  these  dodges  but  most  of 
them  lie  within  or  on  the  razor  edge  of  the 
law,  and  even  in  cases  where  they  seem  to 
cross  the  edge,  it’s  up  to  Uncle  Sam  to  prove 
there  was  criminal  intent  behind  them. 

This  is  difficult.  The  Treasury  Depart¬ 
ment,  which  drafts  legislation  in  such  mat¬ 
ters,  has  been  trying  desperately  to  plug  up 
loopholes  in  the  law.  But  this  is  difficult, 
too. 

the  geniuses  and  the  dodgers  multiply 

The  fun  all  began  less  than  a  dozen  years 
ago. 

What  led  to  it  was  the  Government’s  policy 
to  encourage  investment  in  Europe.  In¬ 
vestment  grew  and  then  some  unknown  tax 
genius  got  an  idea  and  investment  boomed. 
The  idea  was  some  sort  of  tax  dodge. 

As  time  passed  and  more  geniuses  got  into 
the  act,  the  dodgers  multiplied,  flowered. 
Frills  were  added.  The  trickery  developed  to 
a  point  where  the  job  of  organizing  it  and 
putting  it  into  motion  became  a  pretty  big 
thing,  almost  an  industry. 

The  dodgers,  or  “tax  avoidance  devices”  as 
the  Government  cautiously  puts  it,  all  hinge 
on  the  establishment  of  a  foreign  subsidiary. 
Government  sources  estimate  that  there  are 


4908 


CONGRESSIONAL  RECORD  — HOUSE  March  28 


around  20,000  foreign  corporations  owned  di¬ 
rectly  or  indirectly  by  U.S.  shareholders,  and 
most  of  them  are  getting  juicy  tax  breaks— 
but  there’s  nothing  fishy  about  it. 

The  fishy  stuff  is  pulled  by  an  untold  num¬ 
ber  of  Johnny-come-latelies  who  suddenly 
discovered  what  a  tax  bonanza  foreign  trade 
could  be,  if  you  had  the  gray  matter  and  the 
daring. 

To  savor  their  shenanigans  to  the  full,  you 
must  first  understand  precisely  what  the 
corporations  are  seeking  to  avoid — the  52- 
percent  corporation  tax  exacted  by  Uncle 
Sam. 

This  is  a  pretty  agonizing  bite.  For  in¬ 
stance,  if  Loopholes,  Inc.,  earned  a  modest  $2 
million  last  year,  it  had  to  fork  over  $1,040,- 
000  of  it  to  the  Government. 

TAX  HAVENS,  WHERE  THE  BITE  IS  LIGHT 

It  so  happens,  however,  that  there  are 
other  nations  in  the  world  that  don’t  bite  so 
hard.  These  are  known,  quite  aptly,  as  tax 
havens.  Panama  won’t  tax  a  corporation  a 
red  cent  if  it  doesn’t  transact  business  there. 
The  same  goes  for  several  other  places,  in¬ 
cluding  Bermuda,  Nassau,  Venezuela,  Liech¬ 
tenstein,  Liberia. 

Switzerland’s  cantons,  or  provinces,  charge 
a  tax  but  it’s  laughably  small,  not  more  than 
8  percent. 

So  Loopholes,  Inc.,  fed  up  with  that  52- 
percent  horror,  sets  up  a  subsidiary  in  one 
of  these  low-tax  or  no-tax  countries.  It 
goes  without  saying  that  good  old  Loopholes 
must  be  engaged  in  exporting  or  importing. 
Most  of  these  companies  are  situated  on  the 
Nation’s  east  and  west  coasts,  with  the 
greatest  concentration  in  New  York. 

There  are,  basically,  two  types  of  foreign 
subsidiaries.  There’s  the  bona  fide  type  that 
actually  does  something  for  a  living.  It  may 
sell  the  parent  company’s  products,  or  manu¬ 
facture  them,  or  assemble  them,  or  mine  ore. 

And  there’s  the  type  that  twiddles  its 
thumbs. 

This  type  is  a  dummy,  known  in  the  trade 
as  a  shell.  And  that’s  just -  what  it  is — 
an  empty  shell  that  produces  nothing,  sells 
nothing,  assembles  nothing,  yet  still  has  a 
vital  function:  to  keep  those  taxable  cor¬ 
porate  millions  out  of  the  hungry  fingers  of 
Internal  Revenue. 

THE  SHELL  GAME,  MOST  FLAGRANT  OF  THEM  ALL 

Some  of  the  bona  fide  subsidiaries  aren’t 
above  a  little  tax  finagling,  but  let’s  deal 
with  the  shell  game  first.  It  is  the  most 
flagrant  finagler  of  all. 

The  machinery  for  acquiring  a  subsidiary 
is  all  laid  out  for  Loopholes,  Inc.,  by  some 
smart  tax  consultants.  They  advertise  their 
wares  in  come-with-us-now-to-a-land-of 
sunny-skies-and-no-taxes  brochures  that 
read  as  enticingly  as  the  booklets  of  a  steam¬ 
ship  company  touting  luxury  cruises  to 
Hawaii. 

These  brochures  never,  never  mention  that 
dirty  word,  “shells.”  But  the  Government 
strongly  suspects  that  after  the  company  has 
read  the  booklet  and  loved  what  it  read  and 
gotten  together  with  the  consultant,  some¬ 
how  the  structure  of  a  shell  takes  form;  in 
some  instances,  anyway.  After  all,  most  tax 
consultants  do  organize  bona  fide  subsidi¬ 
aries. 

Let’s  say  the  shell  is  to  be  set  up  in 
Panama. 

For  a  fee  of  around  $500  to  $1,000  a  Pan¬ 
ama  lawyer  or  CPA  establishes  a  corporation 
called  El  Fakero.  Its  office  is  his  office.  By 
law,  all  these  corporations  must  be  pro¬ 
claimed  by  signs  on  the  facade  of  the  build¬ 
ing  and  it’s  quite  a  sight  to  see,  in  Panama 
or  Nassau,  a  modern  office  building  whose 
front  is  plastered  with  signboards  as  far  up 
as  the  second  or  third  story. 

In  addition  to  the  initial  fee,  Loopholes, 
Inc.,  must  get  up  licensing  fees  of  about  $250 
a  year.  But  look  what  Loopholes  gets  for  its 
dough : 


In  pre-Panama  days,  Loopholes  had  a  big 
customer  in  London.  Loopholes  would  sell 
London  four  or  five  shiploads  of  home  ap¬ 
pliances  a  year.  For  the  sake  of  simplicity, 
let’s  say  the  London  firm  paid  $100,000  a 
cargo,  and  that  the  cargo  actually  cost  Loop¬ 
holes  $50,000  to  produce. 

FIFTY  GRAND  PROFIT,  BUT  OH  HOW  IT’S  NIPPED 

That  meant  Loopholes  made  a  profit  of 
$50,000  per  cargo.  But  Loopholes  didn’t  keep 
the  50  grand;  there  was  Uncle  Samuel  hold¬ 
ing  his  mitt  out.  Out  of  that  $50,000  in 
earnings.  Loopholes  had  to  pay  $26,000  in 
U.S.  taxes. 

But  that  was  in  pre-Panama  days.  Now, 
on  paper  if  not  in  actuality,  Loopholes  sells 
the  same  cargo  to  its  own  subsidiary,  El 
Fakero,  at  slightly  above  cost,  $52,000;  it 
could  actually  sell  at  cost,  but  that  might  be 
a  little  too  raw.  It’s  got  to  show  it’s  making 
some  profit. 

El  Fakero  sells  the  same  cargo  to  London 
for  the  usual  price  of  $100,000.  Thus  El 
Fakero  garners  a  profit  of  $48,000.  If  El 
Fakero  were  in  New  York,  where  Loopholes  is, 
it  would  have  to  pay  a  52  percent  corpora¬ 
tion  tax  on  the  $48,000,  but  El  Fakero  is  in 
Panama,  where  there  is  no  tax.  Uncle  Sam, 
who  used  to  collect  more  than  half  the 
profits  of  Loopholes’  export  business,  now 
collects  nothing. 

In  other  words,  Loopholes  siphons  its  prof¬ 
its  from  the  tax-happy  United  States  to  tax¬ 
less  Panama.  So  far  so  good.  Now,  there’s  a 
new  problem:  How  to  get  that  48  grand  back 
to  the  United  States.  Under  law,  once  the 
earnings  land  in  the  United  States,  they  be¬ 
come  taxable. 

At  this  point  El  Fakero  gets  kind  to  papa. 
It  lends  Loopholes  the  $48,000.  Loans,  of 
course,  are  not  taxable  here.  El  Fakero  even 
garnishes  the  dish  by  charging  Loopholes,  its 
own  daddy,  6  percent  interest  on  the  loan. 
Daddy-O  isn’t  sore.  When  Pop’s  tax  expert 
fills  out  the  old  income  tax  blank,  he  puts 
that  interest  down  as  a  deduction. 

What  this  boils  down  to  is  that  the  $48,000 
profit  has  finally  come  home,  pure  profit,  yet 
taxless,  because  now  it  isn’t  profit  but  a  loan. 
AND  THE  SHIPMENT  NEVER  REACHES  PANAMA 

Remember  us  saying  a  little  while  ago  that 
Loopholes  sells  the  cargo  to  El  Fakero  on 
paper? 

Actually  that  shipload  of  appliances  never 
goes  to  Panama.  It  goes,  as  usual,  direct 
from  New  York  to  London.  And  El  Fakero 
doesn’t  really  send  the  profits  back  to  Loop¬ 
holes.  It  never  gets  the  profits.  The  profits 
are  sent  directly  from  London  to  New  York. 

The  entire  transaction,  selling  to  El  Fakero, 
reselling  to  London,  that  phony  loan — all 
this  is  performed  on  paper  at  the  home  of¬ 
fice. 

After  all,  El  Fakero  couldn’t  possibly  re¬ 
ceive  a  cargo,  or  ship  it.  El  Fakero  doesn’t 
exist.  It’s  just  a  name  on  a  document  of 
incorporation  lying  in  the  filing  cabinet  of 
the  Panama  lawyer  or  CPA  who  set  El  Fakero 
up.  A  ghost  with  a  slight  Spanish  accent 
amiably  thumbing  its  nose  at  the  U.S.  In¬ 
ternal  Revenue  Service. 

NO.  2 

In  a  long  desk-studded  room  in  one  of 
the  New  York  City  district  offices  of  the  U.S. 
Internal  Revenue  Service,  trained  agents  are 
going  over  income  tax  returns.  They’re  not 
the  familiar  white  1040  forms  issued  to  most 
citizens.  They’re  the  blue  1120  forms  issued 
to  corporations. 

An  agent  studies  the  return  of  an  outfit 
we’ll  call  Tinhorn,  Inc.,  and  suddenly  his 
eyes  glow.  It  is  the  same  glow  that  lights 
the  eyes  of  a  homicide  squad  detective  when 
he  glances  at  a  window  at  the  scene  of  a 
murder  and  spots  a  fingerprint. 

The  clue  the  Internal  Revenue  man  has 
spotted  doesn’t  concern  anything  as  drastic 


as  murder.  It  may  not  even  be  illegal,  in 
the  strict  sense  of  the  word. 

But  it  is  tricky  as  hell,  a  gizmo  designed 
to  keep  Uncle  Sam  from  taxing  a  chunk  of 
Tinhorn’s  profits,  and  if  the  Government 
can  get  the  goods  on  Tinhorn,  Tinhorn  will 
have  to  pay  through  the  nose. 

COSTS  HIGH,  PROFITS  LOW:  SUSPICIOUS 

The  clue  lies  in  the  ratio  of  the  magni¬ 
tude  of  Tinhorn’s  operations  to  Tinhorn’s 
profits.  If  the  scope  of  operations  is  tre¬ 
mendous  and  the  cost  high  and  the  profits 
curiously  low,  the  agent  smells  a  foreign 
subsidiary  set  up  to  avoid  the  American  52- 
percent  corporate  tax. 

The  agent  turns  to  page  3  of  the  return. 
Item  L  asks  if  the  corporation  has  a  foreign 
subsidiary  and  Tinhorn  has  left  this  ques¬ 
tion  blank.  This  could  be  an  honest  error 
of  omission.  But  the  agent  is  suspicious. 

If  he  has  time  to  handle  the  assignment, 
the  agent  grabs  his  hat  and  hurries  up  to 
the  office  of  Tinhorn,  Inc.  He  meets  Frank 
Tinhorn,  the  president,  and  gets  right  down 
to  cases. 

“You  own  a  foreign  subsidiary?”  the  agent 
asks. 

Tinhorn  goes  a  little  gray,  but  he  doesn’t 
dare  get  caught  in  an  outright  lie.  He  ad¬ 
mits  he  owns  one  in  a  country  in  Latin 
America. 

“How  come  you  didn’t  mention  it  on  your 
income  tax  form?”  demands  the  agent. 

Tinhorn  forces  a  smile.  “Didn’t  I?  It 
must  have  been  an  oversight.” 

The  agent  has  hit  paydirt.  The  country 
where  the  subsidiary  is  situated  is  notorious 
for  its  shells — ghost  companies  that  exist  for 
the  sole  purpose  of  preventing  the  United 
States  from  collecting  the  52-percent  tax  on 
the  parent  company  earnings. 

“Let’s  see  your  books,”  says  the  agent. 

Here  he  comes  a  cropper.  The  books  may 
contain  only  vague  references  to  transac¬ 
tions  with  El  Spooko,  the  subsidiary,  or  there 
may  be  two  sets  of  books.  The  set  Tinhorn 
shows  the  agent  says  nothing. 

MUST  CLEAR  IT  WITH  STATE  DEPARTMENT 

The  only  possible  source  of  information  is 
El  Spooko.  Since  the  agent  can’t  be  spared 
for  a  prolonged  investigation  of  Tinhorn’s 
dealings,  his  office  phones  the  Office  of  In¬ 
ternational  Operations  of  the  Internal  Rev¬ 
enue  here  in  Washington,  and  they  assign 
a  man  to  the  job. 

This  agent,  before  boarding  a  Jet,  must 
first  see  someone  in  the  State  Department. 
State  might  very  well  reject  his  request  to 
go  south  of  the  border.  The  country  where 
El  Spooko  is  located  may  be  conducting 
delicate  diplomatic  negotiations  with  the 
United  States  and  it  just  wouldn’t  do  right 
now,  old  chap,  to  have  an  American  agent 
gumshoeing  around  down  there. 

However,  if  the  striped-pants  boys  see  no 
obstacles,  the  agent  flies  to  the  city  where 
El  Spooko  was  incorporated.  It’s  a  shell  all 
right — no  staff  whatever. 

Its  office  is  the  office  of  the  local  attorney 
who  set  El  Spooko  up.  As  a  rule,  this  worthy 
tells  the  agent  to  go  scram,  or  the  Spanish 
equivalent  thereof.  But  there  are  other 
avenues  of  inquiry. 

Internal  Revenue  agents  whom  we  inter¬ 
viewed  declined  to  disclose  the  techniques 
they  use  in  tax-haven  countries  to  get  at 
busines  records  or  loosen  up  tongues,  but 
it’s  no  secret  that  employees  in  banana  re¬ 
publics  often  have  greasable  palms. 

The  agents  did  not  deny  that  they  had 
friends  who  would  not  hesitate  to  sneak, 
after  dark,  into  a  government  building. 

Next  morning  the  agent  would  awake  to 
find  an  unmarked  envelope  in  his  mailbcx 
and  some  very  interesting  evidence  in  it, 
along  with  a  curt  note  to  please,  senor, 
hurry  up  and  photostat  the  contents  as  they 
must  be  back  in  the  files  in  an  hour. 
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The  evidence  might  consist  only  of  some 
names  and  addresses,  but  they  are  leads  and 
the  investigator  continues  his  inquiry. 

Some  of  these  investigations  last  as  long 
as  2  years.  But  even  if  the  Government 
thinks  it  finally  has  a  case  against  Tinhorn, 
it  has  to  prove  it  in  court.  And  that  isn’t 
always  possible. 

If  the  Government  wins  out,  then  Tinhorn 
must  come  across  with  taxes,  plus  penalties 
and  interest,  which  could  add  up  to  millions. 

The  most  productive  source  of  informa¬ 
tion  is  the  informer. 

There’s  nothing  more  heart-warming  to 
Internal  Revenue  than  to  have  the  book¬ 
keeper  of  a  New  York  corporation  walk  in 
and  announce  that  he  just  got  fired  and  that 
he  is  now  going  to  retaliate  by  squealing  on 
his  boss  who  runs  a  shell  subsidiary.  He 
might  even  show  the  Government  the  com¬ 
pany’s  books. 

Or,  maybe  Tinhorn’s  wife  has  learned  he’s 
keeping  another  woman.  That  makes,  wifey 
a  potential  informer.  And  the  same  goes 
for  the  mistress,  especially  when  Tinhorn 
gives  her  the  gate. 

CANARY  TREATMENT,  BELOW  THE  BORDER 

The  informer  is  rewarded  with  up  to  10 
percent  of  the  taxes  collected  as  a  result  of 
his  or  her  information. 

Last  year  the  Internal  Revenue  Service 
paid  $548,914  in  rewiards  to  706  pigeons  for 
information  resulting  in  the  collection  of 
$12  million  from  all  kinds  of  taxpayers. 
This  dough,  by  the  way,  wasn’t  exempt  from 
Internal  Revenue  Service.  Every  pigeon 
must  pay  income  tax  on  the  profits  of  his 
squeal. 

Business  chiselers  operating  shell  subsidi¬ 
aries  seem  to  take  a  squeal  in  pretty  civilized 
fashion,  at  least  in  the  United  States.  There 
is  no  record  of  any  informer  ever  getting 
knocked  off  or  pushed  around  here. 

The  chiselers  get  a  bit  less  inhibited, 
though,  when  they’re  handling  a  canary  be¬ 
low  the  border.  There,  for  example,  a  man 
suspected  of  blowing  the  whistle  on  an 
American  firm  was  suddenly  whisked  out  of 
bed  one  night  and  grilled.  He  denied  every¬ 
thing. 

He  was  suspended  by  his  hands  outside  a 
window,  nine  stories  up,  and  that  got  him 
talking.  He  unloaded  all  the  info  he  had 
given  an  American  agent,  with  the  result 
that  the  U.S.  company  was  able  to  take 
measures  to  cover  its  tracks. 

THEY  PLAY  TRICKS,  THE  BIG  AND  THE  SMALL 

Corporation  tax  abuses  committed  with 
the  help  of  subsidiaries  are  so  new,  in  some 
instances,  that  Commissioner  Mortimer  M. 
Caplin,  boss  of  the  Internal  Revenue  Service, 
has  developed  a  special  training  course  to 
make  enforcement  personnel  completely  hip 
on  tax  avoidance  patterns  to  divert  abroad 
income  that  should  be  taxed  in  the  United 
States. 

“In  recent  months,”  Caplin  told  the  News, 
“the  need  for  a  more  vigorous  tax  enforce¬ 
ment  program  in  the  international  area  has 
been  strongly  emphasized. 

“Among  the  many  approaches  used  are 
sham  corporations  with  no  real  business 
purpose  or  function,  unrealistic  sale  or  pur¬ 
chase  prices  in  transactions  between  the  do¬ 
mestic  company  and  its  foreign  affiliates,  and 
failure  to  properly  allocate  various  expenses. 

“We  have  discovered  that  these  devices  are 
used  by  all  types  of  taxpayers,  regardless  of 
size  or  reputation,  and  many  cases  involving 
large  corporations  are  now  under  active  audit 
in  the  field.  Undetected,  these  schemes 
cause  a  loss  of  revenue  to  the  United  States 
and  create  competitive  economic  inequities 
through  tax  dollars  saved.” 

The  Government  is  now  busy  trying  to 
strengthen  Internal  Revenue’s  hand  through 
new  legislation  designed  to  plug  up  tax  law 
loopholes. 


Under  present  tax  laws,  profits  earned 
abroad  by  U.S.  firms  with  foreign  subsidiaries 
are  subject  to  American  taxation  only  when 
the  earnings  arrive  here.  This  gives  such 
companies  a  tremendous  advantage  over 
domestic  corporations  that  get  their  profits 
solely  in  the  United  States. 

The  firms  with  subsidiaries,  and  we’re  talk¬ 
ing  about  the  honest  ones,  can  continually 
postpone  transfer  of  foreign  profits  and  use 
the  enormous  tax  saving  to  expand  abroad. 

OVERHAUL  SYSTEM,  PRESIDENT  URGES 

Tax  deferral  had  for  some  time  been 
favored  by  the  Government  as  a  means  of 
encouraging  American  investment  to  restore 
the  economies  of  wartorn  nations,  but  now 
President  Kennedy  would  like  a  complete 
overhaul  of  the  system. 

“Certainly,”  the  President  told  Congress 
in  a  plea  for  tax  reform,  “since  the  postwar 
reconstruction  of  Europe  and  Japan  has  been 
completed,  there  are  no  longer,  foreign  policy 
reasons  for  providing  tax  incentives  for 
foreign  investments  in  the  economically 
advanced  countries.” 

Not  long  ago  the  Treasury  Department 
drafted  legislation  to  kill  tax  deferral 
altogether  by  taxing  the  earnings  of  sub¬ 
sidiaries  yearly,  with  the  exception  of  those 
in  underdeveloped  countries. 

But  the  House  Ways  and  Means  Com¬ 
mittee  refused  to  go  along  with  this.  The 
committee  did  make  it  clear,  however,  that 
it  was  anxious  to  stamp  out  the  abuses,  such 
as  sham  subsidiaries,  phony  loan  gimmicks, 
and  improperly  inflated  pricing. 

Treasury  redrafted  legislation  with  this 
express  aim.  Among  other  things,  the  new 
measures  would  hit  the  liquidation  gimmick 
hard.  But  first  those  laws  have  to  be 
passed. 

It  may  take  months  for  them  to  be  enacted 
and  even  then  there’s  no  certainty  that  the 
laws  will  emerge  in  their  original  form.  And 
even  if  they  should,  there’s  no  guarantee 
that  the  smart  operators  won’t  ignore  the 
new  laws,  or  try  to. 

After  all,  the  profits  are  beautiful  and  the 
tax  experts  who  advise  the  chiselers  are 
bright  and  imaginative. 


NO.  3 

You’ve  just  mailed  your  form  1040  to  the 
Internal  Revenue  people  and  you’re  feeling 
great.  You’re  entitled  to  a  $300  tax  refund. 
Junior  had  his  tonsils  taken  out,  the  wife 
had  a  cyst  removed  from  her  left  hip  and 
little  Amelia  has  been  getting  shots  to  jazz 
up  her  blood.  What  with  all  the  medical 
bills,  and  a  few  more  items.  Uncle  Sam  owes 
you  money  for  a  change.  That  300  smack¬ 
ers  should  be  just  enough  to  get  you  a  new 
set  of  golf  clubs. 

But  you  commit  a  fatal  error.  You  tell 
the  missus  about  the  refund,  and  goodby 
golf  clubs.  She  says,  with  typical  womanly 
logic,  “Fine.  Now  we  can  get  a  new  car.” 

So,  with  the  refund  and  $700  from  your 
bank  account,  you  and  wifey  go  to  your 
neighborhood  auto  dealer  and  wifey  picks 
out  a  shiny  new  compact  worth  $2,000.  You 
tell  the  dealer  you’re  putting  $1,000  down 
and  financing  the  rest. 

From  that  moment  on,  you,  Joe  Blow, 
ordinary  citizen,  become  the  hub  of  a  web  of 
intrigue,  foreign  and  domestic,  through 
which  some  very  slick  gents  in  the  auto¬ 
financing  business  pocket  millions  of  dollars 
that  ordinarily  would  go  in  the  form  of 
taxes  to  the  Internal  Revenue  Service. 

JUST  MORE  GRIST  FOR  THE  OLD  MILL 

You  play  no  part  in  the  intrigue. 

The  auto  dealer  tells  you  that  the  $1,000 
loan  will  be  provided  by  a  finance  company, 
with  appropriate  carrying  charges. 

He  adds  that  inasmuch  as  this  is  a  loan,  a 
credit  insurance  policy  on  your  life  will  be 
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required.  It  goes,  without  saying,  of  course, 
that  you  pay  the  premium. 

But  you  see  nothing  wrong  with  that. 
After  all,  if  you  drop  dead  before  you’ve  paid 
off  the  loan,  why  should  the  poor  finance 
company  be  stuck? 

Now  here’s  what  the  dealer  doesn’t  tell  you. 
The  finance  company  has  an  American  insur¬ 
ance  firm  issue  the  policy.  Since  there  are 
oodles  of  Joe  Blows  all  over  the  United  States 
buying  cars  on  credit,  the  insurance  company 
handles  oodles  of  premiums. 

If  the  firm  were  taxed  by  the  United  States 
on  all  those  premiums,  or  earnings,  the  taxes 
would  be  immense.  The  U.S.  corporate  tax 
on  earnings  is  52  percent — more  than  half 
the  profits. 

Not  that  the  American  insurance  firm 
would  be  exactly  heartbroken.  It  still  would 
be  making  lots  of  income. 

But  the  finance  company  has  other  plans. 
At  its  bidding,  the  American  insurance  out¬ 
fit  keeps  only  12  percent  of  the  premium 
and  then,  as  a  bookie  does  when  he’s  over¬ 
loaded  with  bets  on  a  certain  horse,  the 
company  “lays  off”  the  remaining  88  per¬ 
cent  of  your  premium  to  an  insurance  com¬ 
pany  in  Europe. 

THEY  LAY  IT  OFF  IN  TAX  HAVENS 

It’s  not  just  any  old  part  of  Europe.  The 
European  insurance  firm  is  situated  in  a 
tax-haven  country  like  Switzerland  or 
Liechtenstein,  where  income  taxes  on  cor¬ 
poration  profits  are  either  very  small  or  non¬ 
existent. 

So  what  happens  to  the  profits?  The 
lion’s  share  is  shifted  to  a  no-tax  country. 
The  premium  may  seem  small.  But  multiply 
it  by  thousands  of  Joe  Blows  getting  insur¬ 
ance  and  it  all  becomes  quite  imposing. 
And  it  all  escapes  that  nasty  52-percent  tax. 

At  this  point  you  may  be  impelled  to  ask 
why  the  men  who  run  the  finance  company 
are  so  anxious  to  throw  pretty  American 
dollars  to  a  firm  in  Europe. 

It’s  quite  simple,  Joseph.  That  tax-haven 
insurance  company  in  Europe  is  a  foreign 
subsidiary  owned  by  the  American  finance 
company. 

By  running  an  Insurance  company  in  a 
tax-haven  country,  those  finance  company 
foxes  keep  the  bulk  of  the  premiums  out  of 
reach  of  the  Internal  Revenue  Service’s 
hungry  hooks.  Now  how  does  the  finance 
company  get  those  profits  back? 

Well,  if  the  subsidiary  sent  the  profits 
back  as  profits,  the  U.S.  Internal  Revenue 
crowd  would  promptly  demand  their  52-per- 
cent  cut.  So  the  subsidiary  sends  the  profits 
back  in  the  form  of  a  “loan.”  Loans  are  not 
taxable. 

As  in  the  case  of  the  shell  or  dummy  sub¬ 
sidiary  described  in  yesterday’s  article,  the 
entire  insurance  transaction  is  performed  on 
paper  in  the  United  States.  Actually  the 
premium  money  never  leaves  the  United 
States  and  the  loan  never  really  takes 
place — except  in  the  finance  company’s 
books. 

ACTUALLY  THERE  IS  VERY  LITTLE  RISK 

You  might  say,  wanting  to  be  fair  about 
it,  those  foreign  insurance  firms  deserve  a 
break — after  all,  they’re  shouldering  the  bulk 
of  the  risk,  all  those  Joe  Blows  might  drop 
dead  any  day. 

The  truth  is  that  there  is  very  little  risk 
in  this  branch  of  insurance.  Car  loans  usu¬ 
ally  are  on  a  short-term  basis,  1  year,  2, 
3,  and  as  a  rule  within  those  time  periods. 
Joe  Blow  manages  to  stay  alive. 

So  basically  it  isn’t  the  risk  that  is  laid 
off,  it’s  the  profits.  And  they’re  laid  off  in 
such  a  way  that  the  United  States  doesn’t 
get  a  piece  of  them. 

At  this  point  we  would  like  to  make  it 
clear  that  not  all  auto-finance  companies 
indulge  in  this  foreign  subsidiary  dodge. 
Only  some.  But  those  that  do  are  cleaning 
up. 
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We  also  want  to  add  that  there’s  nothing 
illegal  about  shifting  the  premiums  to  a 
tax-haven  country.  The  only  thing  smelly 
about  the  deal  is  that  loan  back.  But  it’s 
plenty  smelly. 

By  the  way,  the  insurance  company  in 
Europe  could  be  a  shell,  with  no  staff  what¬ 
ever,  or  it  could  be  an  actual  subsidiary.  The 
point  we  want  to  make  is  that  some  bona 
fide  subsidiaries  and  their  parent  companies 
also  indulge  in  monkey  business. 

Here’s  another  example.  This  one  con-' 
stitutes  the  most  prevalent  abuse  in  the 
foreign  subsidiary  setup. 

Bigshot,  Inc.,  a  large  American  corpora¬ 
tion,  manufactures  quite  an  assortment  of 
articles,  including,  let’s  say,  left-handed 
monkey  wrenches. 

THE  LABOR  IS  CHEAP  AND  THE  TAXES  ARE  NIL 

So  many  southpaws  in  America  are  becom¬ 
ing  mechanics  that  lefthanded  monkey 
wrenches  are  selling  like  hotcakes.  Bigshot’s 
profits  boom — but  Uncle  Samuel  keeps  grab¬ 
bing  52  percent  in  corporate  taxes. 

If  Bigshot  could  somehow  divert  a  chunk 
of  the  profits  to  some  tax-haven  country, 
it  would  make  much  more  money. 

So  Bigshot  opens  a  subsidiary  in  a  tax 
haven.  A  real  factory,  which  we’ll  call  Half¬ 
shot,  Inc.,  goes  into  operation.  Labor  is 
cheap,  but  what’s  more  important,  there  are 
virtually  no  income  taxes  on  Halfshot’s  earn¬ 
ings. 

In  the  fair  competitive  market,  the  whole¬ 
sale  price  of  a  shipload  of  lefthanded 
wrenches  is,  let’s  say  for  the  sake  of  sim¬ 
plicity,  $1  million.  Halfshot  sells  its 
wrenches  to  Bigshot,  but  not  at  the  regular 
market  price  of  $1  million  per  shipload.  In¬ 
stead,  it  charges  Bigshot  $2  million. 

Awful,  isn’t  it?  Here’s  a  kiddie  company 
soaking  its  papa  company  twice  as  much  as 
it  would  charge  a  stranger. 

It  isn’t  a  bit  awful,  when  you  get  down 
to  cases.  Because  when  Bigshot  pays  Half¬ 
shot  that  $2  million,  the  overcharge — $1  mil¬ 
lion — represents  profits  actually  made  in 
America  and  therefore  subject  to  the  Amer¬ 
ican  corporate  tax  of  52  percent  or  $520,000. 
Now  that  $1  million,  worth  $520,000  to  In¬ 
ternal  Revenue,  eludes  Internal  Revenue  and 
slips  off  to  Halfshot,  which  is  really  Bigshot’s 
baby. 

Halfshot  may  do  one  of  two  things  with 
the  bonanza. 

ONE  GOT  CAUGHT  MOST  OF  THEM  DON’T 

It  might  invest  it  in  still  another  operat¬ 
ing  subsidiary  in  Europe.  This  could  go  on 
and  on  until  Bigshot  runs  a  dozen  subsidi¬ 
aries — a  hundred  subsidiaries.  The  rein¬ 
vested  money  is  not  subject  to  American 
taxation.  What’s  more,  Bigshot  has  become 
an  international  empire.  With  its  built-up 
power  and  prestige,  it  will  draw  even  more 
shareholders. 

On  the  other  hand,  if  Bigshot  wanted  the 
elusive  profits  back  right  away,  it  could 
simply  arrange  to  have  them  sent  back  as  a 
phony  loan. 

One  company,  with  a  subsidiary  based  in 
Latin  America,  used  the  inflated  price  gag 
with  minor  variations,  but  got  caught  and 
the  U.S.  Government  clouted  it  with  a  $4,- 
500,000  tax  bill.  In  most  instances  however, 
the  boys  don’t  get  caught. 

Some  American  corporations  have  the  te¬ 
merity  to  buy  at  inflated  prices  not  from  a 
genuine  subsidiary  but  from  a  shell,  a  non¬ 
existent  subsidiary. 

Such  corporations  cotton  to  the  loan 
gizmo.  Firms  operating  with  shells  are  gen¬ 
erally  “closely  held” — that  is,  there  are  only 
a  handful  of  shareholders  and  when  the 
“loan”  is  made,  each  shareholder  gets  a  big 
chunk  of  pie. 

Yes,  the  shareholder  has  to  pay  personal 
income  taxes  on  his  cut,  but  the  savings  on 
corporate  taxes  make  that  cut  much,  much 
larger. 


THEY  KILL  THE  GOOSE  BUT  KEEP  THE  GOLD 

Another  nice  tax  gimmick,  to  which  con¬ 
struction  firms  and  movie  companies  are 
especially  partial,  is  liquidation. 

Way  it  works,  an  American  movie  firm 
sets  up  a  subsidiary  in  a  foreign  tax  haven 
to  produce  a  single  film  overseas.  After  the 
subsidiary  cleans  up  on  the  film,  assuming 
it’s  a  hit,  the  present  company  liquidates  the 
sub — puts  it  out  of  business. 

Had  the  film  been  made  in  Hollywood,  the 
earnings  would  have  been  subject  to  that  52 
percent  tax.  But  when  a  foreign  subsidiary’s 
liquidated,  the  movie  company  has  to  pay 
Uncle  Sam  only  a  capital  gains  tax.  This 
is  25  percent — or  27  percent  less  than  the 
corporate  profits  tax.  The  tax-haven 
country,  of  course,  charges  little  or  nothing. 

It  used  to  be  deemed  foolish  to  kill  the 
goose  that  lays  the  golden  eggs,  taut  in  this 
instance,  the  goose  doesn’t  start  laying  eggs 
until  it’s  dead. 


NO.  4 

It  isn’t  only  the  big,  bad  corporations  that 
make  money  in  foreign  lands  and  keep  the 
profits  away  from  Uncle  Samuel.  Joe  Blow 
does  it  too,  as  soon  as  he  grabs  a  fat  job 
abroad. 

There  must  be  something  in  that  alien  air. 
Or  maybe  it’s  the  comfortable  feeling  a  man 
gets  knowing  there’s  a  couple  of  thousand 
miles  of  deep  salt  water  between  him  and 
the  Internal  Revenue  Service. 

Americans  living  overseas  enjoy  tax  breaks 
undreamed  of  by  Americans  at  home.  You’d 
think  that  would  satisfy  them,  but  it  doesn’t. 
In  spite  of  all  the  wonderful  exemptions  they 
get,  they  are  blithely  pocketing  an  estimated 
$200  million  a  year  due  our  Government  in 
Federal  income  taxes. 

The  individual  American  abroad  isn’t  as 
cagey  as  the  domestic  corporation  that  sets 
up  a  foreign  subsidiary  as  a  tax  dodge. 
What  he  owes  the  Government  he  owes 
purely  out  of  ignorance.  Just  how  much  of 
this  ignorance  is  real  or  feigned  isn’t  known. 

In  an  effort  to  pierce  the  dark  veil  of  al¬ 
leged  dumbness,  a  gallant  but  paltry  number 
of  U.S.  Government  tax  specialists — 17  in 
all — are  now  flitting  from  foreign  city  to  for¬ 
eign  city,  setting  up  shop  in  American  Em¬ 
bassies  and  consulates. 

There  are  an  estimated  575,000  American 
wage  earners  scattered  throughout  the  world 
and  it  is  the  duty  of  the  17  to  acquaint  a 
large  percentage  of  them  with  the  harsh 
facts  of  tax  life. 

THE  GLOBAL  GANDER  SEEMS  TO  PAY  OFF 

The  round-the-world  junket  of  the  special¬ 
ists,  inaugurated  in  1956,  seems  to  be  paying 
off. 

In  1958,  their  program  of  education  among 
the  benighted  “exiles”  helped  bring  in  269,- 
572  oversea  returns  and  a  total  of  $152,- 
680,000  in  taxes.  Last  year  there  were 
394,827  returns  and  a  total  tax  take  of 
$272,441,000. 

But  Internal  Revenue  experts  believe  the 
current  tax  delinquency  overseas  is  still  close 
to  50  percent. 

In  one  foreign  district  (a  district  may 
cover  several  countries);  two  hotshot  Gov¬ 
ernment  specialists  working  less  than  4 
months  picked  up  $500,000  in  delinquent 
taxes  from  persons  who  had  not  previously 
filed  oversea  returns,  primarily  because  they 
didn’t  know  they  were  supposed  to  file. 

The  specialists  reported  back  that  in  the 
main  the  taxpayers  they  talked  with  were 
downright  “eager”  to  file  and  pay. 

A  specialist  who  worked  elsewhere  found 
little  of  this  unwanted  eagerness  in  his  baili¬ 
wick.  “Some  of  them,”  he  morosely  reported 
back,  “take  off  for  the  hills  when  they  know 
we’re  in  their  country.” 

The  guys  and  gals  who  hit  for  the  high¬ 
lands  apparently  were  getting  salaries  well 
over  $20,000  a  year  and  fell  into  what  the 


Internal  Revenue  people  here  call  the 
“physical  presence  category.” 

These  are  Americans  who  live  in  a  for¬ 
eign  country  fairly  long,  but  gad  about. 
They  are  specifically  required  to  be  in  a 
foreign  country  at  least  510  full  days  during 
any  consecutive  18  months.  Also  they  can’t 
work  for  the  U.S.  Government. 

THE  FIRST  20  GRAND  IS  EXEMPT  FROM  TAX 

Americans  in  the  “physical  presence”  cate¬ 
gory  must  pay  taxes  only  on  earned  income 
exceeding  $20,000.  The  first  20  grand  is  ex¬ 
empt  from  tax. 

An  American  earning  $20,000  a  year,  having 
a  wife  and  two  children,  must  kick  in  roughly 
$4,000  in  Federal  income  taxes  if  he  lives 
in  the  United  States. 

If  he  enjoyed  physical  presence  status 
overseas,  he  would  keep  the  four  grand.  The 
$4,000  is  often  a  big  selling  point  when  an 
American  company  is  trying  to  lure  a  bright 
technician  or  executive  into  working  in  a 
foreign  subsidiary.  The  four  grand  amounts 
to  a  salary  boost  that  in  effect  is  subsidized 
by  Uncle  Sam. 

But  there’s  an  even  sweeter  category  than 
“physical  presence.” 

To  establish  himself  in  this  lovely  classifi¬ 
cation,  an  American  must  have  “bona  fide 
residence”  in  a  foreign  country  for  one  full 
tax  year.  He  must  set  up  permanent  head¬ 
quarters  for  himself  and  his  family  and  settle 
down  in  the  community. 

If  he  fills  the  bill,  he  is  completely  exempt 
from  paying  any  Federal  tax  on  earned 
income. 

The  only  income  a  bona  fide  resident  may 
be  taxed  on  is  income  derived  from  divi¬ 
dends,  alimony,  interest,  capital  gains,  or  a 
killing  at  Monte  Carlo. 

Government  employees — and  this  goes  for 
GI’s — are  completely,  excluded  from  the  ben¬ 
efits  enjoyed  by  non-Government  residents 
overseas.  The  only  exemptions  they  get  are 
those  that  you,  living  here,  get. 

Why  did  American  non-Government  resi¬ 
dents  abroad  become  such  a  favored  class? 

The  answer  goes  back  to  President  Tru¬ 
man’s  point  4  program,  which  earmarked 
$48  million  to  develop  the  world’s  backward 
areas.  Something  had  to  be  thought  up  to 
attract  American  managers,  technicians  and 
skilled  workmen  to  go  overseas  for  18  to  36 
months.  The  something  turned  out  to  be 
the  big  tax  break. 

THE  GIMMICK:  LIFE  IN  TAX-HAVEN  LAND 

Now  such  dedicated  technicians  and  work¬ 
men  as  Hollywood  movie  stars,  producers  and 
writers  are  cashing  in  on  the  break. 

All  they  have  to  do  is  establish  bona  fide 
residence  in  a  tax  haven  and  every  dime  of 
their  earnings — even  if  aforesaid  earnings 
are  $1  million  a  year — goes  un taxed  by  the 
United  States.  Dozens  of  movie  people  are 
doing  it. 

Ava  Gardner  restricted  her  income  to  U.S. 
tax-free  earnings  abroad  and  now  some 
sources  estimate  her  worth  at  more  than  $5 
million. 

Actor  William  Holden  has  been  another 
beneficiary  of  the  oversea  tax  break  and  he 
doesn’t  mince  words  about  it.  He’s  said 
frankly  he’d  much  rather  work  in  Europe 
than  pay  the  enormous  tax  exacted  here. 

Writer  William  Saroyan,  currently  escap¬ 
ing  a  big  tax  bite  on  earnings  abroad,  says 
he  hopes  to  pile  up  enough  cash  through  the 
exemption  to  pay  off  an  old  tax  bill  of 
$20,000  confronting  him  on  his  return  home. 

Many  others  drawn  by  the  Old  World 
charm  of  Europe  are  leasing  or  buying  homes 
or  villas  there,  among  them  Yul  Brynner, 
Jack  Palance,  Paulette  Goddard,  Audrey 
Hepburn,  Van  Johnson,  George  Sanders,  Mel 
Ferrer,  and  Norman  Krasna. 

Bryner  and  company  may  not  be  wholly 
motivated  by  tax  avoidance,  but  those  who 
are  may  be  in  for  an  unpleasant  setback. 
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KENNEDY  SEEKS  TO  KO  THE  SETUP 

President  Kennedy,  in  a  plea  to  Congress 
for  tax  reform,  made  it  abundantly  clear 
he  didn’t  like  a  tax  setup  favoring  citizens 
overseas.  He  said: 

“I  believe  it  is  an  unsound  policy  for  the 
U.S.  Government  generally  to  subsidize 
through  tax  exemption  those  of  its  citizens 
who  wish  to  live  abroad.  This  is  especially 
so  for  individuals  who  establish  their  resi¬ 
dence  abroad  for  tax  purposes  even  though 
the  nature  of  their  business  does  not  require 
it. 

“It  is  manifestly  unfair  to  other  taxpayers 
to  continue  these  exemptions  which  also 
contribute  to  our  adverse  balance-of -pay¬ 
ments  position.” 

The  President  called  for  complete  elimi¬ 
nation  of  the  tax  exemptions  granted  citi¬ 
zens  living  in  economically  developed  coun¬ 
tries  and  the  Treasury  Department  drew  up 
legislation  in  line  with  Kennedy’s  demands. 

The  House  Ways  and  Means  Committee 
deemed  this  a  bit  drastic.  A  compromise 
was  worked  out,  which,  though  somewhat 
diluted,  would  hit  such  high-salaried  foreign 
residents  as  movie  stars  pretty  hard. 

TECHNICAL  EXPERT  WILL  STILL  BE  CLEAR 

Under  the  proposed  legislation,  which  is 
not  expected  to  be  put  to  a  full  vote  for 
several  months,  the  so-called  bona  fide  resi¬ 
dent  loses  his  tax-free  status.  And  he  has 
to  put  in  3  years  abroad  to  qualify  for 
any  exemption,  at  which  time  only  the  first 
$20,000  of  his  earnings  will  be  exempt  from 
tax.  Beginning  with  4  years,  the  exempt 
amount  rises  to  $35,000. 

This  will  still  be  a  boon  to  many  company 
executives  and  technical  experts,  but  the 
benefits  for  film  folks  with  astronomical 
earnings  will  be  on  the  thin  side.  The  bulk 
of  their  wages  will  be  taxed  precisely  as 
earnings  are  taxed  this  side  of  the  Atlantic. 

No  story  about  taxes  and  Americans  abroad 
could  be  quite  complete,  we  think,  without 
the  one  about  Charley  Lehigh. 

Charley,  now  33,  was  an  accountant  em¬ 
ployed  in  the  Caracas,  Venezuela,  office  of 
an  American  oil  company.  One  day  he  went 
to  a  local  racetrack  called  the  Hippodrome. 
It  was  the  first  day  at  the  track. 

For  $2.40  he  bought  a  pool  ticket.  He 
picked  the  first  six  winners  of  the  day’s 
card. 

He  won  $293,813.  That’s  no  misprint — 
$293,813. 

Next  day,  naturally,  he  was  back  at  the 
track.  This  time  he  dropped  $2,000.  He 
decided  then  and  there  he  was  through 
with  horses. 

Like  the  good  American  citizen  he  was, 
he  filed  an  income  tax  return.  But  he 
contended  that  under  exemption  as  an 
American  abroad  he  could  keep  his  horse 
winnings. 

The  Internal  Revenue  Service  sharply  dis¬ 
agreed.  Ruling  him  deficient  in  the  pay¬ 
ment  of  his  taxes,  the  IRS  hit  him  with  a 
tax  bill  which,  including  penalties  and  inter¬ 
est,  totaled  $304,225.76. 

HE  FOUGHT  SUIT  FOR  6  LONG  YEARS 

But  the  Government  made  a  couple  of 
mistakes.  First,  it  sent  the  deficiency  notice 
by  ordinary  mail.  Secondly  it  addressed  the 
notice  to  “Apartado  53,-  Correos  Este,  Dis- 
trite  Federal,  Venezuela,”  a  post  office  mail¬ 
box. 

The  letter  from  the  IRS  came  back  with 
the  notation  that  it  had  been  incorrectly 
addressed.  The  post  office  had  more  than 
3,000  mail  boxes  and  Charley’s  box  was  “Ap¬ 
artado  5375”  and  not  "Apartado  63.” 

The  Government  sued  Charley  and  Charley 
fought  back,  for  6  bitter  years.  The  case 
moved  up  to  the  U.S.  Western  District  Court 
of  Arkansas,  the  State  in  which  Charley  now 
resides.  Charley’s  sole  defense  was  that  he 
had  not  received  the  notice  and  therefore 
the  tax  assessment  was  nullified. 


The  court  cited  the  tax  laws  which  stipu¬ 
late  (a)  that  such  notices  must  be  sent  out 
as  registered  or  certified  mail  and  (b)  that 
it  is  the  responsibility  of  the  Government  to 
make  every  effort  to  establish  the  correct 
address  and  send  the  notice  to  that  address. 

The  court  ruled  that  whichever  party, 
tax  collector  or  taxpayer,  failed  to  comply 
with  the  tax  laws,  that  party  must  take  the 
consequences. 

In  this  case,  Internal  Revenue  took  the 
consequences  and  Charley  took  the  dough. 

His  hometown  in  Arkansas  is  appropri¬ 
ately  named — El  Dorado. 

(Mr.  DENT  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentle¬ 
man  from  Texas  [Mr.  Alger], 

(Mr.  ALGER  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  ALGER.  Mr.  Chairman,  I  will  at¬ 
tempt  to  add  a  few  additional  thoughts 
here  today,  if  that  is  possible,  but  I  want 
to  clearly  identify  myself  at  the  outset 
with  my  colleagues  on  the  Republican 
side  of  the  Committee  on  Ways  and 
Means,  particularly  with  the  -minority 
report.  I  would  identify  my  views  very 
closely  with  the  views  expressed  in  both 
the  separate  views  and  the  views  ex¬ 
pressed  by  the  gentleman  from  Missouri 
[Mr.  Curtis].  I  will  add  to  those  views. 

There  have  been  several  contradic¬ 
tions  I  would  like  to  make  now  to  state¬ 
ments  made  earlier,  which  I  will  not  de¬ 
velop,  but  I  merely  want  to  mention 
because  others  have  and  will  develop 
them  further  today  and  tomorrow. 

This  bill  is  not  a  balanced  budget  bill. 

Our  position  on  the  Republican  side 
is  a  very  responsible  position.  Indeed, 
I  would  challenge  the  gentleman  from 
Oklahoma  who  spoke  earlier  about  irre¬ 
sponsibility  that  the  irresponsibility  lies 
clearly  on  the  Democratic  side  on  this 
bill.  I  think  the  rule  suggested  by  the 
Republican  side  was  a  good  one,  and 
would  not  live  to  haunt  us.  It  asked  for 
action  on  a  series  of  amendments.  The 
gentleman  from  Louisiana  said  that  this 
bill  had  the  fullest  consideration  ever 
given  to  a  bill  in  committee.  Well,  ap¬ 
parently  I  find  that  is  not  the  case,  be¬ 
cause  somebody  did  not  give  considera¬ 
tion  properly,  for  example,  to  this  ques¬ 
tion  of  foreign  investment. 

This  matter  of  investment  credit  has 
been  designated  heretofore  as  a  bonan¬ 
za,  and  so  that  my  colleagues  can  look 
at  it  in  the  morning  before  debate  con¬ 
cludes,  I  shall  extend  my  remarks  as  to 
the  withholding  feature  and  shall  de¬ 
scribe  it. 

Now,  to  go  on  to  what  I  did  want  to 
speak  of,  I  want  to  speak  briefly  on  the 
foreign  investment  feature.  We  have 
the  Trade  Extension  Act  of  1962  before 
us  at  this  time,  and  I  was  appalled  to  see 
that  the  Secretary  of  Commerce  did  not 
understand  the  implications  of  the  tax 
bill  before  us  when  it  is  so  closely  tied 
to  the  trade  bill  before  our  committee, 
which  will  be  before  this  House  fairly 
soon. 

I  would  like  to  quote  Secretary 
Hodges’  statement  before  the  Eighth  An¬ 
nual  Business  International  Washington 
Roundtable,  when  he  said  this: 


To  the  extent  that  U.S.  investment  abroad 
increases  the  financial  strength  and  the 
competitive  capacity  of  American  companies, 
it  reinforces  our  domestic  economy. 

I  would  say  “amen”  to  that,  even 
though  this  bill  would  virtually  destroy 
what  Secretary  Hodges  himself  said 
would  be  good  for  this  country.  Sec¬ 
ondly  he  said: 

And,  to  the  extent  that  the  earnings  on 
these  investments  are  returned  to  the  United 
States,  they  make  a  direct  contribution  to 
improving  our  balance  of  payments. 

I  say  on  both  counts  the  Secretary  is 
right.  What  a  pity  he  could  not  have 
so  testified  before  the  committee  during 
the  hearings  earlier  this  year. 

Now,  I  would  like  to  refer  to  a  state¬ 
ment  made  on  page  b-24  of  the  supple¬ 
mental  views.  It  is  about  as  strong  a 
statement  as  I  have  ever  heard  in  a 
report: 

The  real  purpose  of  this  part  of  the  bill 
is  to  prevent  American  business  from  oper¬ 
ating  in  the  world  market — an  astounding 
proposition  in  view  of  the  Kennedy  admin¬ 
istration’s  trade  program.  When  taken  to¬ 
gether,  the  administration  would  invite  the 
foreign-owned  producer  to  come  in  duty  free 
while  locking  his  American-owned  com¬ 
petitor  in  the  closet. 

Now,  my  colleagues,  while  there  are 
very  few  here,  I  want  to  point  out  to 
you  that  in  the  tax  bill  before  us  today 
and  in  the  trade  bill  before  the  Commit¬ 
tee  on  Ways  and  Means,  which  is  hold¬ 
ing  hearings  at  this  time,  and  the  hear¬ 
ing  will  be  going  on,  one  thing  clearly 
stands  out.  The  Democratic  Party  seems 
determined  to  prevent  U.S.  industry 
from  competing  in  the  world  market, 
and  oddly  enough,  that  is  the  conclusion 
so  clearly  borne  out  in  both  bills.  Some¬ 
body  is  masterminding  the  destruction  of 
private  enterprise  in  the  United  States. 
Now,  I  have  already  quoted  from  page 
24  of  the  supplemental  views.  Now,  let 
me  tell  you  what  the  tariff  bill  does  and 
see  how  it  relates  to  this.  It  gives  the 
President  of  the  United  States  the  right 
to  cut  the  tariff  50  percent  in  5  years; 
it  does  away  with  the  peril  point,  the 
escape  clause,  the  Tariff  Commission 
findings;  takes  away  from  the  Congress 
all  control,  at  a  time  when  our  tariffs 
are  lower  than  the  rest  of  the  world,  so 
that  the  rest  of  the  world  can  flood  this 
market  with  imports  and  we  cannot 
compete  abroad. 

That  brings  me  to  this  tax  bill.  What 
does  this  tax  bill  do?  The  tax  bill  says 
we  are  going  to  tax  income  before  it  is 
repatriated  and  put  our  American  in¬ 
dustry  at  a  disadvantage  as  far  as  tax 
burdens  are  concerned,  which  the  for¬ 
eign  nations  do  not  have,  making  it  im¬ 
possible  for  our  industry  to  compete.  It 
has  been  said  time  and  time  again  that 
foreign  nations  do  not  have  the  tax 
burden  to  carry  that  the  U.S.  industry 
does. 

So,  I  ask  you,  put  the  tariff  bill  and 
the  tax  bill  together,  and  what  have  you 
got?  You  have  the  destruction,  as  I 
see  it,  of  the  private  enterprise  system 
at  a  time  when  we  are  engaged  in  a  life 
struggle  with  communism. 

We  are  destroying  the  genius  of  the 
American  people  and  making  it  impossi¬ 
ble  for  our  industry  to  compete. 
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Mr.  Chairman,  since  time  is  running 
short,  I  ask  permission  at  this  point  to 
include  as  a  part  of  my  statement  the 
statement  which  I  would  have  given, 
save  for  the  debate  I  have  heard  today 
and  the  manner  in  which  I  have  changed 
my  remarks,  because  I  am  fearful  that 
we  are  unaware  even  as  Secretary 
Hodges  was,  that  the  tax  bill  and  the 
trade  bill  are  closely  related.  I  would 
like  to  insert  as  a  part  of  my  views  for 
those  to  read  who  are  so  minded,  which 
I  had  prepared  for  tomorrow’s  debate 
my  speech  entitled  “The  Disastrous  New 
Foreign  Tax  Features.”  I  will  be  around 
tomorrow,  as  I  know  my  colleagues  will, 
to  expand  on  these  views. 

I  hope  to  possibly  see  this  bill  defeated 
or,  rather,  recommitted  so  we  can  strike 
out  of  the  bill  those  parts  which  we 
know  are  dangerous.  I  certainly  want  to 
make  it  clear  that  I  share  with  my  col¬ 
leagues  on  the  majority  side,  as  do  the 
Republicans  on  this  side,  the  view  with 
reference  to  those  sections  of  the  bill 
that  we  think  are  worthwhile  and  nec¬ 
essary.  We  are  heartily  opposed  to  the 
three  sections — investment  credit,  the 
foreign  control  investment  tax,  and  the 
withholding  provision. 

Mr.  Chairman,  I  shall  withhold  my  re¬ 
marks  on  those  other  sections  which  the 
gentleman  from  New  York  and  the  other 
Members  on  the  Republican  side  will  ex¬ 
pand  for  you. 

The  novel  and  far-reaching  foreign 
tax  provisions  of  the  Revenue  Act  of 
1962 — H.R.  10650 — became  known  only 
after  the  bill  first  became  public  on  or 
about  Friday,  March  16.  Complex  and 
intricate,  yet  comprehensive  in  scope, 
these  provisions  go  far  beyond  any  at¬ 
tempt  to  reach  so-called  tax  haven 
income  abroad  or  to  close  tax  loopholes 
or  to  reach  tax  evaders. 

No  hearings  have  ever  been  held  by 
any  committee  of  the  Congress  on  these 
proposals  as  now  constituted.  Conse¬ 
quently,  only  a  handful  of  Members  of 
the  Congress  and  the  interested  public 
at  large  can  possibly  comprehend  the 
revolutionary  impact  which  these  com¬ 
plicated  measures  will  have. 

In  their  application  they  will  actually 
result,  in  a  very  few  years,  in  a  revenue 
loss  rather  than  an  offsetting  gain. 
They  will  injure  our  balance  of  pay¬ 
ments  in  the  longer  run,  and  reduce 
U  S.  jobs.  They  will  require  more  U.S. 
aid  dollars  to  the  less-developed  coun¬ 
tries,  and  they  will  conflict  with  our  ex¬ 
panded  export  trade  objectives.  Here 
are  some  of  the  things  these  measures 
will  do: 

First.  Tax  at  the  foreign  operating 
level,  as  if  it  were  tax -haven  income,  the 
earnings  derived  from  all  expansions  of 
U.S.  industries  in  developed  countries 
unless  confined  to  the  same  trade  or 
business  carried  on  since  December  31, 
1962,  or  for  a  consecutive  5-year  period — 
section  953(b),  (3) ,  page  120.  This  fore¬ 
shadows  the  demise  of  U.S.  industry  in 
the  Common  Market,  for  example,  since 
it  will  permit  normal  expansion  into  new 
competitive  product  lines  and  evolution¬ 
ary  operations  only  on  penalty  of  a  U.S. 
tax  burden  borne  by  no  European  com¬ 
petitor.  The  U.S.  oil  company  desiring 


to  develop  new  facilities  in  Europe  will 
be  deterred,  and  this  will  retard  its  oil 
production  in  the  less-developed  coun¬ 
tries. 

Second.  Tax  operating  U.S.  manufac¬ 
turing  firms  overseas  on  foreign  operat¬ 
ing  income  deemed  by  the  Treasury  De¬ 
partment  to  be  attributable  to  the  use  of 
American  technology  such  as  patents, 
copyrights,  and  processes — section 
952(c),  page  110.  This  fantastic  and 
unworkable  proposition  would  require 
the  tracing  of  income  from  such  historic 
inventions  as  Bell’s  transistor  through 
endless  transactions  into  countless  pro¬ 
ducts  in  the  assembly  chain  of  innu¬ 
merable  user  companies.  No  foreign 
competitor  would  have  to  bear  this  added 
tax  and  administrative  burden. 

Third.  Tax  at  the  operating  level,  as 
if  it  were  a  “tax-haven,”  the  operating 
income  of  centralized  multicountry  sell¬ 
ing  companies  formed  to  market  U.S. 
products  made  abroad — section  952(e), 
(2)  page  112.  Foreign  competitors  in 
the  Common  Market  will  suffer  no  such 
tax  restraint,  since  their  governments 
encourage  marketwide  selling  and  do 
not  commonly  tax  even  repatriated  earn¬ 
ings  from  lucrative  foreign  opportu¬ 
nities. 

Fourth.  Class  as  so-called  personal 
holding  company  income,  and  subject  it 
to  tax -haven  treatment,  a  large  variety 
of  ordinary  operating  income  of  foreign 
subsidiaries  of  widely  owned  U.S.  parent 
companies,  such  as  interest  on  loans  and 
installment  sales,  rentals  of  equipment, 
and  dividends  from  local  operating  af¬ 
filiates — section  952(e)(1),  page  112. 
This  would  subject  vast  amounts  of 
ordinary  operating  business  income  to  a 
noncompetitive  tax  on  the  preposterous 
theory  that  it  is  “personal  holding  com¬ 
pany  income,”  a  theory  not  applicable  to 
the  ever-present  foreign  competition. 

These  new  taxes  on  foreign  operating 
earnings  of  U.S.  firms,  newly  pieced  to¬ 
gether  bit  by  bit  under  the  disguise  of 
correcting  tax  abuses,  would,  in  fact — 

First.  Reduce  U.S.  tax  revenue.  In 
most  cases,  the  so-called  tax -haven  com¬ 
pany  is  used  solely  to  reduce  foreign 
taxes.  The  less  foreign  tax  paid,  the 
more  U.S.  taxes  will  be  collected  when 
the  funds  are  repatriated.  Why?  Be¬ 
cause  the  foreign  tax  is  deducted  as  a 
tax  credit  from  the  U.S.  tax.  Any  pro¬ 
vision  increasing  the  foreign-tax  burden 
of  these  companies  automatically  reduces 
the  U.S.  tax  on  account  of  the  same  in¬ 
come. 

Second.  Atrophy  the  present  foreign 
market  position  of  U.S.  firms  overseas, 
now  to  be  more  valuable  to  foreign  inter¬ 
ests  free  of  these  new  burdens. 

Third.  Reduce  U.S.  exports,  since 
Commerce  figures  show  that  a  large  per¬ 
centage  of  our  exports  are  instigated 
by  our  foreign  subsidiaries. 

Fourth.  Reduce  U.S.  jobs,  dependent 
upon  these  exports  and  the  investment 
of  remitted  earnings  to  the  United 
States. 

Fifth.  Injure  our  balance  of  payments 
through  the  inevitable  dwindling  of  the 
present  repatriation  surplus,  and 
through  a  tax-induced  flight  of  U.S. 
private  capital  from  the  stock  of  U.S. 


firms  doing  business  abroad  into  port¬ 
folio  investments  in  foreign  companies 
not  subject  to  these  new  taxes. 

Sixth.  Increase  foreign  aid,  since 
Commerce  figures  show  U.S.  industry’s 
profits  in  places  like  Europe  flow  to  the 
less-developed  countries.  As  noted, 
profits  of  U.S.  oil  companies’  subsidiaries 
in  Europe  go  in  quantity  into  new  in¬ 
vestment  in  exploration  and  develop¬ 
ment  in  Latin  America,  Africa,  and  the 
Middle  East  where  the  oil  is.  The  gross- 
up,  also  a  part  of  this  bill,  will  intensify 
this  aid  drain  since  U.S.  firms  will  have 
to  repatriate  more  from  the  less-de¬ 
veloped  low-tax  nations  to  pay  the  U.S. 
tax  on  money  they  will  have  already 
paid  in  tax  on  the  host  governments 
there. 

Seventh.  Conflict  with  the  objectives 
of  the  pending  trade  bill  (H.R.  9900), 
since  foreign  trade  and  foreign  invest¬ 
ments  are  working  partners,  not  con¬ 
flicting  antagonists. 

Mr.  Chairman,  I  would  like  to  devote 
my  remarks  also  to  the  “billion-dollar 
loophole”  as  the  investment  credit  has 
been  called.  I  ■cannot  claim  authorship 
for  this  description.  It  is  taken  from  an 
editorial  appearing  in  the  Washington 
Daily  News  on  February  14,  1962.  I  re¬ 
quest  permission  to  include  this  editorial 
in  the  Record  at  the  conclusion  of  my 
remarks. 

Why  is  the  investment  credit  a  billion- 
dollar  loophole?  Because  we  pay  the 
taxpayer  a  subsidy  for  doing  something 
that  he  was  going  to  do  anyway,  and 
then  give  him  a  deduction  on  top  of  the 
subsidy.  Here  is  how  it  works: 

Let  us  take  a  manufacturing  company 
that  deducts  from  its  taxes  about  $1  mil¬ 
lion  per  year  on  account  of  depreciation. 
It  annually  invests  about  the  same 
amount,  or  slightly  more,  for  new  equip¬ 
ment.  That  process  will  continue 
whether  we  pass  this  bill  or  not.  Under 
this  bill,  however,  that  company  will  get 
a  bonanza  of  $70,000  without  doing  any¬ 
thing  additional.  What  is  worse,  we  do 
say  to  the  company:  “We  will  not  charge 
you  for  this  bonanza;  you  go  ahead  and 
write  off  the  $70,000  as  a  part  of  your 
depreciation  just  as  if  you  had  never 
received  the  credit.” 

Now,  my  example  does  not  involve  a 
very  large  company.  It  would  not  be  in 
the  first  500  in  regards  to  size — it  might 
not  even  be  on  a  list  of  the  first  1,000 
companies ;  it  might  not  even  qualify  for 
listing  on  the  New  York  Stock  Exchange. 
To  this  hypothetical  company — and 
thousands  more  like  it — the  bill  gives  a 
handout  which  grows  with  the  size  of 
the  company’s  investment. 

Let  us  take  another  example:  We  read 
about  the  thoroughbred  yearling  sales — 
racehorses — in  the  State  of  Kentucky. 
Suppose  a  racing  stable  buys  three  year¬ 
lings  for  $30,000.  We  will  subsidize  a 
part  of  the  cost.  In  addition,  the  stable 
will  pick  up  the  full  $30,000  and  write 
that  amount  off  over  the  “racing  life”  of 
the  horses.  Under  this  bill,  the  Govern¬ 
ment  will  pay  a  subsidy  for  every  year¬ 
ling  sold. 

There  are  other  innumerable  instances 
where  there  can  be  no  justification  for 
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subsidizing  the  purchase  of  property  by 
the  taxpayer. 

For  example,  the  Government  already 
subsidizes  50  percent  of  the  cost  of  con¬ 
struction  of#U.S.-flag  ships.  The  Presi¬ 
dent’s  budget  shows  expenditures  under 
this  program  for  fiscal  1963  amounting 
to  $122  million.  Yet,  this  bill  provides 
an  additional  subsidy  of  7  percent  for 
each  and  every  subsidized  vessel  built  in 
the  United  States. 

On  the  other  hand,  there  is  rank  dis¬ 
crimination  against  the  utilities.  The 
bill  provides  for  only  three-sevenths  of 
the  subsidy  per  dollar  of  investment  by 
the  regulated  utilities.  And  why?  Be¬ 
cause,  we  are  told,  the  utility  would  be 
required  to  reduce  its  rates  and  thereby 
to  pass  on  the  tax  saving  to  its  cus¬ 
tomers.  Therefore,  the  administration 
says,  it  would  not  accomplish  anything. 
I  ask  you:  Is  passing  on  a  saving  to  the 
customer  wrong?  I  do  not  think  so. 

At  the  end  of  World  War  II,  we  had 
about  6,000  independent  telephone  com¬ 
panies  in  the  United  States.  Almost 
half  of  these  have  since  been  swallowed 
up  by  the  larger  companies.  This  Con¬ 
gress  purports  to  look  with  favor  upon 
small  business.  These  3,000  independent 
telephone  companies  are  small  business, 
and  much  more  deserving  of  a  subsidy, 
if  we  are  going  to  give  one,  than  would 
be  a  lot  of  other  businesses  which  will 
get  this  windfall. 

This  bill  gives  the  independent  tele¬ 
phone  company  less  than  one-half  of  the 
subsidy  for  the  same  dollar  of  invest¬ 
ment  which  it  gives  to  the  racing  stables, 
gambling  casinos,  and  the  like.  Yet, 
the  administration  purports  to  be  con¬ 
cerned  over  the  domination  of  the  com¬ 
munications  industry  by  one  or  two  large 
industries.  It  just  does  not  make  sense 
to  me. 

The  withholding  provisions  of  this  bill 
will  produce  a  boom  for  the  computer 
people.  If  we  pass  this  bill,  we  will  be 
requiring  the  banks,  insurance  com¬ 
panies,  and  other  paying  agents,  to  in¬ 
stall  additional  computers.  In  a  vast 
majority  of  cases,  these  computers  are 
rented  rather  than  sold  to  the  customer. 

Under  this  bill,  the  companies,  which 
are  making  and  renting  computers,  will 
get  a  credit — an  actual  tax  subsidy — 
equal  to  7  percent  of  the  value  of  every 
computer  leased  to  a  customer.  You 
will  be  told  that  the  bill  permits  them 
to  pass  this  credit  on  to  the  customers. 
I  doubt  whether  that  is  very  realistic. 
They  obviously  cannot  favor  new  cus¬ 
tomers  over  the  old  customers  who 
rented  computers  before  this  “bonanza” 
took  effect. 

The  investment  subsidy  is  referred  to 
by  the  proponents  as  being  necessary  to 
provide  an  incentive  for  American  in¬ 
dustry  to  modernize  and  expand  in  or¬ 
der  to  create  more  jobs.  Yet,  when  the 
head  of  one  of  our  largest  labor  unions — • 
Walter  Reuther — appeared  before  the 
committee  in  connection  with  the  trade 
bill,  he  pointed  out  that  our  problem 
today  was  not  lack  of  capacity  to  pro¬ 
duce,  but  lack  of  customers  to  buy. 

We  all  know  very  well  that  industry 
expands  without  any  incentive  if  there 
is  a  market  for  its  products  and  will  not 


expand  where  there  is  no  market  even 
if  the  Government  does  pay  a  part  of 
the  cost.  The  bill  does  not  create  any 
new  market  for  our  goods. 

Most  large  corporations  in  American 
business  have  long-range  programs  for 
both  replacement  and  expansion  of  fa¬ 
cilities.  These  programs  will  be  car¬ 
ried  on  regardless  whether  Congress  ap¬ 
proves  this  subsidy.  The  bill  merely 
adds  another  burden  to  the  individual 
American  taxpayer  for  the  financing  of 
another  Government  subsidy  program. 

.What  will  this  subsidy  really  cost  the 
American  taxpayer?  The  true  cost  has 
been  confused  in.  the  Treasury’s  state¬ 
ments  by  offsetting  “stimulative  effects” 
and  psychological  impacts  which  are 
supposed  to  minimize — actually  to  re¬ 
duce  by  one-half  the  cost  of  this  sub¬ 
sidy. 

An  impartial  estimate  was  prepared  by 
the  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  Taxation — using  the 
same  assumptions  which  the  Secretary 
of  the  Treasury  adopted  in  a  recent 
speech — but  without  taking  into  account 
any  of  these  psychological  factors. 

Where  will  we  get  the  money  for  this 
scandalous  handout?  This  brings  me  to 
my  second  and  major  objection  to  this 
bill. 

The  principal  major  revenue-raising 
provision  is  withholding  on  interest  and 
dividends — section  19.  This  is  supposed 
to  produce  about  $600  million.  When  all 
of  the  other  provisions  of  the  bill  are 
taken  together,  we  still  have  a  deficit — 
and  this  only  because  the  majority  is 
determined  to  give  industry  this  subsidy 
which  industry  did  not  seek  and,  in  gen¬ 
eral,  has  actually  opposed. 

At  the  outset,  I  would  like  to  challenge 
those  who  claim  that  there  is  any  anal¬ 
ogy  between  withholding  on  interest  and 
dividends  and  withholding  on  wages  and 
salaries. 

If  we  pass  this  bill,  there  will  be  more 
than  500  million  savings  accounts,  insur¬ 
ance  policies,  shareholder  accounts,  co¬ 
operative  patron  accounts.  Government 
bond  redemptions,  and  the  like,  which 
will  be  subject  to  withholding.  This  is 
more  than  five  times  greater  than  the 
number  of  accounts  subject  to  withhold¬ 
ing  on  wages  and  salaries.  Yet,  90  per¬ 
cent  of  personal  income  is  paid  in  the 
form  of  wages  and  salaries,  while  only  10 
percent  is  paid  in  the  form  of  interest, 
dividends,  and  the  like.  About  one-third 
of  the  more  than  500  million  accounts 
will  involve  withholding  of  $1  or  less. 

In  the  case  of  withholding  on  wages 
and  salaries,  the  employee  claims  his 
exemptions,  and  the  withholding  tables 
take  into  account  his  standard  deduc¬ 
tions.  Yet,  there  is  overwithholding  in 
more  than  40  million  cases  each  year. 

This  bill  provides  for  across-the- 
board  withholding  of  20  percent  with¬ 
out  taking  into  account  the  standard 
exemptions  and  deductions.  It  will  cover 
all  payments  of  interest,  dividends.  Fed¬ 
eral  bond  redemptions,  patronage  div¬ 
idends,  interest  and  dividends  on  life  in¬ 
surance  policies,  and  savings  accounts, 
to  mention  only  a  few.  It  is  an  undis¬ 
puted  fact  that  an  across-the-board 
rate  of  20  percent  for  withholding  will 
result  in  overwithholding. 


How  does  the  individual  avoid  this 
overwithholding?  He  cannot  avoid  it. 
For  those  18  years  of  age  and  over,  an 
exemption  certificate  may  be  filed  only 
if  the  individual  reasonably  believes  that 
he  will  owe  no  tax  whatsoever  from  any 
source. 

If  an  individual  has  wages  on  which 
taxes  may  be  withheld,  or  will  receive 
dividends  and  interest,  which  after  all 
of  his  exemptions  and  deductions,  will 
give  rise  to  a  tax  liability  of  $1, 
the  individual  cannot  file  an  exemption 
certificate.  The  full  amount  of  that  in¬ 
dividual’s  income  from  savings  accounts, 
dividends,  Government  savings  bonds 
redemptions,  dividends  or  interest  on 
life  insurance  policies,  annuities,  or  any 
other  similar  transaction,  will  be  sub¬ 
ject  to  withholding. 

No  record  will  be  made  of  this  with¬ 
holding.  The  individual  will  get  no  re¬ 
ceipts  for  the  amounts  withheld.  Obvi¬ 
ously,  it  will  be  impossible  for  the  Treas¬ 
ury  to  make  any  record  of  the  exemption 
certificates  which  may  be  filed. 

_  For  those  few  who  may  wish  to  cheat, 
the  withholding  provision  is  no  deter¬ 
rent.  In  fact,  under  this  provision  they 
could  obtain  refunds  of  taxes  which  they 
did  not  pay.  The  Internal  Revenue 
Service  will  have  no  records  to  show 
which  accounts  on  which  there  has  been 
withholding  and  which  accounts  were 
exempted. 

By  the  Treasury’s  own  admission,  it 
cannot  keep  any  records.  No  one  will 
ever  know  how  much  of  the  revenue 
from  withholding  will  represent  taxes 
actually  due  and  how  much  will  consist 
of  amounts  collected  in  excess  of  any  tax 
liability.  We  do  know  that  the  latter 
will  be  a  substantial  factor  in  any  reve¬ 
nue  yield  from  withholding.  It  is  for 
that  reason  that  I  unequivocally  state 
that  the  Service  is  not  ready  for  any 
system  of  withholding  at  this  time. 

A  glaring  inequity  lies  in  the  treat¬ 
ment  of  tax-exempt  institutions.  A 
token  exemption  procedure  is  provided 
for  those  individuals  who  owe  no  tax; 
namely,  those  who  are  not  taxpayers  in 
its  broadest  sense.  The  same  exemption 
is  not  extended  to  churches,  charitable 
foundations,  pension  trusts,  and  other 
organizations  which  are  tax  exempt. 
Such  organizations  can  only  exempt 
themselves  from  interest  on  bank  ac¬ 
counts.  Their  dividends  will  be  subject 
to  withholding  irrespective  of  their  ex¬ 
empt  status. 

I  realize  that  these  tax-exempt  organ¬ 
izations  can  file  quarterly  claims  for  re¬ 
funds.  While  they  are  awaiting  the 
processing  of  that  claim,  other  funds  will 
be  withheld  from  them.  In  the  with¬ 
holding-refund  cycle,  the  Government 
will  always  be  ahead.  Therefore,  the  bill 
permanently  deprives  these  organiza¬ 
tions  of  a  part  of  their  funds — and  for 
no  valid  reason. 

The  tax-exempt  organization  cannot 
be  avoiding  taxes,  because  it  owes  none. 
If  an  exemption  procedure  is  practical 
for  individuals,  it  is  certainly  that  much 
more  practical  to  extend  the  same  privi¬ 
lege  to  tax-exempt  organizations. 

For  the  reasons  I  have  stated,  I  recom¬ 
mend  to  the  House  that  it  consider  care- 
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fully  its  vote  on  these  two  provisions 
from  the  tax  bill : 

The  investment  credit  should  be 
stricken  from  the  bill  because  it  is  an 
outrageous  subsidy  and  cannot  be  justi¬ 
fied  in  the  face  of  an  ever-increasing 
Federal  deficit;  and 

The  withholding  provision  should  be 
stricken  from  the  bill  because  the  Inter¬ 
nal  Revenue  Service  is  not  ready  for  it. 
It  will  result  in  taxpayer  confusion  and 
administrative  chaos. 

And,  I  might  add,  that  when  the  In¬ 
ternal  Revenue  Service  does  complete  its 
installation  of  automatic  processing 
equipment  to  handle  all  of  these  returns, 
withholding  will  be  unnecessary.  A  20- 
percent  withholding  rate  not  only  will 
produce  massive  overwithholding,  but  in 
those  other  cases  where  the  effective  tax 
exceeds  20  percent,  provides  no  assurance 
that  the  full  tax  will  be  collected.  The 
automatic  matching  of  information  re¬ 
turns  with  taxpayer  returns  will  result 
in  the  collection  of  any  taxes  which  may 
be  due. 

[From  the  Washington  Daily  News,  Feb.  14, 
1962] 

Billion -Dollar  Loophole 

The  proposed  investment  tax  credit  might 
almost  be  termed  the  handout  nobody  wants. 
Yet  it  is  urged  by  the  President  and  conceded 
an  excellent  chance  of  approval  by  Congress. 

Labor  union  leaders  condemn  it  as  a  wind¬ 
fall  for  industry  and  industrial  leaders  are 
hardly  more  favorably  inclined. 

Emerson  P.  Schmidt,  economic  consultant 
for  the  U.S.  Chamber  of  Commerce,  told  the 
Joint  Economic  Committee  of  Congress: 

“A  mere  tax  credit  for  investment  is  a 
loophole  in  the  sense  of  not  being  available 
to  all;  it  is  a  subsidy  which  general  taxpay¬ 
ers  should  resent.” 

George  G.  Hagedorn,  director  of  research 
for  the  National  Manufacturers  Association, 
told  the  same  committee: 

“It  is  difficult  to  see  how  giving  $1.5  billion 
with  one  hand,  and  taking  the  same  amount 
away  with  the  other,  could  increase  the  flow 
of  savings  available  for  investment.  The 
chief  result  of  the  proposed  investment 
credit  would  be  to  distort  the  patterns  of 
capital  formation,  rather  than  to  increase 
them  in  amount.” 

Under  the  plan,  industries  adding  to  their 
equipment  would  get  an  8  percent  tax  credit. 
Thus  if  they  spent  a  million  dollars  they 
could  deduct  $80,000  from  their  taxes. 

As  encouragement  to  the  whole  of  industry 
this  is  pure  gimmick.  It  is  unfair  to  high- 
employment  service  industries  with  rela¬ 
tively  small  invested  capital.  It  is  unfair  to 
companies  which  have  built  their  plant  and 
prefer  to  emphasize  sales  promotion  with 
their  money. 

If  the  Government  is  able  toygive  back  to 
industry  some  of  its  own  money,  it  should 
consider  a  cut  in  present  sky-high  taxes  on 
business  income,  which  inflate  retail  prices 
and  discourage  risk  taking  in  new  ventures. 

Even  more  urgent  is  the  modernization  of 
depreciation  tables  for  tax  purposes.  These 
should  recognize  that  much  modern  machin¬ 
ery  has  a  far  shorter  useful  life  than  equip¬ 
ment  in  the  last  generation  when  these  tables 
were  written.  Recent  revision  of  these 
tables  for  the  hard-pressed  textile  industry 
has  been  highly  constructive.  Other 
branches  of  industry  should  be  given  similar 
treatment  promptly.  American  depreciation 
allowances  are  the  least  generous  in  the 
whole  industrialized  world. 

Unsound  provisions  in  our  tax  regulations 
are  a  basic  hindrance  to  employment  and 
economic  progress.  The  remedy  lies  in  re¬ 
moval  of  these  obstacles  rather  than  in  new 


loopholes,  still  further  cluttering  up  the  tax 
system. 

Congress  has  gone  pretty  far  toward  ap¬ 
proval  of  this  misguided  plan  but  there  still 
is  time  to  substitute  sound  legislation. 

Mr.  KING  of  California.  Mr.  Chair¬ 
man,  I  yield  15  minutes  to  the  gentleman 
from  Kentucky  [Mr.  Watts]. 

Mr.  VANIK.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  WATTS.  I  yield  to  the  gentleman 
from  Ohio. 

(Mr.  VANIK  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.)  ^ 

Mr.  VANIK.  Mr.  Chairman,  in  order 
to  conserve  the  time  of  the  committee, 
I  want  to  take  this  opportunity  to  set 
forth  a  series  of  questions  which  relate 
to  the  investment  credit  and  withholding 
sections  of  the  bill.  It  is  my  hope  that 
the  distinguished  chairman  or  some  oth¬ 
er  member  of  the  Committee  on  Ways 
and  Means  will  respond  to  these  ques¬ 
tions  during  the  course  of  general  debate 
tomorrow. 

First.  If  the  tax  credit  principle  is 
adopted,  would  it  not  serve  as  an  impetus 
to  higher  investment  spending  in  periods 
of  higher  profits  in  order  to  conserve  tax 
liability,  and  correspondingly  slow  down 
investment  in  periods  of  recession  and 
low  profits  when  there  will  tie  less  tax 
liability  toward  which  to  apply  the 
credit? 

In  other  words,  will  the  tax  credit 
serve  as  an  accelerator  toward  boom  or 
toward  recession  rather  than  as  an  eco¬ 
nomic  stabilizer  or  constant  stimulant? 

Second.  When  the  Treasury  first  sub¬ 
mitted  the  tax  credit  proposal  last  year, 
it  was  established  as  an  incentive  for  in¬ 
vestment  in  excess  of  normal  new  invest¬ 
ment.  As  modified,  the  investment  credit 
is  made  to  apply  on  the  first  dollar  of 
investment  including  such  new  invest¬ 
ment  as  the  taxpayer  would  undertake  in 
the  normal  course  of  events.  Would  this 
not  serve  to  provide  a  taxpayer  with  a 
bonus  for  doing  something  he  would  do 
anyway? 

Third.  Should  a  taxpayer  be  rewarded 
for  such  new  investment  annually  re¬ 
quired  in  the  normal  course  of  his 
business? 

Fourth.  On  page  459  of  the  commit¬ 
tee  hearings,  Dr.  Heller  is  reported  to 
have  said:  “Other  countries  have  bene¬ 
fited  from  systematically  investing  a 
bigger  share  of  their  gross  national 
product  in  plant  expansion  and  modern¬ 
ization.  With  less  of  their  total  income 
going  into  military  and  foreign-aid  ex¬ 
penditures,  they  have  been  able  to  spend 
more  on  automation  and  other  forms  of 
industrial  improvement  without  squeez¬ 
ing  their  output  of  consumer  goods.” 

Did  the  hearings  before  your  com¬ 
mittee  indicate  that  this  country  was 
lagging  behind  in  defense  plant  expan¬ 
sion  and  modernization? 

Fifth.  As  a  matter  of  fact,  does  not  the 
lag  in  growth  in  this  country  result 
from  dispropriationate  growth  in  mili¬ 
tary  production? 

Sixth.  Will  the  tax  credit  prove  most 
beneficial  and  serve  as  a  tax  windfall  to 
the  defense  contract  producers  who  are 
already  the  recipients  of  Government 
aid  in  the  form  of  defense  contracts. 


many  of  which  are  noncompetitive? 
Since  military  contracts  are  already  a 
great  prize — highly  sought  for — why 
should  defense  contractors  be  included 
in  this  bonanza? 

Seventh.  Insofar  as  the  tax‘credit  pro¬ 
vides  a  credit  against  taxable  income 
over  and  above  regular  depreciation, 
does  not  it  constitute  a  return  or  recovery 
of  capital  to  the  taxpayer  in  excess  of 
his  original  investment?  If  he  collects 
depreciation  plus  7  percent,  does  not  the 
investor  eventually  get  107  percent  on 
his  investment  or  114  percent  if  he  is  in 
the  top  tax  bracket? 

Eighth.  Will  an  American  taxpayer, 
for  example,  a  utility,  serving  Wash¬ 
ington,  be  entitled  to  a  tax  credit  for 
the  procurement  of  an  electric  turbine 
generator  made  in  Switzerland  provided 
it  is  acquired  for  use  in  the  United 
States? 

Ninth.  Just  how  will  that  application 
of  the  tax  credit  create  jobs  in  the 
United  States? 

Tenth.  In  the  testimony  before  the 
committee,  the  Secretary  of  the  Treas¬ 
ury  indicated  that  his  office  was  under¬ 
taking  a  revision  of  schedule  F  to  syn¬ 
chronize  it  into  the  tax  credit  provisions. 
Am  I  correct  in  understanding  that  an 
updating  of  schedule  F  could  cost  the 
Treasury  as  much  as  another  $1  billion 
annually? 

Eleventh.  Will  the  tax  credit  be  ap¬ 
plicable  at  the  normal  rate  or  the  utility 
rate  to  (a)  corporations  engaged  in  in¬ 
ternational  communications;  (b)  inter¬ 
state  gas  or  oil  pipelines;  (c)  production 
of  electric  power  for  interstate  consump¬ 
tion;  and  (d)  natural  gas  extraction? 

Twelfth.  The  staff  of  the  Joint  Com¬ 
mittee  on  Internal  Revenue  has  esti¬ 
mated  that  the  revenue  loss  attributable 
to  the  investment  credit  under  the  bill 
before  committee  amendments  would 
total  $10,365  million  for  the  period  1962- 
66  and  approximately  $26,635  million  for 
the  10-year  period  1962-72.  Will  you 
kindly  advise  the  estimated  treasury  loss 
in  the  same  periods  with  the  committee 
amendment? 

Thirteenth.  If  the  dividend  withhold¬ 
ing  provision  are  adopted,  will  they  not 
serve  to  compel  corporations  to  issue 
stock  dividends  instead  of  cash  divi¬ 
dends,  thereby  reducing  annual  tax  col¬ 
lections  of  cash  dividends  taxable  as  or¬ 
dinary  income? 

Fourteenth.  Will  the  increased  use  of 
stock  dividends  taxable  at  the  lesser  rate 
as  capital  gains  substantially  offset  an¬ 
ticipated  treasury  gains  in  dividend  with¬ 
holding? 

Fifteenth.  Has  the  Treasury  provided 
any  estimate  of  tax  loss  resulting  from 
the  shift  of  corporate  profit  distribution 
from  cash  dividends  to  stock  dividends? 

Sixteenth.  If  the  withholding  prin¬ 
ciple  is  enacted  into  law,  would  it  not 
have  the  effect  of  driving  investors  into 
the  tax-exempt  issues  where  they  would 
not  be  subject  to  withholding  or  to  de¬ 
posit  in  foreign  banks  or  in  foreign 
branches  of  American  banks? 

Seventeenth.  Will  foreign  branches  of 
American  banks  be  compelled  to  with¬ 
hold  from  savings  accounts  of  American 
investors? 
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Eighteenth.  Would  the  dividend  with¬ 
holding  provisions  relieve  a  taxpayer 
from  any  further  obligation  to  report 
and  pay  on  dividend  income  in  his 
quarterly  returns  of  estimated  income? 

Nineteenth.  Under  the  withholding 
sections,  withholding  corporations  are 
given  express  authority  to  use  the  Gov¬ 
ernment's  money  for  its  own  purpose  for 
a  period  up  to  30  days  after  the  tax  quar¬ 
ter  period. 

Does  this  grant  of  authority  destroy 
the  traditional  trust  relationship  relat¬ 
ing  to  tax  funds  which  are  the  property 
of  the  United  States? 

Twentieth.  Am  I  correct  in  under¬ 
standing  that  the  legislation  actually  in¬ 
vites  the  withholding  institution  to  use 
these  funds  as  part  compensation  for  the 
additional  expense  of  withholding? 

Twenty-first.  What  recourse  would 
the  Government  have  against  a  with¬ 
holding  agent  who  permanently  used 
withheld  funds  and  fled  into  bankruptcy 
or  receivorship  or  simply  absconded? 

Twenty-second.  Is  there  truth  to  the 
current  report  of  the  Bureau  of  National 
Affairs  to  business  executives  that  the 
Treasury  is  working  on  further  changes 
in  the  Internal  Revenue  Code  to  reduce 
the  present  91 -percent  individual  tax 
rate  to  70  percent  along  with  a  cut  of 
2  or  3  percent  in  the  lower  tax  brackets 
as  well  as  the  elimination  of  deductions 
for  mortgage  interest  and  property 
taxes? 

Mr.  WATTS.  Mr.  Chairman,  I,  too, 
would  like  to  compliment  the  excellent 
work  not  only  of  our  chairman  but  of 
the  Members  on  both  sides  of  the  aisle 
for  the  many  months  that  we  have  con¬ 
sidered  this  tax  bill. 

Mr.  Chairman,  I  urge  rapid  passage 
of  the  balanced  tax  bill  so  painstakingly 
constructed  by  the  Ways  and  Means 
Committee.  Its  major  provision — the 
investment  credit — is  essential  to  the 
economic  health  of  our  Nation. 

Our  ability  to  defend  ourselves — to 
lead  the  free  world — to  create  more 
jobs — to  assure  adequate  business  prof¬ 
its — to  provide  better  highways,  better 
schools,  better  housing — all  of  these 
urgent  national  needs  are  directly  de¬ 
pendent  on  our  capacity  to  accelerate 
our  economic  growth. 

The  tax  bill  now  before  us  will  increase 
that  capacity  by  providing  a  tax  credit 
for  new  investment  by  American  in¬ 
dustry  in  machinery  and  equipment. 

This  strong  incentive  to  increase 
capital  goods  expenditures  in  this  coun¬ 
try  by  increasing  the  profitability  or  rate 
of  return  on  such  investment  is  the  most 
effective  and  economical  way  of  increas¬ 
ing  our  national  growth. 

The  importance  of  increasing  capital 
investment  has  recently  been  brought 
home  to  us  with  startling  clarity  by  the 
experience  of  other  major  industrialized 
nations  which  have  been  outpacing  us 
in  overall  economic  growth.  This  growth 
has  in  almost  every  single  case  been 
accompanied  by  a  level  of  capital  in¬ 
vestment  correspondingly  higher  than 
our  own. 

New  investment  will  create  more  jobs, 
as  new  technological  developments,  new 
processes,  and  new  products  are  in¬ 
corporated  into  our  economic  blood¬ 


stream  through  use  of  more  productive 
equipment. 

A  rising  level  of  investment  will  help 
sustain  the  pace  and  duration  of  the 
present  economic  recovery  throughout 
this  year  and  thereafter.  It  will  reduce 
our  vulnerability  to  an  early  slowdown 
in  the  present  economic  expansion,  and 
avert  any  early  return  to  a  pattern  of 
economic  decline  and  recession. 

New  investment  will  stimulate  more 
efficient  production  through  employment 
of  more  modern  equipment — and  more 
efficient  production  is  essential  to 
maintenance  of  price  stability. 

New  investment  is  the  key  to  expand¬ 
ing  our  commercial  trade  surplus,  for 
only  if  American  industry  is  as  modern 
and  efficient  as  any  in  the  world  will  we 
be  able  to  sell  at  competitive  prices  both 
in  world  export  markets  and  against  im¬ 
ports  in  our  markets  here  at  home.  A 
larger  trade  surplus  is  crucially  impor¬ 
tant  if  we  are  to  wipe  out  the  deficit  in 
our  international  balance  of  payments. 
With  increasing  imports  it  is  becoming 
constantly  more  important  that  we  step 
up  our  competitive  resistance  at  home 
and  our  ability  to  sell  abroad. 

Other  nations  now  give  investment  in 
machinery  and  equipment  more  favor¬ 
able  tax  treatment  than  American  in¬ 
dustry  receives  at  home — thus  encour- 
againg  American  capital  to  move  abroad. 
The  investment  credit  provision  of  the 
pending  bill  will  lessen  this  inducement 
to  foreign  investment  and  spur  increased 
investment  in  our  own  productive 
capacity. 

Mr.  Chairman,  the  administration  tax 
measure  before  us  is  a  balanced  bill.  It 
provides  a  maximum  stimulus  to  our 
economic  growth  at  a  minimum  cost  in 
terms  of  tax  revenues  lost.  Some  sub¬ 
stitute  proposals  for  the  administration’s 
investment  tax  credit  would  provide  rela¬ 
tively  little  stimulus  to  growth  in  relation 
to  their  heavy  cost  in  lost  tax  revenues. 

A  40 -percent  first-year  depreciation 
writeoff  would,  for  example,  cost  more 
than  four  times  as  much  as  the  invest¬ 
ment  credit — $5.3  billion  compared  to 
$1.2  billion.  And  it  would  require  just 
that  level  of  first-year  writeoffs — a  whole 
40  percent — to  increase  the  profitability 
of  a  typical  15-year  asset  as  much  as  the 
investment  credit  would. 

There  has  been  proposed  a  20-percent 
increase  in  all  depreciation  allowances. 
While  the  cost  of  both  proposals  would 
be  roughly  the  same  over  a  10 -year 
period,  the  investment  credit  would  pro¬ 
vide  several  times  as  much  actual  in¬ 
centive  to  new  investment — in  terms  of 
increased  profitability — as  would  the 
alternative  suggestion. 

Get  more  credit  by  7  percent  now, 
whereas  the  20  percent  depreciation  is 
spread  over  a  number  of  years. 

The  relative  merits  of  the  two  pro¬ 
posals  are  most  clearly  seen  when  it  is 
realized  that  about  an  80 -percent  in¬ 
crease  in  annual  depreciation  writeoffs — 
rather  than  a  mere  20  percent— would 
be  required  to  achieve  a  rise  in  the 
profitability  of  investment  equal  to  that 
attainable  by  the  7 -percent  investment 
credit.  And  such  an  80-percent  increase 
would  involve  a  cost  over  the  next  5 
years  about  twice  that  of  the  investment 
credit. 


I  would  also  like  to  emphasize  that, 
contrary  to  the  assertions  of  some,  the 
investment  credit  gives  the  same  dollar 
benefit  to  all  taxpayers,  whether  large 
or  small.  The  very  fact  that  it  is  a  di¬ 
rect  credit  against  tax  instead  of  a  de¬ 
duction  makes  it  the  same  for  all  tax¬ 
payers,  regardless  of  tax  brackets.  A 
corporation  paying  tax  at  the  52 -percent 
rate  or  at  the  30-percent  rate  or  any 
individual,  whether  in  a  high  or  a  low 
bracket,  will  obtain  the  same  tax  reduc¬ 
tion  in  dollars  for  the  same  amount  of 
investment.  Accelerated  depreciation 
deductions,  on  the  other  hand,  do  favor 
the  more  prosperous  corporation. 

Mox-eover,  the  investment  credit  pro¬ 
vision  contains  several  features  specif¬ 
ically  designed  to  be  of  aid  to  our  small 
businesses.  Among  these  are  the  allow¬ 
ance  of  the  credit  for  up  to  $50,000  per 
year  on  purchases  of  used  property,  and 
the  allowance  of  the  credit  to  the  lessees 
of  property  in  certain  cases.  Credit  goes 
initially  to  lessor  and  he  can  treat  the 
lessee  as  if  he  had  bought  it.  Many 
of  our  small  businesses  cannot  afford  ex¬ 
pensive  new  machinery  and  equipment, 
and  it  is  their  practice  to  modernize  by 
replacing  old,  wornout  equipment  with 
more  modem  used  equipment.  The  bill 
recognizes  this  problem  and  permits  a 
credit  for  used  property  within  limits 
commensurate  to  the  needs  of  small 
businesses. 

It  is  also  a  growing  practice  for  some  of 
our  small  businesses — which  find  it  dif¬ 
ficult  to  make  the  large  outlays  required 
for  purchasing  equipment — to  lease  it 
instead.  By  permitting  the  investment 
credit  to  be  granted  to  lessees,  the  bill, 
insures  that  small  businesses  will  be  able 
to  gain  the  benefits  of  the  credit. 

One  of  the  most  significant  benefits 
of  the  investment  credit  is  its  effects  in 
materially  shortening  the  payout  pe¬ 
riod,  which  the  businessman  takes  into 
account  in  weighing  the  feasibility  of 
an  investment.  This  payout  period 
represents  the  time  required  for  an  in¬ 
vestment  to  be  recouped  by  the  taxpayer. 
For  a  15-year  asset,  a  7-percent  credit — 
combined  with  double-declining  balance 
depreciation — permits  27  percent  of  the 
cost  of  an  asset  to  be  recovered  tax  free 
in  the  first  year,  39  percent  in  2  years, 
and  65  percent  in  5  years.  The  credit  is 
especially  effective  in  speeding  invest¬ 
ment  cost  recovery  since  it  operates  in 
the  first  year  when  funds  are  most 
needed  and  does  not  reduce  deprecia¬ 
tion  deductions  thereafter. 

One  of  the  major  objections  to  the  in¬ 
vestment  credit  has  been  that  it  will  give 
a  tax  benefit  to  companies  which  might 
have  undertaken  an  expansion  program 
without  any  additional  tax  incentive. 
This  is,  of  course,  true  of  any  incentive, 
but  it  is  incontestable  that  the  best  way 
to  increase  overall  investment  is  to  in¬ 
crease  the  incentive  to  invest.  While 
the  marginal  investment  produced  by 
the  incentive  credit  will  never  be  pre¬ 
cisely  measurable,  there  is  no  doubt  that 
a  7-percent  credit  against  taxes  will  play 
a  major  role  in  influencing  business  de¬ 
cisions. 

The  investment  credit  is  essential  to 
increasing  our  export  trade,  so  that  we 
can  earn  the  foreign  exchange  we  need 
to  wipe  out  our  balance-of -payments 
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deficits — deficits  which  have  cost  us  al¬ 
most  $6  billion  in  gold  in  the  last  4  years. 

Substantially  increased  investment  is 
necessary  if  we  are  to  attain  the  degree 
of  competitive  effectiveness  and  produc¬ 
tivity  which  can  enable  the  Nation  to 
balance  its  international  payments  with¬ 
out  withdrawing  its  national  security 
forces  from  oversea  bases  and  abandon¬ 
ing  the  less  developed  countries  of  the 
free  world  to  economic,  political  and  mil¬ 
itary  penetration  of  the  Communist  bloc. 

The  investment  credit,  by  increasing 
efficiency,  will  make  our  producers  more 
competitive  both  in  foreign  and  domes¬ 
tic  markets,  will  be  of  significant  help 
to  the  U.S.  trade  position — and  this  is 
particularly  important  in  the  light  of 
the  coming  trade  legislation. 

As  for  the  implications  for  our  na¬ 
tional  growth,  I  cannot  do  better  than 
to  quote  the  detailed  discussion  of  this 
subject  contained  in  a  recent  speech  by 
Henry  H.  Fowler,  Under  Secretary  of  the 
Treasury.  He  gave  the  following  factual 
analysis : 

Fifty  percent  of  our  present  productive 
capacity  was  installed  before  or  during  World 
War  II.  More  than  65  percent  was  installed 
before  the  Korean  war.  Thus,  of  all  busi¬ 
ness  plant  and  equipment,  less  than  one- 
third  is  modern  in  the  sense  of  being  new 
since  1950. 

Estimates  show  that  there  has  been  a 
startling  rise  in  recent  years  in  the  propor¬ 
tion  of  our  national  machinery  and  equip¬ 
ment  which  is  over  10  years  old.  It  now 
averages  more  than  9  years,  and  from  1954 
to  1959  the  stock  of  equipment  over  10  years 
old  rose  by  50  percent.  In  a  dynamic  econ¬ 
omy  that  average  should  be  falling  as  new 
equipment  is  put  into  place. 

Meanwhile,  other  countries  have  been 
lowering  the  average  age  of  their  fixed  capi¬ 
tal.  The  German  example  is  the  most  spec¬ 
tacular — their  proportion  of  capital  equip¬ 
ment  and  plant  under  5  years  of  age  grew 
from  one-sixth  of  the  total  in  1948  to  two- 
fifths  in  1957. 

Mr.  Fowler  went  on  to  discuss  the  level¬ 
ing-off  in  business  expenditures  on  plant 
and  equipment.  Such  investment  for 
1961  was  more  than  3  percent  below 
1960,  and  more  than  6V2  percent  below 

1957.  While  an  increase  is  expected  in 
1962,  the  proportion  of  gross  national 
product  devoted  to  such  investment  will 
still  be  substantially  below  1957  and 

1958.  The  1962  investment  is  expected 
to  be  about  6.5  percent  of  gross  na¬ 
tional  product,  compared  to  8.3  and  8.4 
percent  in  1957  and  1958.  Commenting 
on  this  lagging  investment  Mr.  Fowler 
continued : 

This  pattern  is  even  more  disturbing  when 
measured  against  the  performance  of  in¬ 
vestment  levels  in  productive  machinery  and 
equipment  in  other  industrialized  societies. 

Our  gross  fixed  capital  expenditures  (other 
than  housing)  have  declined  from  12.5  per¬ 
cent  of  gross  national  product  in  1948  to  9.5 
percent  in  1960.  By  comparison,  the  invest¬ 
ment  ratio  in  Western  European  countries 
rose  from  an  average  of  13.3  percent  of  gross 
national  product  in  1951-55  to  15.1  percent 
of  gross  national  product  in  1956-60. 

Even  greater  percentages  of  gross  national 
product  are  said  to  be  devoted  to  new  ma¬ 
chinery  and  equipment  in  Japan.  This 
means  our  manufacturers  must  compete 
against  their  friendly  rivals  in  the  free  world 
to  get  a  larger  share  of  export  markets  and 
to  keep  imports  from  getting  a  larger  share 
of  our  domestic  markets,  with  our  machin¬ 


ery  and  equipment  being  replaced  at  a  much 
slower  rate  than  theirs. 

Mr.  Chairman,  the  investment  credit 
is  needed  today  to  help  keep  the  current 
recovery  moving  forward.  In  the  last  12 
months  we  have  witnessed  a  substantial 
economic  advance.  But  by  late  1962  our 
continued  advance  will  depend  heavily 
on  the  ability  of  fixed  investment  outlays 
as  a  key  expansionary  force. 

Increasing  investment  levels  in  ma¬ 
chinery  and  equipment  will  help  make 
our  present  economic  recovery  a  vigor¬ 
ous  and  longer  lasting  one.  The  com¬ 
pletion  of  plans  and  the  authorization  of 
additional  private  expenditures  on  ma¬ 
chinery  and  equipment  and  the  plants 
and  facilities  necessary  to  house  them 
will  create  more  jobs  in  the  capital  goods 
industry  and  more  demand  for  a  wide 
variety  of  products  and  services.  This 
is  the  sector  of  the  economy  which  has 
been  lagging  behind  for  the  last  4  years. 
There  is  a  strong  association  between  full 
employment,  vigorous  and  long  upswings 
in  the  economic  cycle,  and  the  healthy 
increase  in  the  levels  of  capital  goods  ex¬ 
penditures.  The  projection  of  a  sub¬ 
stantial  increase  in  investment  levels  for 
machinery  and  equipment,  whether  for 
modernization  or  expansion,  would  be 
added  assurance  that  the  current  recov¬ 
ery  would  achieve  full  employment  and 
promise  to  be  more  enduring  than  the 
last  one.  The  early  enactment  of  the 
investment  credit,  as  contained  in  H.R. 
10650,  would  provide  a  strong  incentive 
for  this  increased  investment. 

In  summary,  the  investment  credit 
provision  of  the  legislation  before  us  is 
important  because  this  country  has  not 
been  producing  at  full  capacity  for  some 
years.  Our  Nation’s  reserves — the  talent 
and  skills  of  our  people  and  the  quality 
of  our  raw  materials  and  physical 
plant — are  impressive,  but  they  are  not 
presently  being  fully  utilized  and  our 
level  of  unemployment  is  uncomfortably 
high. 

We  simply  must  grow  faster,  for  eco¬ 
nomic  strength  is  essential  to  our  sur¬ 
vival  as  a  free  and  prospering  nation. 
Certainly  growth  alone,  or  larger  in¬ 
vestment  by  itself,  is  no  guarantee  that 
we  can  solve  all  of  our  pressing  problems. 
But  accelerated  growth — to  which  new 
investment  can  make  such  a  vital  con¬ 
tribution — will  provide  the  economic 
underpinnings  of  our  country’s  future 
strength. 

An  expanding  economy  will  enable  us 
to  meet  the  challenges  that  confront  us 
in  the  international  area,  and  will  fur¬ 
nish  additional  revenues  that  will  enable 
us  to  provide  better  for  the  public  and 
private  needs  of  all  of  our  people.  The 
investment  credit  will  greatly  increase 
the  ability  of  American  business  to  make 
a  maximum  contribution  to  the  achieve¬ 
ment  of  these  goals. 

I  call  upon  every  Member  of  this 
House  to  join  in  passing  the  pending 
tax  bill  and  without  delay,  for  the  stim¬ 
ulating  effect  of  the  investment  credit  is 
urgently  required  if  our  economy  is  to 
operate  at  full  speed.  This  bill  is  an  in¬ 
vestment  in  America’s  future.  It  there¬ 
fore  merits  the  affirmative  vote  of  the 
distinguished  Members  of  this  House  on 
both  sides  of  the  aisle. 


Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentleman 
from  New  York  [Mr.  DerounianI. 

Mr.  DEROUNI  AN .  Mr.  Chairman, 
before  discussing  the  withholding  provi¬ 
sions  of  this  bill  I  must  comment  on  the 
remarks  made  by  the  gentleman  from 
Massachusetts  [Mr.  O’Neill]  when  the 
rule  was  being  debated.  I  recall  that  he 
stated  in  castigating  the  minority  side 
for  seeking  a  modified  closed  rule:  “Why 
do  not  the  Republicans  bring  in  a  rule 
where  we  could  reduce  oil  depletion?” 
I  think  that  is  a  very  good  question  and 
I  will  give  you  a  very  good  answer:  We 
are  only  10  on  a  committee  of  25.  I 
say  that  I  do  not  think  the  chairman  of 
our  committee  would  dare  bring  that  rule 
up  to  reduce  the  percentage  oil  deple¬ 
tion  because  it  would  be  embarrassing  to 
his  majority  leader,  the  gentleman  from 
Oklahoma  [Mr.  Albert],  who  comes 
from  an  oil-producing  State.  He  would 
be  embarrassing  his  majority  whip,  the 
gentleman  from  Louisiana  [Mr.  Boggs], 
who  comes  from  an  oil-producing  State. 
He  would  be  embarrassing  a  lot  of  sub- 
comittee  chairmen  on  his  side  who  come 
from  oil-producing  States.  I  would 
make  this  categorical  statement  that  a 
bill  to  reduce  oil  depletion  allowances 
does  not  have  a  chance  while  the  Demo¬ 
crats  are  in  control  of  Congress. 

Mr.  LINDSAY.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  DEROUNIAN.  I  yield  to  the  gen¬ 
tleman  from  New  York. 

Mr.  LINDSAY.  That  sounds  like  a 
big,  great  national  issue. 

Mr.  DEROUNIAN.  The  majority 
leader  of  this  House  would  not  vote  to 
reduce  oil  depletion,  and  the  Democrats 
know  it. 

Let  us  get  to  the  import  of  this  bill. 

Mr.  Chairman,  I  wish  to  go  on  record 
as  being  unalterably  opposed  to  the  with¬ 
holding  tax  on  dividends  and  interest 
embodied  in  H.R.  10650.  It  is  nothing 
more  than  a  fraudulent  scheme  to  de¬ 
stroy  the  exemptions  which  this  Con¬ 
gress  has  written  into  our  revenue  laws 
for  the  young,  for  the  old,  for  the  thrifty, 
and  for  the  small  investor.  It  is  a 
classic  example  of  the  meat-ax  ap¬ 
proach,  and  if  we  pass  this  bill  we  will 
be  back  here  next  year  only  because  the 
people  will  not  yet  know  what  we  have 
done  to  them.  Undoubtedly  with  this  in 
mind  the  administration  asks  that  the 
withholding  not  be  made  operative  until 
after  January  1,  1963— after  the  Novem¬ 
ber  elections. 

I  would  call  this  bill  the  IBM  tax  bill. 
By  withholding,  we  make  it  essential  for 
most  businesses  to  rent  a  computer.  By 
the  investment  credit,  we  give  the  com¬ 
puter  companies  a  windfall  or  tax  sub¬ 
sidy  on  every  computer  that  they  rent. 
For  most  of  them,  this  will  be  the  equiv¬ 
alent  of  a  special  tax  rate  on  all  of 
their  new  business.  No  one  has  esti¬ 
mated  how  much  this  cost  the  Treas¬ 
ury,  because  no  one  can  foresee  the 
magnitude  to  which  this  bill  will  stim¬ 
ulate  the  demand  for  computers.  As  the 
caption  of  a  recent  article  in  the  Wall 
Street  Journal,  on  February  8,  1962,  read 
“Withholding  Tax  on  Interest  Promises 
Computer  Boom  and  Depositor  Confu¬ 
sion.” 
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We  have  all  heard  the  glib  statement 
that  “since  there  is  withholding  on 
salaries  and  wages,  there  should  also  be 
withholding  on  dividends  and  interest.” 
Those  who  have  studied  the  matter 
should  know  better  than  to  advance  such 
a  specious  argument. 

In  the  case  of  withholding  on  salaries 
and  wages,  there  is  only  one  employer- 
employee  relationship  at  any  one  time 
during  the  taxable  year.  The  employee 
is  permitted  to  claim  any  exemptions  to 
which  he  might  be  entitled.  The  rate  of 
withholding  is  supposed  to  take  into  ac¬ 
count  his  normal  deductions.  Every  ef¬ 
fort  has  been  made  to  be  certain  that 
there  is  no  “overwithholding.”  Yet,  the 
Treasury  processes  40  million  refunds 
each  year  on  account  of  overwithholding. 
Instead  of  adding  to  this,  we  should  be 
taking  steps  to  minimize  overwithhold¬ 
ing  on  wages  and  salaries. 

The  new  bill  provides  for  a  flat  rate  of 
20  percent  for  withholding.  The  sta¬ 
tistics  .show  that  for  a  large  number  of 
taxpayers,  the  rate  of  withholding  is  ex¬ 
cessive.  Furthermore — and  this  is  par¬ 
ticularly  significant — the  Treasury  does 
not  propose  to  keep  any  record  of  this 
withholding  in  order  that  it  might  re¬ 
fund  to  the  individual  money  which  has 
been  unjustly  withheld.  The  taxpayer 
gets  no  information  return,  and  the 
Treasury  keeps  no  records  of  withhold¬ 
ing. 

You  will  be  told  that  the  bill  avoids 
any  hardship  because  it  provides  for 
an  exemption  certificate  for  any  tax¬ 
payer  who  will  not  owe  any  tax.  You 
may  not  be  told  how  this  certificate  will 
work.  How  effective  will  it  be? 

Except  for  those  under  18  years  of  age, 
no  one  can  file  an  exemption  certificate 
who  will  file  a  return  showing  $1  of  tax 
liability.  In  other  words,  to  file  an  ex¬ 
emption  certificate,  you  cannot  be  a  tax¬ 
payer.  If  any  part  of  your  income  is 
taxable,  regardless  of  whether  the  tax 
on  that  income  is  paid  by  withholding, 
declaration  of  estimated  tax,  or  other¬ 
wise,  you  cannot  file  an  exemption  cer¬ 
tificate.  It  is  an  all-or-nothing  propo¬ 
sition.  Who  can  take  this  gamble  and 
rim  the  risk  of  incurring  the  penalty  if 
they  guessed  wrong? 

Of  course,  the  fine  is  only  $500  or  im¬ 
prisonment  for  not  more  than  1  year  or 
both  for  filing  a  false  certificate,  but 
each  individual  will  have  to  file  an  ex¬ 
emption  certificate  each  year  for  each 
shareholder  account,  each  transaction 
with  a  cooperative,  each  bond  coupon 
cashed  in,  each  savings  bond  redeemed, 
and  each  savings  account  on  which  in¬ 
terest  may  be  credited.  Multiply  the 
$500  fine  by  the  number  of  accounts,  and 
you  get  a  better  idea  of  what  the  penal¬ 
ties  might  be  in  the  case  of  a  taxpayer 
who  guessed  wrong. 

How  many  accounts  will  there  be  sub¬ 
ject  to  withholding?  Does  anyone  have 
any7  idea?  In  a  recent  speech,  the  Com¬ 
missioner  of  Internal  Revenue  stated 
that  there  were  350  million  payments  of 
$10  or  over  just  on  accounts  of  dividends, 
saving  account  interest,  and  Federal  and 
corporate  bonds  which  would  be  subject 
to  withholding.  If  we  add  to  that  num¬ 
ber  all  of  the  accounts  on  which  the 
payment  would  be  less  than  $10,  the 


dividends  from  cooperatives,  interest 
credit  on  life  insurance  policies,  and  the 
other  transactions  which  will  be  subject 
to  this  withholding  provision,  we  get  an 
astronomical  figure.  Five  hundred  mil¬ 
lion  would  be  way  too  low.  My  guess  is 
that  it  will  exceed  1  billion  transac¬ 
tions,  but  no  one  has  any  way  of  know¬ 
ing.  In  a  majority  of  the  cases,  the 
amounts  involved  will  be  nominal  so  that 
witholding  will  be  nothing  more  than  a 
nuisance  tax. 

What  does  this  mean?  There  are  more 
than  52  million  savings  accounts  in  our 
commercial  banks  and  more  than  29  mil¬ 
lion  savings  accounts  in  the  savings  and 
loan  associations.  In  the  case  of  com¬ 
mercial  banks  alone,  there  are  about  32 
million  savings  accounts  on  which  the 
amount  withheld  will  be  less  than  $1. 
There  are  more  than  50  million  accounts 
overall  on  which  the  amount  withheld 
will  be  less  than  $10. 

The  number  of  shareowners  having  a 
stake  in  American  industry  has  more 
than  doubled.  More  than  15  million 
Americans  own  shares  in  our  major  cor¬ 
porations.  More  than  3  million  of  these 
are  shareowners  with  low  incomes,  for 
whom  relief  from  double  taxation  of 
their  dividend  income  makes  the  invest¬ 
ment  of  their  savings  in  American  indus¬ 
try  worth  the  risk.  The  bill  would  nullify 
that  exemption  as  to  these  small  share¬ 
holders.  With  respect  to  the  first  $50  of 
dividend  income,  the  bill  would  levy  a 
withholding  tax  of  20  percent  even 
though  the  law  says  that  the  income  is 
exempt.  In  the  case  of  withholding  $10 
or  less,  the  shareholder  is  required  to 
wait  until  the  end  of  the  year  and  swear 
out  a  claim  for  refund  to  get  his  money 
back. 

If  the  Treasury  believed  for  a  minute 
that  these  millions  of  small  savers  were 
going  to  file  claims  to  get  back  with¬ 
holdings  of  $1  or  less,  the-  administra¬ 
tion-sponsored  measure  would  result  in 
a  loss  of  revenue  because  of  the  admin¬ 
istrative  costs.  <•  Obviously,  the  Treasury 
is  counting  on  the  fact  that  very  few  de¬ 
positors  will  go  to  the  trouble  and  ex¬ 
pense  of  swearing  out  a  claim  for  re¬ 
fund  to  cover  less  than  $1,  particularly, 
since  most  of  these  taxpayers  will  not 
even  have  a  record  of  the  amounts  which 
have  been  withheld.  There  is  no  re¬ 
quirement  for  either  the  Treasury  or  the 
withholder  to  furnish  the  depositor  with 
such  a  record. 

We  are  adopting  a  scheme  whereby  the 
Government  of  the  United  States  pro¬ 
posed  to  supplement  its  income  by  the 
simple  expedient  of  collecting  a  small 
amount,  not  otherwise  due,  from  mil¬ 
lions  of  individuals  who  can  reasonably 
be  expected  either  to  forget  or  to  neglect 
to  prosecute  claims  for  the  refund  of 
their  money.  Many  of  our  elder  citi¬ 
zens  will  die  without  getting  their  money 
back.  I  doubt  if  such  a  proposal  could 
get  past  the  Better  Business  Bureau  if 
it  were  not  the  Government  itself. 

The  Treasury  has  the  means  at  its 
disposal  to  .collect  any  taxes  on  this 
money  which  might  rightfully  be  due. 
The  system  of  assigning  numbers  to  tax¬ 
payers,  and  installing  automatic  data- 
processing  centers  for  handling  taxpay¬ 
ers’  returns,  could  readily  be  extended 


to  cover  the  matching  of  information  re¬ 
turns  with  the  individual  returns.  The 
Treasury  is  already  using  a  “meat  ax” 
on  the  paying  agent  in  order  to  obtain 
such  information  returns. 

I  would  like  to  include  as  part  of  my 
statement  an  announcement  in  the 
Washington  Post  of  February  27,  1962, 
under  the  masthead  “IRS  Warns  of 
Fines  if  Deadline  Not  Met,”  and  the  news 
release  issued  by  the  Internal  Revenue 
Service,  to  which  the  newspaper  refers: 

[From  the  Washington  Post, 

Feb.  27,  1962] 

IRS  Warns  of  Fines  if  Deadline  Not  Met 

The  Internal  Revenue  Service  warned  busi¬ 
nessmen  yesterday  they  will  face  fines  of  $1 
if  they  willfully  fail  to  report  by  Wednesday 
a  1961  payment  to  customers,  stockholders 
and  others. 

Corporations,  banks,  insurance  companies 
and  other  firms  must  file  information  re¬ 
turns  covering  all  dividend  payments  of  $10 
or  more  and  all  payments  of  $600  or  more  in 
interest,  fees,  commissions,  pensions,  an¬ 
nuities,  rents  and  royalties. 

The  announcement  said  penalties  would 
be  imposed  for  willful  failure  to  file  the  re¬ 
turns.  A  spokesman,  asked  to  specify  the 
penalties,  said  a  fine  of  $1  may  be  imposed 
for  each  offense. 

IRS  said  the  filing  of  information  returns 
is  becoming  more  important  because  of  its 
shift  to  computer  processing  of  income  tax 
returns.  The  computors  will  automatically 
check  data  on  information  returns  against 
the  income  reported  by  individual  taxpayers. 

[From  Internal  Revenue  Service 
news  release,  Feb.  26,  1962] 

Internal  Revenue  Commissioner  Mortimer 
M.  Caplin  today  reminded  persons  engaged 
in  trades  and  businesses  they  are  required  to 
file  by  Wednesday,  February  28,  information 
returns  on  forms  1099  and  1096  reflecting 
payments  of  $600  or  more  to  those  with 
whom  they  did  business  in  1961. 

The  Commissioner  pointed  out  that  with 
the  advent  of  the  automatic  data  processing 
system,  the  Service  will  be  making  maximum 
use  of  these  forms  in  checking  whether  the 
recipients  of  the  income  are  reporting  it  on 
their  Federal  tax  returns. 

He  said  the  Service  therefore  will  check 
closely  to  see  that  banks,  savings  and  loan 
companies,  credit  unions,  insurance  com¬ 
panies,  and  other  business  entities  are  meet¬ 
ing  the  requirement  of  filing  information 
returns.  These  are  necessary  on  payments 
of  interest,  rents,  royalties,  annuities,  pen¬ 
sions,  fees,  commissions,  etc.,  aggregating 
$600  or  more. 

The  Service  will  also  check  to  see  that  such 
forms  are  filed  reflecting  payments  of  divi¬ 
dends  of  $10  or  more,  as  required  by  law. 

Unlike  Federal  tax  returns,  the  informa¬ 
tion  returns  are  not  filed  with  District  Direc¬ 
tors  of  Internal  Revenue.  They  are  required 
to  be  filed  with  Internal  Revenue  Service 
centers,  the  addresses  of  which  are  listed  in 
the  instructions  for  such  forms.  The  inter¬ 
nal  revenue  laws  provide  penalties  for  will¬ 
ful  failure  to  file  these  returns  on  or  before 
the  due  date. 

Forms  1099  and  1096,  and  the  instructions, 
can  be  obtained  from  any  Internal  Revenue 
office. 

In  the  same  speech  to  which  I  re¬ 
ferred  previously,  the  Commissioner 
objected  to  the  use  of  his  new  computer 
system  for  collecting  any  taxes  which 
may  be  overlooked  on  dividends  and 
interest  because  he  stated  that  the  cost 
of  matching  information  returns  would 
run  about  $5.5  million  a  year.  This  cer¬ 
tainly  is  not  an  unreasonable  expense 
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if  we  can  avoid  at  double  the  cost  im¬ 
posing  the  burdens  of  this  withholding 
provision  on  individuals,  churches,  char¬ 
itable  organizations,  and  the  like.  It 
would  be  cheap  at  twice  the  price.  How¬ 
ever,  the  Commissioner  then  complains 
that  a  mere  determination  of  the  tax 
due  would  not  produce  the  revenue — 
that  the  taxpayers  would  not  pay  their 
tax  even  if  the  Treasury  billed  them.  I 
do  not  accept  that  statement. 

All  we  have  to  do  is  look  at  the  volume 
of  consumer  credit  on  which  our  econ¬ 
omy  is  predicated  if  we  have  any  doubt 
of  the  inherent  capacity  and  integrity 
of  the  American  citizen  to  pay  his  bills. 
All  our  commercial  transactions  are 
based  upon  the  extension  of  credit  to 
the  consumer.  However,  the  adminis¬ 
tration  would  have  us  believe  that  he 
cannot  be  trusted.  This  is  indeed  as¬ 
tounding. 

If  we  pass  this  bill — with  the  with¬ 
holding  provision  in  it — we  will  be  giving 
our  approval  to  this  administration’s 
claim  that  the  millions  of  recipients  of 
dividends  and  interest  are  deadbeats, 
bill  skippers,  and  cannot  be  trusted.  I, 
for  one,  am  unwilling  to  do  this  because 
I  do  not  believe  it. 

Mr.  Chairman,  in  order  to  illustrate 
that  confusion  was  rampant  on  this  ses- 
tion  of  the  bill,  this  provision  was 
changed  four  times  before  the  bill  was 
finally  drafted  as  it  came  before  the 
House  today. 

Mr.  Chairman,  speaking  of  the  bill, 
reference  was  made  to  the  expense  ac¬ 
counts  by  another  speaker.  May  I  say 
this:  One  day  in  the  committee  we  had 
what  we  called  “Silly  Day”  because  we 
passed  this  provision  that  if  a  business¬ 
man  or  taxpayer  had  proved  he  had 
spent  $100  on  entertainment,  and  if  it 
were  legitimate  and  provable,  he  could 
claim  only  50  percent  of  it.  In  other 
words,  the  taxpayer  proved  himself  100- 
percent  innocent  but  they  found  him 
50-percent  guilty.  Even  the  Democrats 
who  voted  for  this  provision  against  the 
protest  of  the  Republicans  had  to  run 
from  the  Restaurant  Union,  the  Bar 
Tenders  Union,  and  then  16  doctors 
from  the  city  of  New  York  issued  a  re¬ 
lease  that  this  was  an  unreasonable  pro¬ 
vision,  a  provision  which  their  own  party 
had  backed.  Then  we  changed  it,  and 
rightfully  so.  So  all  of  this  bill  has  not 
been  carefully  thought  out.  There  has 
been  pressure  in  many  cases.  For  that 
reason  unless  a  motion  to  recommit  by 
the  majority  side  is  approved,  I  am  cer¬ 
tainly  not  going  to  vote  for  the  bill, 
and  one  of  the  main  reasons  will  be  this 
withholding  provision. 

Mr.  KING  of  California.  Mr.  Chair¬ 
man,  I  yield  10  minutes  to  the  gentle¬ 
man  from  Missouri  [Mr.  KarstenI. 

(Mr.  KARSTEN  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  KARSTEN.  Mr.  Chairman,  I  am 
going  to  support  this  bill. 

Mr.  Chairman,  the  Revenue  Act  of 
1962  is  one  of  the  most  important  meas¬ 
ures  upon  which  we  shall  vote  during 
this  session  of  Congress.  Its  impact  upon 
our  economy  may  be  greater  than  any 
other  single  piece  of  legislation  that  has 
come  before  the  Congress  in  recent  years. 


In  its  strict  sense,  it  is  a  revenue  bill 
but  in  its  application  it  is  much  more 
than  that.  It  represents  an  effort  on 
the  part  of  the  administration  and  the 
Congress  to  encourage  the  moderniza¬ 
tion  of  American  productive  facilities  to 
make  them  more  competitive  in  expand¬ 
ing  world  trade  and  to  stimulate  our 
own  economic  growth.  To  accomplish 
these  broad  objectives  we  must  first  sub¬ 
stantially  increase  the  rate  of  capital 
equipment  investment  in  order  that  our 
industries  can  provide  themselves  with 
modern  tools  and  equipment.  I  know 
that  American  industry  can  successfully 
compete  with  any  nation  in  the  world 
if  we  will  but  make  the  effort  to  do  so. 

This  bill  is  the  instrument  by  which 
we  can  expand  the  economy  of  the 
United  States,  improve  our  competitive 
position,  and  open  up  new  export  outlets 
abroad. 

Our  economy  is  growing  but  it  must 
grow  at  a  faster  rate  during  the  decade 
ahead  if  it  is  to  expand  sufficiently  to 
attain  a  gross  national  product  of  some 
$800  billion,  and  to  provide  13  million 
new  jobs  by  1970.  A  large  part  of  the 
gross  national  product  will  depend  upon 
the  ability  of  American  industry  to 
make  its  products  competitive  with  prod¬ 
ucts  of  other  nations,  both  at  home  and 
abroad.  Equally  important  will  be  the 
labor  force  of  85  million  workers.  In 
short,  we  must  outproduce  and  outsell 
our  competitors  if  we  are  to  gain  any 
economic  ground  in  the  next  decade. 

To  accelerate  business  investment,  the 
bill  generally  provides,  in  section  2,  an 
allowance  against  income  tax  of  7  per¬ 
cent  of  the  cost  of  new  depreciable  prop¬ 
erty,  excluding  real  estate.  This  means 
principally  machinery  and  plant  equip¬ 
ment. 

Testimony  presented  to  the  committee 
shows  that  if  full  advantage  is  taken 
of  the  investment  credit  provisions  over 
the  next  year  it  will  represent  a  plant 
modernization  program  approximating 
$40  billion.  By  1970  we  .may  expect  a 
program  aggregating  almost  $60  billion 
which  will  mean  higher  income,  fuller 
employment  and  greater  use  of  Ameri¬ 
can  industrial  capacity. 

The  plant  modernization  program  is 
really  an  investment  in  the  future  of 
America. 

Tax  programs  as  a  business  incentive 
have  been  in  use  by  foreign  countries  for 
many  years.  This  has  resulted  in  many 
American  companies  locating  new  plants 
abroad,  where  they  have  been  able  to 
secure  the  benefit  of  so-called  foreign 
tax  havens. 

If  our  domestic  plant  modernization 
program  is  to  be  successful  we  must  also 
eliminate  these  foreign  tax -haven  incen¬ 
tives,  which  are  resulting  in  the  exporta¬ 
tion  of  American  industry  and  American 
jobs.  Section  13  of  the  bill  makes  sub¬ 
stantial  progress  in  discouraging  such 
practices  by  closing  the  tax  loopholes  on 
income  earned  abroad. 

These  two  sections,  section  2  to  en¬ 
courage  the  modernization  of  our  domes¬ 
tic  productive  capacity,  and  section  13 
to  discourage  the  exportation  of  Ameri¬ 
can  industry  abroad,  constitute  the 
major  premise  of  the  Revenue  Act  of 
1962. 


Furthermore,  even  though  the  allow¬ 
ance  of  the  7-percent  investment  incen¬ 
tive  tax  credit  will  result  in  a  revenue 
loss  of  an  estimated  $1,175  billion  in  a 
full  year  of  operation,  the  revenue-rais¬ 
ing  provisions  which  are  contained  in 
the  other  sections  of  the  bill  will  more 
than  offset  this  loss.  In  fact,  the  Treas¬ 
ury  Department  has  estimated  that  the 
overall  revenue  effect  of  this  bill  will 
result  in  a  net  revenue  gain  of  $120  mil¬ 
lion  to  the  Government  in  a  full  year  of 
operation.  In  addition,  the  revenue¬ 
raising  provisions  of  this  bill  will  pro¬ 
vide  greater  overall  equity  in  our  income 
tax  system  through  the  elimination  of  a 
number  of  loopholes  and  special  tax 
preferences  that  are  presently  contained 
in  our  tax  laws. 

In  addition  to  the  elimination  of  the 
foreign  tax  haven  incentives  referred  to 
previously,  the  bill  would  make  a  num¬ 
ber  of  changes  in  the  tax  treatment  of 
foreign  income  which  are  designed  to 
insure  that  such  income  bears  its  fair 
share  of  the  current  tax  burden. 

Another  revenue -raising  provision 
would  impose  stricter  limitations  on  al¬ 
lowance  of  income  tax  deductions  for 
business  entertainment  and  related  ex¬ 
penditures  by  requiring  a  more  proxi¬ 
mate  and  direct  relationship  between 
such  expenditures  and  the  active  con¬ 
duct  of  a  trade  or  a  business  than  is  re¬ 
quired  under  present  law.  This  pro¬ 
vision  is  designed  to  deal  with  the  widely 
publicized  and  flagrant  abuses  that  have 
developed  under  present  law  in  the  busi¬ 
ness  entertainment  expense  area.  It 
would  also  overrule  the  so-called  Cohan 
rule  of  present  law,  under  which  courts 
have  permitted  a  deduction  for  estimated 
amounts  of  business  entertainment  ex¬ 
penses  in  situations  in  which  there  was 
insufficient  evidence  to  establish  the 
actual  amounts  of  such  expenses.  Un¬ 
der  the  bill,  no  deduction  would  be  al¬ 
lowable  for  unsubstantiated  business  en¬ 
tertainment  expenses. 

The  bill  would  also  subject  mutual  in¬ 
surance  companies  to  a  revised  tax  for¬ 
mula  which  would  take  into  account  the 
underwriting  income  realized  by  such 
companies.  Under  present  law,  mutual 
insurance  companies  are  taxed  only  on 
their  investment  income,  whereas  com¬ 
peting  stock  insurance  companies  are 
taxed  on  both  their  underwriting  and 
investment  income.  Under  the  bill,  more 
equitable  tax  treatment  is  provided  for 
these  competing  forms  of  business  or¬ 
ganizations. 

Another  revenue -raising  provision 
would  close  a  loophole  that  exists  under 
present  law  which  effectively  permits 
the  conversion  of  ordinary  income  to 
capital  gains  in  circumstances  in  which 
property  which  has  been  subjected  to 
depreciation  is  sold  for  a  price  in  excess 
of  its  depreciated  cost.  Under  the  bill, 
any  excess  of  the  price  for  which  such 
property  is  sold  over  its  depreciated  cost, 
which  is  attributable  to  depreciation  de¬ 
ductions  taken  with  respect  to  the  prop¬ 
erty  after  December  31,  1961,  will  be 
treated  as  ordinary  income  rather  than 
as  capital  gain. 

In  the  area  of  the  tax  treatment  of 
cooperatives,  the  bill  would  provide  that 
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the  profits  realized  by  these  organizations 
will  be  taxed  currently,  either  to  the 
cooperative  or  to  its  member-patrons. 
This  treatment  is  in  accord  with  the 
intent  of  Congress  in  enacting  legislation 
on  this  subject  in  1951,  but  which  in¬ 
tent  was  thwarted  by  certain  court  deci¬ 
sions.  This  provision  of  the  bill  will  also 
go  far  toward  eliminating  the  competi¬ 
tive  inequities  that  exist  under  present 
law  between  cooperatives  and  competing 
forms  of  business  organizations. 

The  most  important  revenue -raising 
provision  contained  in  the  pending  bill 
is  the  one  that  will  institute  a  system 
of  withholding  a  tax  at  source  on  inter¬ 
est  and  dividends.  This  withholding  sys¬ 
tem  is  designed  to  insure  the  collection 
of  some  $600  million  of  taxes  on  these 
income  items  which  are  presently  due 
and  owing  to  the  Federal  Government, 
but  which,  through  negligence,  inadver¬ 
tence,  or  design,  are  not  being  reported 
by  some  taxpayers  on  their  tax  returns, 
and  with  respect  to  which  tax  is  not  be¬ 
ing  paid.  It  should  be  emphasized  that 
this  provision  is  in  no  sense  a  new  or 
additional  tax  but  is  merely  a  method  of 
collecting  taxes  that  are  imposed  by 
present  law.  In  order  to  minimize  the 
inconvenience  and  hardship  to  taxpay¬ 
ers,  however,  exemption  certificate  pro¬ 
cedures  that  are  provided  for  those  tax¬ 
payers  who  owe  no  current  taxes  and 
rapid,  quarterly  refund  procedures  are 
provided  for  taxpayers  with  respect  to 
whom  excess  tax  might  be  withheld. 

These  revenue-raising  sections,  as  well 
as  a  number  of  other  similar  provisions 
contained  in  the  bill,  will  provide  great¬ 
er  equity  in  our  income  tax  system  and 
the  revenue  gains  resulting  therefrom 
will  preclude  the  investment  incentive 
credit  from  resulting  in  any  overall  reve¬ 
nue  impact.  I  strongly  urge  my  col¬ 
leagues  in  the  House  to  vote  in  favor  of 
the  pending  bill. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  such  time  as  she  may  re¬ 
quire  to  the  gentlewoman  from  New 
Jersey  [Mrs.  Dwyer], 

(Mrs.  DWYER  asked  and  was  given 
permission  to  revise  and  extend  her  re¬ 
marks.) 

Mrs.  DWYER.  Mr.  Chairman,  the 
Revenue  Act  of  1962  as  reported  from 
the  Committee  on  Ways  and  Means  is,  in 
my  judgment,  a  bad  bill  and  I  intend 
to  vote  against  it  unless  appropriate 
amendments  are  adopted  or  a  motion  to 
recommit  the  bill  is  successful. 

It  is  a  bad  bill,  I  believe,  because  it  is 
discriminatory,  because  it  fails  to  cover  a 
number  of  the  most  glaring  loopholes  in 
our  tax  laws,  and  because  at  a  time  when 
a  balanced  budget  is  essential  this  bill 
will  almost  certainly  produce  a  signifi¬ 
cant  budget  deficit  in  fiscal  year  1963. 

It  is  important  to  emphasize,  Mr. 
Chairman,  that  a  vote  against  the  pend¬ 
ing  bill  would  not  be  a  matter  of  fiscal 
irresponsibility.  On  the  contrary,  it 
would  be  the  most  responsible  possible 
vote.  Members  of  Congress  are  some¬ 
times  accused  of  voting  for  expensive 
new  Federal  programs  and  then  refusing 
to  vote  for  the  revenue  measures  neces¬ 
sary  to  pay  for  them.  This  is  not  the 
case  with  the  pending  legislation.  The 
budget  for  fiscal  1963,  as  submitted  by 


the  President,  was  proposed  ,to  be 
balanced,  and  without  the  new  revenues 
specified  in  the  present  bill.  The  rev¬ 
enues  now  under  consideration  are  ear¬ 
marked,  in  effect,  to  pay  for  the  invest¬ 
ment  tax  credit  which  is  included  in  the 
same  bill.  In  other  words,  the  defeat  of 
the  bill  would  not  affect  the  budget  one 
way  or  another. 

Before  dealing  with  the  substance  of 
the  tax  bill,  there  is  another  considera¬ 
tion  I  believe  we  should  keep  in  mind.  It 
is  no  secret  that  a  great  many  Members 
on  both  sides  of  the  aisle  are  seriously 
disturbed  about  the  provisions  of  this 
bill,  either  in  whole  or  in  part.  To  save 
as  many  of  these  votes  as  possible,  it  is 
being  suggested  by  some  that  the  House 
ought  to  pass  the  bill  and  then  let  the 
Senate  delete  or  amend  the  questionable 
provisions.  This  argument  has  all  the 
earmarks  of  irresponsibility,  and  I  for 
one  cannot  accept  it.  Certainly,  we  in 
the  House  should  not  have  to  depend  on 
our  colleagues  in  the  Senate  to  correct 
our  mistakes.  Unless  we  are  satisfied 
that  this  is  the  best  bill  that  can  be  writ¬ 
ten,  we  should  return  it  to  the  Ways  and 
Means  Committee  with  instructions  to 
rewrite  the  bill  accordingly. 

The  greatest  inequity  in  the  bill,  Mr. 
Chairman,  is  the  impact  of  the  proposed 
withholding  scheme  for  income  from 
dividends  and  interest  on  the  millions 
of  Americans  who  have  a  savings  ac¬ 
count,  a  few  shares  of  stock,  or  an  in¬ 
surance  policy.  Despite  the  efforts  of 
the  committee  to  provide  for  quarterly 
refunds  where  a  person’s  tax  liability  is 
less  than  the  amounts  of  income  with¬ 
held,  the  proposed  plan  will  still  result 
in  a  great  deal  of  overwithholding.  And 
overwithholding,  by  its  very  definition, 
deprives  the  taxpayer  of  income  that 
belongs  to  him,  not  to  the  Government. 
Moreover,  the  procedures  required  to 
administer  this  withholding  plan  are 
necessarily  involved  and  will  introduce 
into  the  lives  of  taxpayers,  especially  the 
smaller  taxpayers,  a  new  flood  of  com¬ 
plicated  tax  forms,  exemption  certifi¬ 
cates,  refund  claims  and  the  like. 

For  these  reasons,  it  is  apparent,  I 
believe,  that  the  heaviest  burden  of  the 
withholding  plan  will  fall  on  those  per¬ 
sons  least  able  to  carry  it.  This  is  a 
complete  reversal  of  the  basis  on  which 
our  revenue  system  rests.  To  deprive 
people  who  need  every  cent  of  their  in¬ 
come,  especially  the  older  and  retired 
members  of  our  population,  of  any  part 
of  that  income  for  periods  of  a  month 
or  more  cannot  be  justified.  It  is  like¬ 
wise  unjustifiable  to  subject  people  un¬ 
necessarily  to  increasingly  complicated 
income  tax  returns,  especially  people  who 
cannot  afford  the  services  of  tax  account¬ 
ants  or  lawyers. 

I  share  the  concern  of  the  administra¬ 
tion  and  the  committee  at  the  substan¬ 
tial  loss  of  revenues  from  interest  and 
dividends  due  to  the  failure  of  many 
taxpayers  to  report  such  income.  I  can¬ 
not  believe,  however,  that  the  only 
alternative  to  these  losses  is  the  proposed 
withholding  system,  as  full  of  inequities 
and  other  objectionable  features  as  it  is. 
I  strongly  agree  with  the  minority  report 
on  the  bill  that  the  administration  should 
pursue  measures  already  initiated  in  an 


effort  to  increase  the  rate  of  compliance 
before  resorting  to  the  extreme  solution 
of  withholding.  The  use  of  information 
returns,  for  example,  would  be  a  simpler 
and  much  more  convenient  method  of 
obtaining  maximum  compliance,  espe¬ 
cially  since  many  people  who  do  not 
report  income  from  dividends  and  in¬ 
terest  fail  to  do  so  only  because  of 
ignorance  of  the  requirement. 

The  immediate  purpose  of  the  with¬ 
holding  provision  is,  of  course,  to  raise 
sufficient  new  revenue  to  help  pay  the 
cost  in  lost  revenues  of  the  proposed  new 
investment  credit.  There  is  an  unfortu¬ 
nate  irony  involved  in  this  arrangement. 
What  it  comes  down  to,  apparently,  is 
this:  a  highly  inequitable  revenue-rais¬ 
ing  procedure,  particularly  burdensome 
to  those  with  lower  incomes,  is  to  be  the 
means  of  providing  a  special  tax  wind¬ 
fall  or  bonanza  to  big  business — a  wind¬ 
fall  which  business  in  general  has  not 
asked  for. 

The  purpose  of  the  investment  credit — 
to  provide  an  incentive  for  economic 
growth  and  business  expansion,  an  ob¬ 
jective  universally  shared — can  be 
achieved  at  far  less  cost  to  the  taxpay- 
ex-s  and  without  requiring  costly  tax 
windfalls  by  substituting  for  the  tax 
credit  a  provision  allowing  for  increased 
depi-eciation  of  the  same  kind  of  busi¬ 
ness  assets.  Instead  of  tax  forgiveixess 
or  a  new  form  of  subsidy,  this  would  be 
tax  postponement.  It  would  also,  so  far 
as  I  can  determine,  be  a  more  effective 
and  longer  lasting  form  of  incentive  for 
business  growth.  And  it  would  accom¬ 
plish  this  without  requiring  the  imposi¬ 
tion  of  a  withholding  system,  since  its 
effect  on  the  budget  would  be  substan¬ 
tially  more  moderate  than  the  invest¬ 
ment  credit. 

Thei-e  seems  to  be  general  agreement 
on  all  sides,  Mr.  Chairman,  that  we 
should  use  the  tax  system  as  a  tool  to 
achieve  greater  economic  growth — to¬ 
gether  with  all  that  economic  growth 
means  in  tei’ms  of  higher  employment, 
a  stronger  competitive  position  in 
foreign  trade,  incx*eased  national  se¬ 
curity,  and  an  improved  balance-of- 
payments  position,  as  well  as  greater 
overall  prosperity  for  our  people. 

In  seeking  these  objectives,  however, 
we  should  use  discrimination  in  the 
means  we  choose.  We  should  make  cer¬ 
tain  that  in  helping  one  part  of  the 
country  we  are  not  hux-ting  another.  We 
should  avoid  forcing  one  group  of  our 
people  to  pay  for  the  prospei-ity  of  other 
groups.  And  we  should  take  care  not  to 
open  larger  loopholes  in  our  tax  laws 
when  we  purport  to  shut  existing  ones. 

In  my  judgment,  Mr.  Chainnan,  the 
pending  bill  fails  on  all  these  counts, 
and  for  that  reason  I  must  vote  to  re¬ 
commit  the  bill  or,  failing  that,  I  must 
vote  against  it  on  final  passage. 

Mr.  CURTIS  of  Missouri.  Mr.  Chair¬ 
man,  I  yield  3  minutes  to  the  gentleman 
from  New  York  [Mr.  Dooley]. 

Mr.  DOOLEY.  Mr.  Chairman,  I 
strongly  oppose  this  legislation. 

We  have  heard  many  good  arguments, 
fortified  by  statistics,  against  H.R.  10650, 
the  Revenue  Act  of  1962.  Most  of  these 
presentations  have  been  in  the  form  of 


4920 


CONGRESSIONAL  RECORD  —  HOU  5E 


March  28 


possible  national  effects  that  would  re¬ 
sult  with  enactment  of  this  bill. 

I  would  like  to  read  into  the  Record, 
however,  the  remarks  of  a  president  of  a 
savings  bank  located  in  my  district.  I 
think  they  will  add  greatly  to  the  current 
discussion.  The  writer  of  the  statement, 
Mr.  Danby  C.  Osborn,  is  not  only  one  of 
my  constituency’s  leading  citizens  but 
also  one  who  has  devoted  his  life  to 
building  a  savings  institution  which  has 
lent  strength  and  vitality  to  the  commu¬ 
nity  which  it  serves. 

Mr.  Osborn’s  letter  reads  as  follows: 

The  Home  Savings  Bank, 

White  Plains,  N.Y.,  March  27, 1962. 
Hon.  Edwin  B.  Dooley, 

Congress  of  the  United  States, 

House  of  Representatives, 

Washington,  D.C. 

Dear  Congressman  Dooley:  In  reply  to 
your  letter  of  February  6.  and  as  you  sug¬ 
gested  In  that  letter,  I  am  taking  the  liberty 
of  outlining  for  you  in  short  form  the  effects 
that  passage  of  the  new  tax  bill  would  have.-' 
on  the  Home  Savings  Bank  here  in  White  ' 
Plains,  if  passed. 

First,  my  desk  is  out  on  the  bank  floor  and 
I  have  many  opportunities  to  greet  and  talk 
with  the  customers  of  the  bank.  I  detect  a 
very  strong  resentment  on  the  part  of  many 
customers  as  to  possible  withholding.  One 
result  of  the  passage  of  the  withholding  pro¬ 
vision  would,  we  think,  temporarily  cause 
some  withdrawals  on  the  basis  of  psychologi¬ 
cal  reaction,  even  though  there  would  be  no 
point  in  people  doing  so.  As  far  as  the  bank 
itself  is  concerned,  this  represents  a  massive 
clerical  Job  making  the  banking  operation 
more  cumbersome  and  less  efficient,  in  addi¬ 
tion  to  more  expensive.  The  end  result  will 
be  that  the  customer  will  suffer  in  some  way, 
although  the  degree  cannot  be  measured.  It 
is  true  that  if  the  withholding  provision  is 
passed,  it  will  affect  all  financial  institutions 
equally,  therefore  there  is  no  disadvantage 
competitively. 

Second,  as  to  the  revised  schedule  in  the 
bill  to  increase  the  Federal  tax  on  mutual 
savings  banks  and  savings  and  loan  associa¬ 
tions,  a  short  form  summary  will  work  out 
as  follows :  The  deduction  of  3  percent  of  net 
new  real  estate  loans  to  be  allowed  as  a  free 
bad  debt  reserve  would  not  give  us  the  equiv¬ 
alent  deduction  available  under  the  alternate 
of  taking  60  percent  of  net  taxable  income. 

Our  net  taxable  income  for  the 

year  1962  is  projected  at _ $500,  000 

Less  60  percent _  300,  000 

Net  subject  to  tax _  200,  000 

Approximate  tax _ _ _ _ _  100,  000 

It  can  readily  be  determined  that  the  ef¬ 
fect  of  this  tax  proposal  will  deprive  the 
bank  of  approximately  20  percent  of  its  net 
retention  for  reserves.  The  bank  would 
therefore  be  20  percent  less  effective  in  its 
ability  to  set  aside  reserves  in  relation  to 
deposit  growth.  Instead  of  being  able  to 
support  deposit  growth  of  $6  million  ade¬ 
quately,  the  figure  would  be  reduced  to  ap¬ 
proximately  $4,800,000.  Growth  would  have 
to  be  arbitrarily  controlled  within  these  fig¬ 
ures  as  a  savings  bank  cannot  continuously 
take  on  new  growth  without  setting  aside 
adequate  reserves  for  the  protection  of  de¬ 
positors.  The  result  would  be  at  the  very 
least  about  $1,250,000  less  going  into  the 
mortgage  market  each  year.  This  figure 
probably  would  be  somewhat  larger  as  it 
would  be  natural  for  the  bank  to  seek  tax 
exempt  securities  up  to  a  certain  point,  there¬ 
fore  making  still  less  available  for  the  mort¬ 
gage  market. 

The  effect  of  this  bill  in  our  opinion  is 
directly  contrary  to  the  objectives  of  the 
administration  which  seeks  economic  growth 
in  the  country  to  keep  up  with  the  population 


growth.  Any  country  which  puts  the  dam¬ 
per  on  thrift  incentive  and  the  progress 
which  it  produces.  Is  performing  a  great  dis¬ 
service  to  the  public. 

Very  sincerely  yours, 

Danby  C.  Osborn, 

President. 

Mr.  MILLS.  Mr.  Chairman,  I  move 
that  the  Committee  do  now  rise. 

The  motion  was  agreed  to. 

Accordingly  the  Committee  rose,  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Roosevelt,  Chairman  of  the  Com¬ 
mittee  of  the  Whole  House  on  the  State 
of  the  Union,  reported  that  that  Com¬ 
mittee,  having  had  under  consideration 
the  bill  (H.R.  10650)  to  amend  the  In¬ 
ternal  Revenue  Code  of  1954  to  provide 
a  credit  for  investment  in  certain  de¬ 
preciable  property,  to  eliminate  certain 
defects  and  inequities,  and  for  other  pur¬ 
poses,  had  come  to  no  resolution  thereon. 


£ VENTY -FIFTH  ANNIVERSARY  OF 
IE  INTERSTATE  COMMERCE 

COMMISSION 

Mr!\jJPORRESTER.  Mr.  Speaker,  I 
ask  unanimous  consent  for  the  imme¬ 
diate  consideration  of  the  joint  resolu¬ 
tion  (H.J.^'Res.  441)  to  commemorate 
the  75th  anniversary  of  the  Interstate 
Commerce  Commission. 

The  Clerk  re^d  the  title  of  the  joint 
resolution. 

The  SPEAKElS)\  Is  there  objection  to 
the  request  of  gentleman  from 
Georgia? 

There  was  no  objection. 

The  Clerk  read  the  resolution,  as  fol¬ 
lows: 

Whereas  April  5,  1952,  is  tlik  seventy-fifth y 
anniversary  of  the  Interstate  Commerce 
Commission;  and 

Whereas  the  Interstate  Commerce  Co* 
mission  is  the  oldest  regulatory  agency  in 
the  United  States,  having  been  established 
by  the  Act  to  regulate  commerce  enacj^d  on 
February  4,  1887;  and 

Whereas  the  duties  and  responsibiiitiei\pf 
the  Interstate  Commerce  Commission  hav 
been  expanded  throughout  the  past  seventy- 
five  years  so  that  its  activities  ini' regulating 
the  transportation  industry  now  affect  the 
life  of  every  citizen  of  the  tjnited  States: 
Therefore  be  it 

Resolved  by  the  Senate  /and  House  of 
Representatives  of  the  United  States  of 
America  in  Congress  assembled.  That  the 
President  of  the  United  Slates  is  authorized 
and  requested  to  issue  f.  proclamation  des¬ 
ignating  the  5th  day  pi  April  1962  as  In¬ 
terstate  Commerce  Commission  Day,  for  the 
purpose  of  commemorating  the  seventy- 
fifth  anniversary  qf  the  Interstate  Com¬ 
merce  Commissions 

The  joint  resolution  was  ordered  to 
be  engrossed  and  read  a  third  time,  was 
read  the  third  time  and  passed,  and  a 
motion  to  Reconsider  was  laid  on  the 
table. 


PERSONAL  ANNOUNCEMENT 

(Mr.  CLEM  MILLER  asked  and  was 
given  permission  to  extend  his  remarks/ 
at  this  point  in  the  Record.) 

Mr.  CLEM  MILLER.  Mr.  Speakafr, 
during  the  last  few  days  there  has  b/en 
a  flurry  of  statements,  speeches.  And 
press  releases  concerning  a  book  failed 
‘The  Liberal  Papers.” 

It  has  been  alleged  that  this  tfook  or 
these  papers  were  sponsored,  proposed, 
supported,  produced,  or  published  by 
certain  Members  of  this  body — appar¬ 
ently  because  these  Members  of  Con¬ 
gress  are  further  alleged  to pe  or  to  have 
been  members  of  the  liberal  project. 

Since  the  matter  has  aeen  raised  on 
the  floor  of  the  Housaf  it  now  seems 
proper  for  me  to  comment  here. 

A  Republican  National  Committee 
press  release  dated/  March  20,  1962, 
t  stated  that  the  libe/al  project  is  or  was 
'  sponsored  by  35  Democrats,  all  present 
or  former  Members  of  the  House  of  Rep¬ 
resentatives.  ffTais  same  press  release 
also  included  the  following  correction: 

Press  reports  /used  as  source  material  for 
Republican  N/tional  Committee  comment 
on  "The  Liberal  Papers”  erroneously  named 
Representative  George  P.  Miller,  Democrat, 
California,  As  one  of  the  sponsors.  It  is 
now  unde/stood  that  Representative  Clem 
Miller,  Democrat,  California,  was  the  per¬ 
son  wh^hi  the  press  dispatches  meant  to 
name. 

We  /beeply  regret  any  Injustice  done  to 
Representative  George  P.  Miller. 

isofar  as  any  press  release  or  any 
pp6ss  report  meant  to  name  me,  it  was 
me  without  my  knowledge  or  authority. 
If  I  had  been  informed  it  would  have 
'been  repudiated. 

I  am  not  and  never  was  a  member  of 
any  liberal  project.  I  do  not  and  never 
did  sponsor,  propose,  or  support  the 
book,  ‘‘The  Liberal  Papers,”  or  these 
papers  separately,  or  the  views  ex¬ 
pressed  by  their  authors.  I  have  had 
nothing  to  do  with  producing  or  pub¬ 
lishing  the  book  or  the  papers. 

Although  I  have  not  read  the  book  or 
^the  papers,  I  personally  disagree  with 
id  do  not  and  never  did  endorse  the 
viWs  or  proposals  which  they  express, 
as  fchey  have  been  reported  by  the  press 
and  Vs  stated  in  the  various  press  re- 
leasesVn  this  subject. 


HOUR  A>F  MEETING  TOMORROW 

Mr.  /ALBERT.  Mr.  Speaker,  I  ask 
unanimous  consent  that  when  the 
HousA  adjourns  today  it  adjourn  to  meet 
at  l/l  o’clock  tomorrow. 

’he  SPEAKER.  Is  there  objection  to 
Die  request  of  the  gentleman  from  Ok¬ 
lahoma? 

There  was  no  objection. 


THE.  DEAD  SEA  SCROLLS 

(Mr.  MATTHEWS  asked  and  was 
given  permission  to  extend  his  remarks 
at  this  point  a^d  include  a  talk  by  Mr. 
Libonati.) 

Mr.  MATTHEWS.  Mr.  Speaker,  each 
Thursday  morning  \  number  of  us  meet 
for  an  hour’s  discussion  of  religion  and 
for  spiritual  fellowship*,  to  help  us  meet 
the  problems  of  the  dayv.  At  one  of  our 
meetings  several  weeks  ago,  our  able  col¬ 
league,  Hon.  Roland  V.  Libonati,  Repre¬ 
sentative  from  Illinois,  gave*,  a  splendid 
talk  on  the  discovery  of  ancient  Hebrew 
manuscripts  known  as  the  Dead  Sea 
Scrolls  in  a  cave  in  the  desert  ofvJudea. 
This  talk  was  so  well  received  by  our 
group  that  I  know  it  will  be  of  interest 
to  all  earnest  students  of  religion.  1 1 
therefore,  happy  to  enclose  a  copy 
this  scholarly  and  inspiring  address  bjl 
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HIGHLIGHTS:  House  subcommittee  voted'to  report  REX  and  FHA  section  of  farm  bill. 
Vmse  passed  tax  bill.  House  committee  reported  Yoih:h  Conservation  Corps  bill. 

Senate  passed  Treasury-Post  Office/Executive  Office  appropriation  bill.  Both  Houses 
received  President's  reorganization  plan  on  science  anXtechn°l°§y  functions. 

SENATE 

1.  TREASURY-POST  OFFICE -EXECUTIVE  OFFICE  APPROPRIATION  BILL,  l$62.  Passed  as  re¬ 

ported  this  bill,  H.  R\  10526.  Conferees  were  appointed.  \np.  5023-33)  This 
bill  includes  appropriations  for  the  Bureau  of  the  Budget,  C^ncil  of  Economic 
Advisers,  and  Advisory  Commission  on  Intergovernmental  Relations. 

2.  SCIENCE;  RESEARCH^  Both  Houses  received  the  President's  Reorganization  Plan  No. 

2  providing  tor  certain  reorganizations  in  the  field  of  science  ana\technology 
(H.  Doc.  372)/ (pp.  502i-2,  5003-4).  The  Plan  provides  for  the  establishment  of 
an  Office  or  Science  and  Technology  within  the  Executive  Office  of  the\President , 
the  appointment  of  a  director  of  the  Office  by  the  President  with  the  advice  and 
consent  pi  the  Senate,  and  the  transfer  to  the  Director  of  certain  functions  of 
the  Nat/onal  Science  Foundation. 

3.  TARIFFS.  The  Finance  Committee  voted  to  report  (but  did  not  actually  report) 
without  amendment  H.  R.  10607,  to  amend  the  Tariff  Act  of  1930  so  as  to  provide^ 


for  the  adoption  and  implementation  of  revised  tariff  schedules  proposed  by 
le  Tariff  Commission  and  to  make  certain  amendments  in  existing  law  necesj 
t^ed  by  the  adoption  of  such  revised  schedules,  p.  D224 


4. 


PUBLIC\LANDS.  The  Public  Lands  Subcommittee  ot  the  Interior  and  Insu^rfc  Affai: 
Committee  approved  for  full  committee  consideration  S.  1485,  to  authorize  the 
Secretary*  of  the  Interior  to  sell  certain  unsurveyed  public  lands ^along  the 
Snake  Rivet  in  Idaho,  p.  D224 


5.  DAIRY  INDUSTRY^  Sen.  Morse  inserted  a  letter  and  resolution  fc^orn  the  Malheur 
County  (Ore.)  Psurm  Bureau  opposing  the  dairy  provisions  of /tne  proposed  farm 
bill.  pp.  505 1-, 


6.  APPROPRIATIONS.  Received  from  this  Department  a  report/of  an  overobligation  o: 
an  allotment,  p.  502^  7 


7.  FORESTRY.  Received  from  ^his  Department  a  proposed  bill  to  add  certain  land- 
utilization  project  lands to  the  Pike  National  JForest  in  Colorado  and  the  Can 
National  Forest  and  the  Sanra  Fe  National  Forest  in  New  Mexico;  to  Agricultun 
and  Forestry  Committee,  p.  5&22 


8.  SALINE  WATER.  Received  from  Interior  a  rdport  on  the  saline  water  program  for 
1961.  p.  5022  x  7 


9.  NOMINATIONS.  Confirmed  the  nominations  of  Jennings  B.  Fuller  and  William  T. 
Steele  to  be  members  of  the  Federal  Farm  Credit  Board,  FGA.  p.  5023 


10.  SOII,  CONSERVATION.  Agreed  to  without  amendment  Sf  Con.  Res.  62,  commemorating 
the  25th  anniversary  of  the  Establishment  o\  soil  conservation  districts, 
p.  5039 


11.  FEDERAL  EXPENDITURES.  SEn.  Wiley  spoke  in  favor  Of  his  proposal  to  provide  foi 
"the  creation  of  a  permanent  Hoover-type  Commission  to  keep  a  watchful  eye  on 
Federal  spending."  /pp.  5050-1 


12.  PERSONNEL.  Passe/T  over,  at  the  request  of  Sen.  Carlson\  S.  919,  to  amend  the 
Hatch  Political Activities  Act  so  as  to  eliminate  the  requirement  that  the  K 
Civil  Service/ Commission  impose  no  penalty  less  than  90  dkys  suspension  for 
certain  violations,  p.  5038 


13.  EDUCATION';  Sen.  Morse  inserted  the  transcript  of  his  TV  debate\with  Sen.  Towe 


"What yohould  Be  the  Role  of  the  Federal  Government  in  Education?  V  pp.  5052-4 


14.  ADJOURNED  until  Mon. ,  Apr.  2.  p.  5054 


HOUSE 


FARM  PROGRAM.  The  "Daily  Digest"  states  that  the  Subcommittee  on  Conservation 
and  Credit  of, the  Agriculture  Committee  'ordered  reported  favorably  to  the'fu] 
committee  title  V  (amended)  (REA  and  Farmers  Home  Administration)  of  H.  R. 
10010,  the  general  farm  bill."  p.  D226 


16.  TAXATION.  By  a  vote  of  219  to  196,  passed  with  amendments  H.  R.  10650,  the 
proposed  Revenue  Act  of  1962,  including  revisions  in  tax  provisions  relative 
to  cooperatives  (see  Digest  38  for  items  of  interest),  pp.  4941-97 
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The  House  met  at  ft.  o’clock  a.m. 

The  Chaplain,  Rev.  Bernard  Braskamp, 
D.D.,  offered  the  following  prayer: 

Matthew  9:  36:  When  ws^saw  the  mul¬ 
titudes,  He  was  moved  witrt\compassion 
on  them. 

Most  merciful  and  gracious\God,  we 
humbly  acknowledge  that  we  arb. living 
in  days  when  multitudes  are  baffled  and 
bewildered,  feeling  that  something  with¬ 
in  the  heart  of  humanity  has  gone  ter¬ 
ribly  and  tragically  wrong. 

Inspire  the  God  fearing  everywhere  to 
declare  plainly  by  character  and  conduct 
that  their  faith  in  Thee  is  active  and 
alert  although  too  great  for  their  grop¬ 
ing  minds  to  fully  explain  and  express 
in  formula  and  creed. 

Grant  that  we  may  possess  a  victorious 
faith  which  fulfills  itself  in  faithfulness 
and  is  manifested  in  an  unswerving  loy¬ 
alty  to  that  which  is  noble  and  true. 

Give  us  a  greater  concern  and  com¬ 
passion  for  all  mankind  and  may  we 
never  forsake  the  weary  and  lonely  who 
have  fallen  under  some  heavy  burden 
which  we  might  have  lifted. 

Hear  us  in  His  name  who  looked  upon 
the  multitude  with  compassion.  Amen. 


THE  JOURNAL 

The  Journal  of  the  proceedings  of  yes¬ 
terday  was  read  and  approved. 


the  Secretary  of  Agriculture  to  convey  to  the 
State  of  Wyoming  for  agricultural  purposes 
certain  real,  property  in  Sweetwater  County, 
Wyo.; 

H.R.  7666.  An  act  to  amend  section  17(a) 
of  the  Revised  Organic  Act  of  the  Virgin 
Islands  pertaining  to  the  salary  of  the  gov¬ 
ernment  comptroller;  and 

H.R.  8723.  An  act  to  amend  the  Welfare 
and  Pension  Plans  Disclosure  Act  with  re¬ 
spect  to  the  method  of  enforcement  and  to 
provide  certain  additional  sanctions,  and  for 
other  purposes. 

On  March  22, 1962 : 

.H.R.  5143.  An  act  to  amend  section  801  of 
tirfc  act  entitled  “An  act  to  establish  a  code 
of  raw  for  the  District  of  Columbia,”  apj 
proveH.March  3, 1901. 


MESSAGE  FROM  THE  PRESIDENT 

A  message  in  writing  from  the  Presi-y 
dent  of  the  United  States  was  commurn* 
cated  to  the  House  by  Mr.  Ratchfora, 
one  of  his  secretaries,  who  also  informed 
the  House  that  on  the  following^  dates 
the  President  approved  and  signed  bills 
of  the  House  of  the  following/titles: 

On  March  13,  1962: 

H.R.  10050.  An  act  to  provide  for  a  further 
temporary  increase  in  the  .public  debt  limit 
set  forth  in  the  Second  Liberty  Bond  Act. 

On  March  16,  196 yr. 

H.R.  7855.  An  act  granting  the  consent  of 
Congress  to  an  amendment  to  a  compact 
ratified  by  the  States  of  Louisiana  and  Texas 
and  relating  tythe  waters  of  the  Sabine 
River. 

On  M^fch  20, 1962 : 

H.R.  299J r  An  act  to  confer  Jurisdiction 
upon  th^r  Court  of  Claims  to  determine  the 
claim  against  the  United  States  of  Amis  Con- 
stru9*lon  Co.  and  San  Ore  Construction  Co.; 
t.  3879.  An  act  to  authorize  and  direct 


COMMITTEE  ON  APPROPRIATIONS 

MryTHOMAS.  Mr.  Speaker,  Y.  ask 
unanimous  consent  that  the  Committee 
oiyAppropriations  may  have  until  miHr 
ight  Friday  to  file  a  report  on  the  secA 
ond  supplemental  appropriation  bill  for 
1962. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Texas? 

There  was  no  objection. 

Mr.  BOW  reserved  all  points  of  order 
against  the  bill. 


HON.  DAVID  J.  ARNOLD 

Mr.  FLYNT.  Mr.  Speaker,  early  this 
morning  I  received  the  sad  news  of  the 
death  of  an  outstanding  Georgian  and 
a  warm  personal  friend  of  mine,  the 
Honorable  David  J.  Arnold,  of  Griffin, 
Ga. 

Mr.  Arnold  was  a  prominent  business¬ 
man,  banker,  a  former  chairman  of  the 
Fourth  District  Democratic  Executive 
Committee,  and  a  former  member  of 


both  houses  of  the  General  Assembly  of 
Georgia. 

Mr.  Speaker,  I  ask /*fhanimous  consent 
to  include  in  the  Appendix  of  the  Record 
today  further  remarks  pertaining  to  Mr. 
Arnold. 

[The  matted  referred  to  appears  in  the 
Appendix  ofioday’s  Record.] 


MESSAGE  FROM  THE  SENATE 

A  messagX  from  the  Senate  by  Mr. 
McGown,  one>of  its  clerks^/announced 
that  the  Senatexiad  passed  a  joint  res¬ 
olution  of  the  fohowing/Citle,  in  which 
the  concurrence  oft  $Ke  House  is  re¬ 
quested  : 

S.J.  Res.  171.  Joint^esoiytion  providing  for 
the  establishing  af  the  former  dwelling 
house  of  Alexander  Hamiltoftas  a  national 
memorial. 


'CALL  OF  THE  HOUSE 

f.  GROSS.  Mr.  Speaker,  I  make  the 
pofnt  of  order  that  a  quorum  is  not 
Present. 

The  SPEAKER.  Evidently  a  quorum 
is  not  present. 

Mr.  ALBERT.  Mr.  Speaker,  I  move  a 
call  of  the  House. 

A  call  of  the  House  was  ordered. 

The  Clerk  called  the  roll,  and  the  fol¬ 
lowing  Members  failed  to  answer  to  their 
names : 

[Roll  No.  49] 

Anderson,  Ill.  DingeU  Shelley 

Andrews  Fascell  Sheppard 

Ashley  Hoffman,  Mich.  Short 

Bates  Norrell  Smith,  Miss. 

Bennett,  Mich.  Nygaard  Spence 

Blatnik  O’Hara,  Mich.  Steed 

Blitch  Powell  Stubblefield 

Brooks  Rains  Teague,  Tex. 

Celler  Reuss  Tollefson 

Clark  Roberts,  Ala.  Tupper 

Colmer  Scherer  Vinson 

Dawson  Scott  Walter 

Dent  Selden  Wilson,  Ind. 

The  SPEAKER.  On  this  rollcall  395 
Members  have  answered  to  their  names, 
a  quorum. 

By  unanimous  consent,  further  pro¬ 
ceedings  under  the  call  were  dispensed 
wic 


MINORITY  VIEWS 

Mr.  MCCULLOCH.  Mr.  Speaker,  I 
ask  unanimous  consent  that  the  minor¬ 
ity  members  af  the  Select  Committee  on 
Small  Businesftbe  permitted  to  file  mi¬ 
nority  views  to  accompany  House  Report 
No.  1471  and  thatftuch  views  be  printed 
as  part  II  of  such  report. 

The  SPEAKER.  I  sphere  objection  to 
the  request  of  the  gentleman  from 
Ohio? 

There  was  no  objection. 


REVENUE  ACT  OF  1962 

Mr.  MILLS.  Mr.  Speaker,  I  move 
that  the  House  resolve  itself  into  the 
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Committee  of  the  Whole  House  on  the 
State  of  the  Union  for  the  further  con¬ 
sideration  of  the  bill  (H.R.  10650)  to 
amend  the  Internal  Revenue  Code  of 
1954  to  provide  a  credit  for  investment 
in  certain  depreciable  property,  to  elim¬ 
inate  certain  defects  and  inequities,  and 
for  other  purposes. 

The  motion  was  agreed  to. 

Accordingly  the  House  resolved  itself 
into  the  Committee  of  the  Whole  House 
on  the  State  of  the  Union  for  the  further 
consideration  of  the  bill  H.R.  10650,  with 
Mr.  Roosevelt  in  the  chair. 

-  The  Clerk  read  the  title  of  the  bill. 

The  CHAIRMAN.  When  the  Commit¬ 
tee  rose  on  yesterday  the  gentleman 
from  Arkansas  [Mr.  Mills]  had  2  hours 
and  11  minutes  remaining;  the  gentle¬ 
man  from  Illinois  [Mr.  Mason]  had  2 
hours  and  15  minutes  remaining. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  1 
minute  to  the  gentleman  from  Louisiana 
[Mr.  Hebert]  and  ask  unanimous  con¬ 
sent  that  he  may  proceed  out  of  order. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Arkansas? 

There  was  no  objection. 

Mr.  HEBERT.  Mr.  Chairman,  as  will 
be  recalled,  on  last  Wednesday  this  Com¬ 
mittee  considered  a  bill  which  authorized 
proceeding  with  the  so-called  RS-70 
which  was  recommended  by  the  Com¬ 
mittee  on  Armed  Services  under  the  di¬ 
rection  of  its  distinguished  chairman, 
the  gentleman  from  Georgia  [Mr.  Vin¬ 
son],  He  and  the  Armed  Services  Com¬ 
mittee  received  a  vote  of  confidence  in 
this  House  by  a  vote  of  403  to  0  to  pro¬ 
ceed  with  the  RS-70. 

This  action  of  the  chairman  of  the 
Committee  on  Armed  Services  of  the 
House  was  based  on  an  interchange  of 
letters  from  President  Kennedy  and 
Secretary  of  Defense  McNamara  assur¬ 
ing  the  committee  a  new  study  would 
be  made  of  the  proposed  program  of  the 
RS-70. 

Subsequent  to  that  action  there  ap¬ 
peared  in  the  press  of  the  Nation  a  state¬ 
ment  from  a  so-called  high  spokesman 
of  the  Department  of  Defense  who  said, 
in  effect,  that  the  exchange  of  letters 
meant  nothing;  that  nothing  new  was 
promised,  and  that  the  same  program 
would  continue  in  effect.  This  state¬ 
ment  caused  considerable  confusion  and 
misunderstanding. 

I  think  it  important  to  bring  to  the 
attention  of  the  House  at  this  time, 
in  view  of  that  vote  and  in  view  of  the 
conflicting  statement,  a  statement  re¬ 
leased  at  10:30  this  morning  by  Mr.  Mc¬ 
Namara,  Secretary  of  Defense.  This  is  a 
most  important  statement,  and  I  ask  your 
indulgence  to  pay  very  close  attention 
to  it. 

I  now  read  the  complete  text  of  the 
statement  issued  a  few  hours  ago  by 
Secretary  of  Defense  McNamara: 

I  am  disturbed  by  reports  that  the  study 
of  the  proposed  RS-70  weapons  system 
which  I  pledged  in  my  letter  of  March  20 
to  Chairman  Vinson,  is  being  handled  in  a 
routine  fashion. 

The  Air  Force  is  carrying  out  the  study 
at  my  request.  It  prepared  the  instructions 
for  the  study  on  March  20  and  issued  them 
on  March  21.  The  study  is  being  carried  out 
by  an  Air  Force  military-civilian  team  under 


the  direction  of  the  Under  Secretary,  Dr. 
Joseph  Charyk.  Maj.  Gen.  David  Burchinal, 
Director  of  Plans,  has  been  assigned  the  re¬ 
sponsibility  for  studying  the  operational  uses 
of  the  system.  Gen.  Bernard  Schriever,  com¬ 
mander  of  the  Air  Force  Systems  Command, 
will  be  responsible  for  preparing  detailed 
analyses  of  alternative  development  plans, 
including  plans  for  the  integration  of  re¬ 
connaissance  strike  components  into  the  air¬ 
craft,  for  flight  test  of  the  completed  systems, 
and  for  possible  flights  of  test  aircraft  be¬ 
yond  the  three  presently  authorized.  Work¬ 
ing  with  General  Schriever  and  General  Bur¬ 
chinal  on  the  state  of  technical  development 
of  the  important  components  of  the  system, 
including  the  sideview  radar,  data  processing 
and  display  systems,  is  the  Assistant  Secre¬ 
tary  of  the  Air  Force  for  Research  and  Devel¬ 
opment,  Dr.  Brockway  McMillan.  Dr.  Mc¬ 
Millan  will  be  assisted  by  a  team  of  experts 
from  Wright  Field. 

More  than  10  different  contractors  are 
scheduled  to  assist  the  Air  Force  in  the  re¬ 
study  of  the  program  over  the  next  several 
weeks. 

Members  of  the  Committee,  I  submit 
this  answers  in  full  the  position  of  the 
Department  of  Defense  and  of  Mr.  Mc¬ 
Namara,  whom  I  congratulate  on  this 
statement,  which  fortifies  the  position  of 
the  House  and  that  of  Chairman  Vinson 
and  the  Committee  on  Armed  Services  in 
the  procedure  which  was  adopted. 

There  are  many  who  have  misinter¬ 
preted  and  distorted  exactly  what  the 
situation  was  following  the  conference 
between  President  Kennedy,  Secretary 
McNamara,  and  Mr.  Vinson.  It  has 
been  baldly  misrepresented  by  some  re¬ 
porters  and  commentators  that  Mr. 
Vinson  and  the  Committee  on  Armed 
Services  had  capitulated  because  it,  in  its 
wisdom,  had  substituted  the  word  “au¬ 
thorize”  for  “direct.”  The  statement 
made  by  the  so-called  high  spokesman 
in  the  Office  of  Defense  gave  strength  to 
this  inaccurate  presentation.  It  was  a 
gratuitous  slap  not  only  at  Mr.  Vinson 
and  the  Committee  on  Armed  Services 
but  at  the  entire  House  of  Representa¬ 
tives  which  had  voted  403-0  to  support 
Mr.  Vinson  and  his  committee. 

Surely  a  rose  by  any  other  name  is 
still  a  rose  and  smells  just  as  sweet. 
Just  as  positive  are  the  real  and  true 
facts  surrounding  the  now  famous  stroll 
in  the  White  House  rose  garden  by  Pres¬ 
ident  Kennedy  and  Mr.  Vinson.  No 
matter  how  distorted  and  misrepre¬ 
sented  the  facts  have  been  they  are  still 
the  facts  and  Secretary  McNamara,  by 
his  statement,  has  substantiated  these 
facts  as  presented  to  this  body  last  Wed¬ 
nesday.  Facts  are  facts  even  distorted 
by  misrepresentation. 

And  if  I  may  be  permitted  to  para¬ 
phrase  some  remarks  of  Mr.  Vinson  to 
the  Committee  on  Armed  Services :  “The 
only  smell  is  the  sweet  fragrance  of  the 
rose  garden  and  Secretary  McNamara’s 
statement  takes  care  of  that. 

Mr.  Vinson  has  not  capitulated,  the 
Committee  on  Armed  Services  has  not 
capitulated,  the  House  of  Representa¬ 
tives  has  not  capitulated,  and  Secretary 
McNamara  boldly  and  firmly  stands  be¬ 
hind  his  agreement  to  take  a  new  look 
at  the  RS-70  program  and  if  found 
feasible  to  proceed  with  its  production 
as  authorized. 

I  hope  this  sets  and  keeps  the  record 
straight. 


Mr.  MILLS.  Mr.  Chairman,  I  yield  15 
minutes  to  the  gentleman  from  Louisiana 
[Mr.  Boggs]  . 

Mr.  BOGGS.  Mr.  Chairman,  the 
Committee  on  yesterday  consumed  about 
half  of  the  time  allocated  for  general 
debate,  and  at  about  4  o’clock  this  after¬ 
noon  we  will  cast,  in  my  opinion,  two 
of  the  most  important  votes  that  we 
will  be  called  upon  to  cast  in  the  87th 
Congress,  if  not  in  the  postwar  history 
of  the  United  States  of  America. 

The  vote  will  come,  first,  as  I  under¬ 
stand,  on  a  motion  to  recommit  to  be 
offered  by  a  distinguished  member  of  the 
minority  of  the  Committee  on  Ways  and 
Means,  and  in  the  time  allotted  to  me 
I  will  seek  to  analyze,  as  best  I  can,  the 
proposals  which  have  been  brought  to 
our  attention  that  will  be  in  the  motion 
to  recommit. 

We  have  been  informed  that  that  mo¬ 
tion  will  include  two  items:  No.  1,  a 
straight  striking  of  the  investment 
credit  without  any  substitution  therefor ; 
and  No.  2,  a  straight  striking  of  the 
withholding  provisions  without  any  sub¬ 
stitution  therefor.  There  may  or  there 
may  not  be  other  provisions  in  the  mo¬ 
tion  to  recommit,  but  I  am  informed — 
and  I  may  be  presuming  because  the 
minority  at  any  time  may  change  its 
mind — that  these  will  be  the  elements 
in  the  motion. 

Mr.  Chairman,  let  us  try  to  analyze 
what  is  involved  here.  There  has  been 
discussion  in  the  business  community  as 
to  whether  or  not  we  should  substitute 
for  the  tax  incentive,  for  the  investment 
credit,  what  is  called  a  fast  writeoff,  fast 
depreciation.  Some  segments  of  the 
business  community  have  said  that  they 
would  prefer  that  approach. 

There  has  been  some  discussion  in  the 
business  community  in  which  some  busi¬ 
nessmen  have  expressed  a  preference  for 
so-called  fast  writeoff,  or  fast  deprecia¬ 
tion.  As  far  as  I  know  there  has  been 
no  element  in  the  business  community 
which  has  taken  the  position  that  they 
need  nothing. 

Mr.  Chairman,  here  in  the  year  of  our 
Lord  1962,  with  a  growing  competitive 
free  enterprise,  modernized  industrial 
plants  in  the  Common  Market  countries 
of  Europe  and  in  Japan  in  the  Far  East, 
I  know  of  no  one  in  the  business  commu¬ 
nity  who  does  not  maintain  that  we  need 
stimulation  for  new  investment  in  the 
United  States  of  America  at  this  time. 

Mr.  Chairman,  the  motion  to  recom¬ 
mit  does  not  substitute  anything  for  the 
provisions  which  we  in  the  committee 
have  submitted  for  consideration  to  this 
House.  The  committee  looked  at  great 
length  to  the  suggestions  about  a  fast 
writeoff.  The  committee  came  to  the 
conclusion  that  under  existing  legisla¬ 
tion,  wherever  a  given  industry  could 
present  a  case  in  which  they  showed 
that,  because  of  obsolescence  related  to 
automation  or  because  of  any  number 
of  other  economic  factors,  a  more  rapid 
depreciation  rate  was  justified,  then  un¬ 
der  existing  law  the  Treasury  Depart¬ 
ment  can  prescribe  regulations  therefor 
right  now  without  changing  a  sentence 
in  the  law  as  it  stands. 

Mr.  WILLIS.  Mr.  Chairman,  will  the 
gentleman  yield? 


1962 


CONGRESSIONAL  RECORD  —  HOUSE 


4943 


Mr.  BOGGS.  I  will  be  glad  to  yield 
to  the  gentleman  from  Louisiana. 

Mr.  WILLIS.  Do  I  understand  that 
the  investment  credit  which  the  gentle¬ 
man  is  now  talking  about  is  not  a  sub¬ 
stitute  for  the  normal  depreciation  under 
our  laws,  but  is  in  addition  thereto? 

Mr.  BOGGS.  The  answer  is  “Yes”; 
most  assuredly  yes. 

Mr.  Chairman,  to  carry  on  the  line  of 
thought  for  just  one  moment,  in  the  case 
of  the  great  textile  industry  which  has 
maintained,  and  I  think  with  consider¬ 
able  justification,  that  it  has  been  sub¬ 
jected  to  intense  import  competition, 
that  industry  is  now  operating  all  over 
our  country,  both  in  New  England  and 
in  the  Southeast,  with  new  deprecia¬ 
tion  schedules  which  are  on  the  books 
which  reflect  a  realistic  life.  But  more 
is  needed. 

But,  I  say,  Mr.  Chairman,  that  this 
recommital  which  we  will  have  says  that 
business  does  not  need  anything  more. 
Now,  frankly,  I  must  say  that  I  confess 
some  surprise  about  this  approach  com¬ 
ing  from  this  side  of  the  aisle. 

Many  of  us  on  our  side  of  the  aisle 
have  been  confronted  in  political  forums 
and  the  other  areas  of  public  expression 
with  the  charge  that  our  party  has  been 
unfriendly  to  business,  that  we  have  not 
been  sympathetic  to  the  need  for  in¬ 
vestment,  that  we  do  not  understand  the 
requirements  of  capital,  that  we  do  not 
know  how  much  it  takes  to  invest  to 
provide  for  just  one  employee,  that  we 
are  not  aware  of  this  great  trend  of 
foreign  competition,  that  seeing  Ameri¬ 
can  industry  pricing  itself  out  of  the 
world  market  we  are  unwilling  to  do 
anything  about  it. 

One  would  think  after  hearing  these 
expressions,  all  of  which  are  subject  to 
rather  careful  scrutiny,  that  maybe  our 
side  of  the  aisle  would  be  opposing  the 
investment  tax  credit  and  this  side  of 
the  aisle  would  have  proposed  it.  As  a 
matter  of  fact,  it  really  is  incompre¬ 
hensible  how  the  great  Republican 
Party,  which  has  declared  repeatedly 
that  it  is  the  party  of  business  and  free 
enterprise,  should  be  completely  opposed 
to  this  proposal  in  the  light  of  the  mod¬ 
ern  conditions. 

Let  us  look  at  some  of  the  conditions 
confronting  industry.  Let  us  try  to  as¬ 
certain  as  best  we  can  why  industry 
needs  some  provision  at  this  time. 

First,  our  population  is  growing  at  a 
phenomenal  rate.  We  read  about  the 
so-called  population  explosion  in  Asia 
and  Africa  and  Latin  America  and  else¬ 
where  in  the  world,  but  believe  me,  there 
is  a  population  explosion  in  the  United 
States.  The  population  of  my  State  of 
Louisiana  is  4  million  or  thereabouts, 
maybe  a  little  more  or  a  little  less.  In 
the  course  of  12  months  we  add  to  the 
United  States  of  America  a  brandnew 
State  the  size  of  Louisiana  in  popula¬ 
tion,  about  5  million  in  12  months.  This 
means  that  by  graduation  from  high 
schools  and  colleges  and  training  schools 
and  other  preparatory  institutions  it  is 
incumbent  upon  our  Congress  to  pro¬ 
vide  assurance  that  the  economy  will 
provide  well  over  a  million  new  jobs  per 
annum  for  new  people  entering  the  labor 
market. 


In  addition  to  this,  this  challenge 
comes  at  a  time  when  we  see  moving  into 
the  economy  a  force  which  very  few  of 
us  understand,  and  that  is  a  force  called 
automation.  All  of  you  experience 
automation  every  day.  I  look  around 
the  Capitol  here  and  I  see  we  have  auto¬ 
mated  elevators.  I  guess  it  is  a  good 
thing  in  order  to  give  employment  to 
these  youngsters  that  we  still  keep  them 
on  these  elevators,  but  they  do  not  need 
to  be  on  them.  There  is  an  elevator 
right  over  here  that  you  can  get  on  after 
5  o’clock  in  the  afternoon  and  there  is 
no  boy  on  it.  All  you  do  is  press  a  but¬ 
ton  and  go  where  you  want  to  go.  We 
keep  the  boys  on  to  let  them  go  to  school 
and  get  an  education,  and  so  on.  But 
in  the  office  buildings  in  New  York  City, 
Detroit,  New  Orleans,  San  Francisco, 
Los  Angeles,  and  Buffalo,  there  is  nobody 
running  elevators  any  more.  That  is 
just  one  example. 

Years  ago  in  my  State,  in  the.  growth 
of  sugarcane  we  used  literally  thousands 
and  thousands  of  man-hours,  and  we 
used  labor  in  the  rawest  sense  of  the 
word.  Today  it  is  estimated  that  1  man¬ 
hour  of  labor  in  the  Louisiana  sugar 
fields  is  the  equivalent  of  4,000  man¬ 
hours  of  labor  in  southeast  Asia  produc¬ 
ing  the  same  thing. 

In  every  form  of  industry  we  see  the 
need  for  automation.  Elsewhere  in  the 
world,  there  has  been  a  faster  pace  of 
automation  than  in  the  United  States. 
In  the  six  countries  now  comprising  the 
European  Common  Market  the  indus¬ 
trial  plant  percentagewise  is  probably  50 
percent  more  modern  than  the  American 
industrial  plant. 

Now  what  does  that  mean?  That 
means  that  a  plant  built,  let  us  say  in 
1958  producing  a  given  manufactured 
article,  is  competing  with  a  plant  built 
in  the  United  States  in  1945  or  1950.  It 
means  that  the  plant  built  in  Europe  or 
the  plant  built  in  the  Far  East,  let  us  say 
in  Japan,  is  more  modern  and  more 
automated,  more  productive,  more  com¬ 
petitive  than  the  plant  built  in  Detroit 
or  Buffalo  or  Schenectady  or  New  York. 

What  else  does  it  mean?  Well,  it  may 
mean  that  this  plant  is  built  to  compete 
effectively  in  the  American  market,  but 
it  more  probably  means  that  it  competes 
more  efficiently  and  more  effectively  in 
the  marketplace  of  another  country  such 
as  Brazil,  Argentine,  or  Peru,  or  some 
other  country  in  the  world. 

Now  what  does  that  mean?  Let  us 
look  at  that  for  a  moment.  How  does 
that  affect  it?  You  hear  about  the 
balance  of  payments.  What  is  the  bal¬ 
ance  of  payments?  What  does  a  deficit 
in  the  balance  of  payments  mean?  How 
does  that  affect  you  and  me?  How  does 
it  affect  your  constituents?  What  does 
it  do  to  business  in  Charleston,  S.C.,  may 
I  ask  my  good  friend  and  colleague  from 
that  great  State  [Mr.  Rivers].  Well, 
let  us  analyze  it  for  a  moment.  When 
you  have  a  deficit  in  the  balance  of  pay¬ 
ments,  you  have  an  outflow  of  gold. 
Why  do  you  have  an  outflow  of  gold? 
Because  it  is  more  profitable  then  for 
money  to  go  elsewhere  than  it  is  for  it 
to  remain  here  in  this  country.  What 
happens  when  that  comes  about?  You 
see  it  happening  all  around  you  right 


now.  The  interest  rate  in  the  mutual 
thrift  institutions  today  is  about  4'/4 
percent.  The  interest  rates  in  the  sav¬ 
ings  banks  are  higher  than  they  have 
been  at  any  time  since  the  1920’s.  In¬ 
terest  rates  generally  are  higher  than 
they  have  been  since  that  time. 

What  does  that  mean?  That  means 
that  a  school  bond  issue  in  Charleston, 
S.C.,  may  cost  twice  as  much  as  it  would 
cost  if  the  interest  rate  had  been  lower. 
That  means  that  rather  than  build  a 
particular  facility  which  is  desperately 
needed,  again  because  of  the  population 
explosion,  the  local  taxpayers  may  not 
be  able  to  afford  it.  What  does  that 
mean?  It  means  that  instead  of  having 
new  jobs  for  new  construction  and  in¬ 
stead  of  buying  new  materials  and  buy¬ 
ing  materials  and  steel  and  automobiles 
for  transport  and  instead  of  building 
houses  for  the  workers  to  live  in,  these 
things  do  not  happen.  What  does  that 
mean?  That  means  that  you  have  a 
backup  all  the  way  down  the  line. 
What  does  that  mean?  Does  it  mean 
new  employment?  No,  it  means  unem¬ 
ployment.  What  does  that  mean? 
That  means  more  deficit  financing. 
That  means  more  problems  of  inflation. 
It  means  more  problems  as  to  the  stable 
dollar. 

What  else  does  it  mean  in  the  world 
picture?  Does  it  mean  that  we  recap¬ 
ture  the  markets  that  we  must  have  to 
correct  the  balance  of  payments?  No, 
it  means  we  continue  to  lose  those  mar¬ 
kets.  Now  how  do  we  bring  about  a 
balance  in  this  balance  of  payments 
proposition?  Let  us  look  at  the  factors 
affecting  the  balance  of  payments  which 
contribute  to  the  imbalance.  What  are 
the  minus  factors  that  affect  the  out¬ 
flow  of  American  dollars?  They  are  mili¬ 
tary  establishments  all  over  the  world. 
There  are  foreign  aid  programs.  There 
is  tourism,  people  traveling  all  over  the 
world..  There  are  investments  all  over 
the  world. 

Now  let  us  take  the  plus  factors  one 
at  a  time.  What  are  the  plusses  of  the 
balances  of  payments? 

First.  The  return  from  investments 
abroad,  in  other  words,  a  comeback  of 
the  dividends. 

Second.  Tourism,  people  traveling  in 
the  United  States  from  elsewhere. 

Third.  Most  important  of  all,  Ameri¬ 
can  exports  to  other  places  in  the  world. 

Now  what  do  you  do  about  that?  Can 
we  at  this  stage  of  our  history  call  our 
troops  back  to  our  shores?  Can  we 
abandon  the  posts  and  bases  that  we 
have? 

Can  we  abandon  the  Air  Force  base? 
Can  we  leave  Germany  with  the  Berlin 
crisis  a  continuing  cancer  for  the  whole 
free  world?  Dare  we  abandon  our  bases 
in  the  Far  East  with  the  Red  Chinese 
Communists  sitting  there  waiting  to 
gobble  up  all  of  southeast  Asia?  Dare 
we  do  it?  If  we  did,  we  could  save  3  or 
4  billions  a  year  in  the  balance  of  pay¬ 
ments.  We  cannot  do  it,  I  do  not  be¬ 
lieve.  So  we  cannot  have  much  saving 
there. 

We  have  effected  quite  a  lot  of  savings 
in  certain  buying  policies.  We  are  now 
insisting  that  our  troops  buy  more  from 
American  producers  so  that  we  do  not 
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have  a  drain  on  dollars  there.  There  are 
several  other  things  we  could  do  which 
become  almost  totalitarian.  We  could 
stop  people  from  traveling  abroad;  we 
could  say  this  to  your  constituents  who 
want  to  go  to  Europe  or  to  Asia  or  some¬ 
where  else:  You  cannot  take  more  than 
$100  with  you.  Other  countries  have  had 
to  do  this.  We  do  not  do  it,  and  let  us 
hope  we  will  never  have  to  do  it. 

What  are  the  plusses?  The  plusses 
are,  No.  1,  exports.  Last  year  we  had  a 
surplus  of  exports  over  imports  of  about 
$5  billion.  The  whole  impact  of  the  tax 
incentive  program  is  to  give  our  indus¬ 
try  a  competitive  position  wherein  it  can 
recapture  some  of  the  export  markets  it 
has  lost  and  couple  that  with  the  trade 
program  where  they  will  be  able  to  move 
in  and  compete  for  this  vast  new  grow¬ 
ing  outlet  in  the  Common  Market  of  Eu¬ 
rope.  Those  are  the  issues  involved. 

I  say  that  it  is  an  act  of  foolishness, 
I  say  it  is  dangerous,  I  say  we  are  taking 
a  chance  today  that  we  should  not  take 
in  saying  to  American  industry  whether 
it  be  big,  small,  little,  or  in  between,  or 
however  you  may  describe  it — in  saying 
we  are  not  going  to  give  you  any  help 
whatsoever  in  this  world  situation  we 
now  face.  That  is  what  the  situation  is. 
I  could  go  on  and  show  you  graphs  and 
diagrams,  show  you  the  massive  effects 
of  this  credit. 

This  credit  is  estimated  at  $1.2  bil¬ 
lion  in  tax  revenue,  but  let  me  tell  you 
what  that  means.  That  means  that 
there  must  be  many  more  dollars  in¬ 
vested  in  order  to  get  the  credit.  I  know 
a  lot  of  people  who  are  now  waiting  to 
find  out  whether  or  not  we  pass  this  law 
as  to  whether  they  will  go  ahead  and 
make  these  investments.  Few  people 
realize  the  extent  of  the  effect  that  the 
help  here  provided  will  have.  The  stim¬ 
ulation  will  indeed  be  tremendous.  Not 
only  will  we  recapture  the  $1,200  million 
but  there  will  be  a  net  gain  in  the  future 
that  will  greatly  exceed  that  figure,  be¬ 
cause  for  a  company  to  gain  a  credit  of 
7  percent  on  a  given  amount  of  money 
they  would  have  to  invest  many  millions 
of  dollars.  That  is  the  whole  principle 
involved  in  this  tax  incentive  program. 

What  happens  if  we  do  nothing?  Let 
us  examine  that  for  just  one  moment. 
The  rate  of  growth  in  our  country  last 
year  despite  all  the  so-called  stimula¬ 
tion  was  something  around  3  percent. 
The  rate  of  growth  in  the  six  Common 
Market  countries  approached  6  percent. 
In  our  country  last  year — these  are 
facts;  I  am  not  trying  to  gild  them 
over — I  know  we  continue  to  suffer  from 
economic  unemployment,  but  today  in 
the  six  Common  Market  countries  there 
not  only  is  full  employment,  there  is 
over  employment.  In  Belgium,  for  in¬ 
stance,  rather  than  there  being  un¬ 
employment,  people  are  now  what  they 
call  overemployed;  they  have  more 
than  one  job.  Some  people  have  two 
jobs,  some  people  have  three.  As  a  mat¬ 
ter  of  fact,  a  few  years  ago,  prior  to  the 
Treaty  of  Rome  and  the  beginning  of 
the  Common  Market,  there  was  vast 
unemployment  in  Italy.  Today,  thanks 
to  the  free  movement  of  workers  from 
Italy  to  Belgium,  to  West  Germany,  and 
France,  there  is  practically  no  unem¬ 


ployment  in  Italy.  Now,  England,  the 
United  Kingdom,  is  reversing  500  years 
of  foreign  policy  in  deciding  to  come  in 
as  a  full  participating  member  of  the 
Common  Market.  When  England  goes 
in  there  will  be  225  million  trained  peo¬ 
ple,  thei’e  will  be  a  market  as  vast  as  the 
one  we  experienced  in  the  original  Com¬ 
mon  Market,  called  the  United  States  of 
America. 

In  light  of  these  conditions,  in  light  of 
modernized  industry  in  this  new  era,  in 
light  of  the  new  political  impetus  operat¬ 
ing  in  united  Europe,  are  we  to  sit  back 
and  say  to  our  industry,  to  our  business 
people,  our  railroads,  our  transport  in¬ 
dustry,  to  our  utilities,  to  our  service  in¬ 
dustries,  that  we  are  not  going  to  give 
you  one  iota  of  help  despite  these  new 
conditions  that  prevail  in  the  world  in 
which  we  live  today?  That  is  what  the 
motion  to  recommit  will  do  and  I  trust 
when  that  vote  comes  at  4:15  this  after¬ 
noon  each  and  every  one  of  you  will  re¬ 
member  that.  The  telegrams  you  have 
received,  telegrams  against  the  program, 
are  telegrams  hoping  for  a  substitute. 
If  this  is  voted  down  there  will  be  no  sub¬ 
stitute  and  we  will  be  confronted  with  a 
real  economic  crisis  in  our  country. 

There  is  one  other  matter  I  would  like 
to  deal  with  for  a  few  moments.  The 
other  segment  has  to  do  with  withhold¬ 
ing.  I  do  not  like  withholding.  When 
I  get  a  check  over  here  from  the  Ser¬ 
geant  at  Arms  Office  it  is  withheld  on. 
A  fellow  who  works  in  a  plant  is  with¬ 
held  on.  If  anybody  who  pays  a  nickel 
in  wages,  a  part  of  it  is  withheld.  We 
have  worked  out  this  proposition  so  that 
anyone  who  has  no  tax  liability  will  have 
nothing  withheld  by  the  execution  of  a 
simple  statement,  pure  and  simple.  In 
the  case  of  elderly  people  it  will  amount 
to  a  very  considerable  sum  of  money, 
as  you  know,  because  of  the  special  pro¬ 
visions  and  the  exemptions  provided  to 
people  who  are  old.  In  the  case  of  young 
people  18  years  of  age  and  under  there 
is  an  outright  exemption.  This  means 
that  the  only  people  who  can  conceivably 
have  any  real  complaint  are  those  peo¬ 
ple  who  do  not  want  to  pay  their  taxes. 

Mr.  Chairman,  this  does  not  impose  a 
new  tax,  this  does  not  make  a  liability 
that  does  not  exist  now  under  the  law  as 
it  is,  under  the  Internal  Revenue  Code 
of  1954  drafted  under  the  direction  of 
the  late  distinguished  and  lovable  gen¬ 
tleman  from  New  York,  Dan  Reed,  and  I 
sat  there  and  worked  with  him  on  it. 
Under  that  code  this  tax  is  due. 

This  provision  is  based  on  the  fact  that 
there  is  almost  a  billion  dollars  of 
taxes — $850  million,  to  be  exact — being 
evaded  and  avoided  in  this  area,  some¬ 
times  through  negligence,  sometimes 
through  ignorance,  oftentimes  and  un¬ 
fortunately  probably  more  frequently 
through  fraud  and  dishonesty. 

The  CHAIRMAN.  The  time  of  the 
gentleman  from  Louisiana  has  expired. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
the  gentleman  5  additional  minutes. 

Mr.  O’NEILL.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  BOGGS.  I  yield  to  the  gentleman 
from  Massachusetts. 

Mr.  O’NEILL.  I  think  the  remarks  of 
the  erudite,  learned  gentleman  are  to  be 


commended.  I  would  like  to  know  how 
do  you  answer  the  businessmen  who  are 
objecting  to  the  fact  that  there  is  so 
much  work  going  to  be  entailed  in  their 
operations  by  this  change? 

Mr.  BOGGS.  It  is  due  to  the  system 
we  are  living  in  today.  The  so-called 
redtape  involved  here  is  less  complex 
than  the  redtape  involved  in  withhold¬ 
ing  on  wages.  The  withholding  system 
under  the  bill  is  efficient. 

If  there  was  any  other  way  of  getting 
this  revenue  nobody  would  be  here  ad¬ 
vocating  this.  But  here  is  the  situation : 
We  are  doing  this  for  justice  to  the 
honest  taxpayer,  for  justice  to  the  man 
who  sits  down  and  says,  “Here  is  how 
much  I  earned.  I  do  not  like  this  tax.  I 
think  it  is  too  high.  Here  is  what  I  can 
claim  in  exemptions  and  in  deductions 
and  here  is  my  check  for  what  I  owe  the 
Government  of  the  United  States.” 

In  justice  to  that  honest  man,  I  do  not 
see  how  we  can  vote  for  this  proposal 
which  says  we  ought  to  knock  that  out 
of  the  bill  and  we  are  not  going  to 
knock  out  the  other  provisions. 

Let  us  analyze  the  motion  to  recom¬ 
mit  just  a  bit  further.  There  are  many 
things  in  this  bill.  There  is  one  pro¬ 
posal  which  seeks  to  equalize  the  tax 
formula  between  the  so-called  stock  in¬ 
surance  companies  and  the  so-called  mu¬ 
tual  insurance  companies.  There  is  an¬ 
other  proposal  which  seeks  to  equalize 
the  formula  between  the  so-called  mu¬ 
tual  thrift  organizations,  such  as  build¬ 
ing  and  loan  associations,  and  mutual 
banks  and  commercial  banks.  There  is 
another  provision  in  this  bill  which 
seeks  to  equalize  the  tax  situation  be¬ 
tween  the  corporate  entity  paying  52 
percent  and  the  cooperative  entity  pay¬ 
ing  a  different  percentage.  There  are 
other  provisions  in  the  bill  which  seek 
to  make  some  delineation  on  what  a 
man  can  spend  under  the  word  “enter¬ 
tainment”  or  “business  expense.”  There 
are  other  provisions  dealing  with  in¬ 
comes  abroad.  But,  this  motion  to  re¬ 
commit  deals  with  none  of  those.  The 
people  involved  in  all  of  these  areas  of 
taxation  feel  that  in  some  respects,  at 
least,  they  are  being  imposed  upon. 

The  committee,  in  its  wisdom,  in  its 
judgment,  after  months  and  months  and 
months  of  hearings  and  executive  con¬ 
sideration,  decided  on  these  formulas 
which,  in  its  collective  judgment,  it  feels 
are  fair,  equitable,  and  justified.  But, 
now,  all  of  a  sudden,  we  are  to  be  con¬ 
fronted  with  a  motion  to  recommit.  It 
says  nothing  about  the  co-op  who  com¬ 
plains;  it  says  nothing  about  the  mu¬ 
tual  who  complains;  it  says  nothing 
about  the  hotel  that  complains;  it  says 
nothing  about  the  big  investor  who  com¬ 
plains,  but  it  is  taking  a  swipe  to  cut  the 
throat  of  American  business  and  pro¬ 
tect  those  who  are  refusing  to  pay  their 
just  taxes  by  striking  out  withholding. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  I  yield  myself  such  time  as 
I  may  require. 

Mr.  Chairman,  I  was  trying  to  get 
the  attention  of  the  gentleman  from 
Louisiana  to  suggest  to  him  that  those 
who  have  complaints  about  these  other 
sections  of  the  bill  which  he  referred  to 
will  have  ample  opportunity  to  express 
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that  dissatisfaction  on  the  final  passage 
of  the  bill. 

(Mr.  VAN  ZANDT  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  VAN  ZANDT.  Mr.  Chairman,  in 
opposing  H.R.  10650,  a  240-page  tax  bill, 
I  do  so  on  the  grounds  that  the  bill  has 
been  amended  in  a  halfhearted  manner 
several  times  since  being  reported  out 
by  the  House  Committee  on  Ways  and 
Means.  It  is  still  in  my  opinion  an  un¬ 
satisfactory  bill.  The  amendments  re¬ 
ferred  to  were  drafted  hurriedly  and 
rushed  through  the  committee  for  the 
purpose  of  quieting  criticism  and  in  the 
hope  of  garnering  sufficient  votes  to  se¬ 
cure  approval  by  the  House  of  Repre¬ 
sentatives. 

H.R.  10650  as  reported  by  the  commit¬ 
tee  left  much  to  be  desired.  Even  with 
the  subsequent  amendments,  the  bill  is 
still  bad  legislation,  and  I  intend  to  op¬ 
pose  enactment  of  it  in  its  present  form. 

When  voting  on  the  rule  which 
brought  this  bill  to  the  floor  of  the  House 
for  8  hours  of  debate,  I  voted  in  the 
negative  because  the  rule  is  meaningless 
since  no  amendments  are  permitted  ex¬ 
cept  as  part  of  the  motion  to  recommit 
the  bill. 

The  fact  that  the  bill  has  been 
amended  several  times  by  the  commit¬ 
tee  since  it  was  reported  out  of  com¬ 
mittee,  reveals  the  glaring  weakness  of 
the  legislation.  In  addition,  the  closed 
or  gag  rule  denies  many  of  us  the  oppor¬ 
tunity  to  amend  the  bill,  and  by  so  do¬ 
ing,  to  eliminate  further  complexities  of 
our  tax  problem  as  well  as  a  loss  of  rev¬ 
enue.  The  result  is  that  the  bill  is  be¬ 
ing  described  as  a  budget  buster,  since 
in  its  present  form  it  will  actually  de¬ 
crease  rather  than  increase  tax  revenue; 
thus,  adding  to  our  national  debt  which 
is  now  $300  billion  and  since  January 
1961  has  been  increasing  at  the  rate  of 
$1  billion  monthly. 

The  section  of  H.R.  10650  which  has 
attracted  the  most  criticism  from  my 
congressional  district  is  the  proposal  to 
withhold  taxes  on  interest  and  dividends. 
Speaking  frankly,  in  order  to  pay  part  of 
the  tax  bonanza  to  business,  many  mil¬ 
lions  of  our  people  who  have  a  savings 
account,  a  share  of  stock,  or  an  insurance 
policy,  or  who  belong  to  a  cooperative, 
will  be  subjected  to  withholding  on  the 
interest  or  dividends  they  receive.  Ac¬ 
cording  to  the  Commissioner  of  Internal 
Revenue,  when  we  count  only  payments 
of  $10  or  more,  there  will  be  more  than 
350  million  savings  and  shareholder  ac¬ 
counts  alone  that  will  be  subject  to  with¬ 
holding. 

If  Mrs.  Jones  has  a  savings  account  of 
$100,  instead  of  getting  at  4  percent  $4 
interest  credited  to  her  account,  she  will 
get  only  $3.20.  The  bank  will  send  80 
cents  to  the  Treasury.  The  bank  will 
not,  however,  tell  the  Treasury  whose 
account  this  80  cents  was  taken  from. 
To  get  the  other  80  cents,  she  will  have 
to  go  through  the  redtape,  trouble,  and 
expense  of  filing  an  exemption  certificate 
every  year  or  filing  for  a  refund.  She 
will  have  to  do  this  even  though  she  owes 
no  taxes. 


This  provision  will  produce  massive 
overwithholding  and  will  be  an  adminis¬ 
trative  nightmare  not  only  for  these  mil¬ 
lions  but  also  for  the  banks,  savings  and 
loan  associations,  cooperatives,  corpora¬ 
tions,  insurance  companies,  and  the  In¬ 
ternal  Revenue  Service. 

In  my  study  of  this  particular  provi¬ 
sion,  many  experts  on  tax  laws  insist  that 
the  bill  in  its  present  form  is  “full  of 
bugs,”  principally  because  the  proposal 
on  the  withholding  of  interest  is  not  all 
inclusive  since  no  provision  is  made  for 
interest  withholding  by  private  lenders — 
those  other  than  banks  and  corporations 
who  lend  money.  My  scource  of  infor¬ 
mation  tells  me  that  such  exceptions 
would  encourage  loan  sharks  and  fiy-by- 
night  operators  in  the  credit  field. 

Mr.  Chairman,  after  reading  most  of 
the  hearings  and  listening  to  the  debate 
on  the  bill  I  am  convinced  there  is  still 
much  confusion  in  the  minds  of  many 
of  us  as  to  the  actual  intent  of  the  legis¬ 
lation.  Therefore  this  bill  should  be  re¬ 
turned  to  the  House  Committee  on  Ways 
and  Means  for  further  hearings.  We  still 
have  ample  time  left  with  several 
months  ahead  of  us  before  adjournment 
and  for  that  reason  a  further  effort 
should  be  made  to  bring  to  the  floor  of 
the  Honse  a  bill  stripped  of  confusion 
and  inequities,  and  one  that  will  promote 
tax  equality  in  the  truest  sense  and  yet 
produce  badly  needed  revenue  for  our 
Government. 

Mr.  KNOX.  Mr.  Chairman,  I  yield 
myself  15  minutes. 

Mr.  Chairman,  the  bill  we  are  now 
considering  contains  several  gross  in¬ 
consistencies  with  other  administration 
programs  and  fails  to  take  adequate  and 
proper  notice  of  the  economic  facts  of 
life  applicable  to  this  Nation  and  its 
world  position.  The  Revenue  Act  of 
1962  has  been  billed  by  administration 
spokesmen  as  the  first  step  in  a  program 
of  sweeping  tax  reform.  Reforms  usually 
are  considered  to  be  attempts  to  improve 
that  which  is  being  reformed.  While 
the  bill  before  us  strikes  off  in  the  wrong 
direction  from  any  number  of  stand¬ 
points,  I  intend  to  discuss  here  only  a 
few  of  the  more  unwise  and  unjustified 
measures  being  advocated. 

Section  19  of  this  bill,  which  deals 
with  withholding  on  dividends  and  in¬ 
terest  at  a  flat  20-percent  rate  will,  in 
operation,  result  in  approximately  $600 
million  of  increased  revenues  if  Treasury 
Department  estimates  are  correct.  This 
would  be  fine  except  for  a  number  of 
things.  First,  this  increased  revenue 
will  to  a  significant  extent  stem  from 
unjust  enrichment  of  the  Federal  Gov¬ 
ernment  at  the  expense  of  unsophisti¬ 
cated  taxpayers  who  have  no  tax  liabil¬ 
ity.  The  Internal  Revenue  Service  will 
in  effect  slip  its  fingers  into  the  pockets 
of  millions  of  Americans,  remove  small 
sums  to  which  it  is  not  entitled  and  hope 
that  these  taxpayers  will  not  notice  and 
ask  a  refund,  and  then  attempt  to  justify 
this  confiscatory  action  on  the  grounds 
that  the  millions  of  dollars  gained  in 
aggregate  are  partially  balancing  out 
other  provisions  of  this  bill.  This  con¬ 
cept  of  so-called  tax  reform  is  completely 


repugnant  to  any  sense  of  equity  or  jus¬ 
tice  in  our  manner  of  tax  collection.  It 
is  precisely  this  type  of  concealment  of 
hidden  charges  that  President  Kennedy 
complained  of  in  his  message  on  con¬ 
sumers  the  other  day.  Yet  we  have  in 
this  bill  an  administration  proposal  that 
the  Federal  Govermnent  should  set  the 
questionable  example  of  following  a  hid¬ 
den-charge  policy — a  policy  of  taxation 
without  tax  liability;  for  who  is  to  doubt 
that  literally  millions  of  small  share¬ 
holders  who  have  no  tax  liability  will 
have  tax  withheld  but  no  tax  refund. 

I  can  find  no  protection  for  the  con¬ 
sumer  in  this  attitude.  I  submit  that 
before  our  Government  starts  demand¬ 
ing  better  treatment  of  the  consumer  on 
the  part  of  the  so-called  private  sector 
we  had  better  start  showing  some  con¬ 
cern  in  the  public  sector  for  better 
treatment  of  our  taxpayers. 

Second,  this  withholding  proposal  v/ill 
tend  to  have  a  stifling  effect  on  our  econ¬ 
omy  by  blunting  the  incentive  to  invest 
on  the  part  of  millions  of  small  investors 
who  will  be  discouraged  from  investing 
by  the  administrative  complexities  of 
this  section.  This  factor  alone  could 
offset  any  benefits  estimated  to  accrue 
from  this  section  of  the  bill.  In  addition 
this  blunting  of  capital  available  to 
strengthen  the  upward  thrust  of  the 
economy  could  well  result  at  a  time 
when  a  much  faster  growth  rate  is 
vitally  necessary. 

Third,  the  proposal  to  withhold  inter¬ 
est  and  dividends  would  work  a  hardship 
on  the  millions  of  small  investors  who 
depend  upon  this  income  as  a  vital  sup¬ 
plement  in  providing  for  their  daily 
needs.  Only  through  filing  papers  and 
more  papers  saying  they  expected  to  pay 
absolutely  no  tax  for  the  coming  year 
could  they  hope  to  have  the  use  of  these 
funds  on  a  timely  basis  throughout  the 
year. 

Finally,  this  withholding  portion  of  the 
bill  will  result  in  an  administrative  mon¬ 
strosity  and  add  further  complications 
to  an  already  overly  complex  tax  re¬ 
porting  system.  It  is,  as  is  pointed  out 
in  the  committee  report,  conservatively 
estimated  that  half  a  billion  accounts 
will  be  affected  by  this  proposal.  To  be 
sure  many  of  these  will  involve  only 
nominal  amounts,  but  it  is  precisely  these 
accounts  which  the  Treasury  impliedly 
expects  that  citizens  will  forget.  How¬ 
ever,  if  they  refuse  to  overlook  this 
Treasury  pickpocket  attitude  I  men¬ 
tioned  earlier,  it  is  obvious  that  a  great 
deal  of  time  and  expense  will  be  ex¬ 
pended  in  correcting  the  massive  over¬ 
withholding.  In  addition,  the  taxpayer 
affected  is  going  to  have  a  difficult  time 
in  determining  what  if  any  refund  he  is 
entitled  to  since  the  bill  provides  for  no 
certificates  similar  to  W-2  forms  for  the 
citizen  to  use  to  substantiate  his  claims. 
Further,  a  “break”  is  given  to  the  big  in¬ 
vestor  which  is  inequitable,  in  that  he, 
even  though  he  should  be  taxed  at  a 
higher  rate,  will  only  have  taxes  withheld 
at  the  20  percent  rate. 

While  I  certainly  feel  that  income 
propei'ly  subject  to  taxation  should  be 
reported,  the  withholding  proposal  ad- 
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vocated  in  this  bill  will  be,  if  adopted, 
questionable  in  revenue  effects,  inequi¬ 
table  in  operation,  and  result  in  com¬ 
pounded  confusion  and  an  administra¬ 
tive  nightmare.  There  are  better  ways 
of  correcting  any  underreporting  in  this 
area  without  deliberately  imposing  a  sys¬ 
tem  that  will  inevitably  result  in  over¬ 
withholding. 

Now — the  investment  credit  provisions 
as  contained  in  section  2  of  the  bill  will 
fall  far  short  of  the  boost  for  our  econ¬ 
omy  that  its  supporters  claim  for  it,  and 
at  the  same  time  will  contribute  sub¬ 
stantially  to  another  monstrous  Federal 
deficit  for  fiscal  1963.  The  combination 
of  adverse  effects  of  this  bill  could  liter¬ 
ally  cause  irreparable  harm. 

This  provision  of  the  bill  has  been 
soundly  opposed  by  nearly  every  major 
segment  of  our  economy.  The  reasons 
for  this  opposition  are  plain.  To  begin 
with,  this  proposal  will  not  result  in  any 
great  boost  for  our  economy,  nor  will  it 
result  in  any  substantial  modernization 
of  our  Nation’s  manufacturing  equip¬ 
ment.  What  it  will  do  is  provide  a 
“windfall”  for  a  relatively  small  portion 
of  our  economy  and  provide  no  incentive 
to  further  invest  whatsoever  for  vast 
segments  of  it.  The  provision  will 
greatly  reward  those  companies  which 
have  done  little  or  nothing  over  recent 
years  to  keep  up-to-date  in  moderniza¬ 
tion,  and  will  in  effect  penalize  the  most 
forward-looking  firms.  In  addition,  the 
provision  completely  ignores  the  serv¬ 
ice  and  distributing  segments  of  the 
economy. 

A  far  wiser,  more  equitable,  and  vastly 
more  beneficial  course  of  action,  both 
from  the  standpoint  of  immediate  effect 
and  long  term  results  would  be  to  under¬ 
take  a  significant  overhaul  of  the  de¬ 
preciation  rates  and  schedules  and  pro¬ 
vide  inventory  tax  deferrals  as  outlined 
in  the  minority  views  of  the  committee 
report  and  embodied  in  the  bill,  H.R. 
10608,  introduced  by  our  esteemed  col¬ 
league,  the  gentleman  from  Wisconsin 
[Mr.  Byrnes!. 

Of  course,  one  standout  factor  in  the 
administration’s  proposal  on  investment 
credit  is  the  adverse  effect  it  would  have 
on  the  budget  balance  for  fiscal  1963  and 
subsequent  years.  The  effect  far  out¬ 
weighs  the  minute  plus  factor  the  pro¬ 
visions  could  add  to  our  Nation’s  econ¬ 
omy.  Before  we  recklessly  cut  our  Na¬ 
tion’s  tax  revenues  in  the  face  of  enor¬ 
mous  increases  in  Federal  spending,  we 
should  take  all  measures  necessary  to 
determine  that  the  proposal  will  have  a 
beneficial  effect  on  our  economy  of  con¬ 
siderable  proportions.  This  would  not  be 
the  result  of  the  present  investment 
credit  provision  in  the  bill  before  us. 
This  provision  was  adopted  by  a  majority 
of  the  committee  despite  overwhelming 
testimony  against  the  proposal  and  clear 
cut  indications  of  the  far  more  desirable 
effects  of  basic  depreciation  reform  both 
as  to  schedules  and  rates.  This  testi¬ 
mony  came  from  tax  experts  and  econ¬ 
omists  from  nearly  every  segment  of 
our  economy  as  outlined  in  the  minority 
views.  The  end  result  of  the  majority 
decision  of  the  committee  is  to  force  a 
watered-down,  unwanted  administra¬ 


tion  proposal  down  the  throats  of  busi¬ 
ness. 

I  highly  recommend  to  the  House  that 
we  approve  the  motion  to  recommit  the 
bill  directing  the  Committee  on  Ways  and 
Means  to  eliminate  section  19  which  pro¬ 
vides  for  the  withholding  of  interest  and 
dividends,  and  section  2  the  investment 
credit  provision.  By  this  action  the 
House  would  be  easing  the  tax  burden  of 
the  taxpayers  and  producing  a  savings 
of  $940  million  in  the  fiscal  year  just 
ahead,  which  begins  July  1,  1962.  We 
would  then  have  a  truly  revenue  pro¬ 
ducing  bill  and  not  a  revenue  loss  of 
just  short  of  $400  million  dollars  in  fis¬ 
cal  1963. 

Two  sections  of  the  bill  dealing  with 
the  taxation  of  oversea  income,  sections 
11  and  13,  the  so-called  gross-up  and 
U.S. -controlled  foreign  corporation  tax¬ 
ation  proposals  are  unjustified  in  con¬ 
cept  and  dangerous  in  contemplated  op¬ 
eration.  These  provisions  will  further 
handicap  the  ability  of  U.S.  businessmen 
to  compete  in  world  markets.  The  net 
result  of  these  provisions  will  be  to  injure 
U.S.  business  at  home,  increase  vastly 
the  cost  of  doing  business  overseas,  vio¬ 
late  innumerable  reciprocal  tax  treaties, 
and  vitiate  any  attempt  by  this  admin¬ 
istration  to  make  this  Nation  more  com¬ 
petitive  in  world  markets.  It  would 
wrap  our  corporations  which  have  for¬ 
eign  subsidiaries  in  a  choking  cloak  of 
redtape  and  burden  them  with  addi¬ 
tional  taxes  that  their  foreign  competi¬ 
tors  do  not  face.  It  is,  as  the  minority 
report  points  out,  “isolationism  at  its 
very  worst.”  It  would  rob  many  of  our 
companies  of  the  benefits  of  patents  and 
processes  now  used  to  this  country’s  ad¬ 
vantage.  It  would  expose  the  economies 
of  our  free  world  allies  to  Communist 
economic  exploitation  to  our  direct  detri¬ 
ment.  It  would  be  inequitable  in  that  it 
would  impose  double  taxation  on  foreign 
income  but  would  provide  for  no  similar 
Government  share  in  bearing  of  losses 
in  foreign  ventures.  It  would  break 
faith  with  hundreds  of  U.S.  businesses 
which  this  Government  has  encouraged 
and  induced  to  expand  overseas  in  an 
effort  to  speed  developments  of  those 
nations.  It  would  greatly  impede  de¬ 
velopment  of  the  emerging  nations  in 
that  U.S.  firms  could  no  longer  invest 
with  confidence  because  they  would  have 
no  assurances  that  they  would  not  be 
discriminated  against  by  Presidential 
decree  that  that  nation  was  no  longer 
on  the  qualified  list  of  underdeveloped 
countries.  .  Thus,  this  provision  rims 
exactly  contrary  to  every  foreign  policy 
statement  of  this  administration  and 
previous  administrations,  and  throws  a 
shadow  of  grave  doubt  on  the  sincerity 
of  Kennedy  administration  statements 
about  wanting  to  make  this  Nation  com¬ 
petitive  in  the  world  of  today  and  to¬ 
morrow. 

We  are  hearing  much  talk  in  this 
session  of  the  Congress  about  the  need 
to  improve  America’s  economic  strength 
both  at  home  and  abroad.  The  Com¬ 
mittee  on  Ways  and  Means  is  presently 
conducting  hearings  on  the  President’s 
tariff  proposals.  One  thing  is  becoming 
increasingly  clear.  Tariff  revision  alone 


will  not  make  this  Nation  competitive  in 
world  markets.  All  it  alone  will  do  is 
open  this  Nation  to  a  flood  of  imports, 
while  we  hope  to  obtain  similar  lowering 
of  tariff  walls  abroad.  A  vital  ingredient 
in  any  effort  to  improve  our  position  is 
missing,  and  it  is  the  true  key  to  ex¬ 
panded  trade  and  economic  growth. 
This  key  is  basic  tax  reform.  The  need 
is  patently  and  plainly  evident  that  we 
must  clarify  and  simplify  our  tax  system, 
not  add  further  confusion.  We  must 
provide  sound,  logical  tax  programs  that 
will  enable  our  firms,  be  they  of  manu¬ 
facturing,  service  or  distributive  nature, 
to  modernize  and  expand  to  the  maxi¬ 
mum  degree  possible.  We  must  remove 
a  significant  portion  of  the  overwhelm¬ 
ing  tax  burdens  our  businesses  bear,  so 
that  we  do  not  send  them  into  the  world 
trade  battle  with  their  hands  tied  behind 
their  backs.  If  we  are  to  accept  the 
challenges  and  promises  for  the  future 
offered  by  an  expanding  European  Com¬ 
mon  Market,  by  an  increasingly  com¬ 
petitive  Japan,  by  rapidly  industrializing 
and  modernizing  nations  all  over  the 
globe;  if  we  are  to  realize  fully  the  vast 
potential  inherent  in  this  Nation,  then 
we  must  do  one  thing.  We  must,  be¬ 
ginning  right  now,  stop  harassing,  hin¬ 
dering  and  handicapping  our  American 
free  enterprise  system  and  start  giving 
it  the  freedom  and  encouragement  it 
riGGcis 

Mr.’  KUNKEL.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  KNOX.  I  yield  to  the  gentleman. 

Mr.  KUNKEL.  What  I  would  like  to 
know  is  how  they  arrived  at  their  esti¬ 
mate  of  how  much  money  they  have  lost 
by  the  failure  of  these  people  to  pay 
taxes.  How  can  they  get  any  kind  of  an 
accurate  slant  on  that? 

Mr.  KNOX.  The  question  was  asked 
by  the  committee  at  the  time  represent¬ 
atives  of  the  Treasury  Department  ap¬ 
peared  before  the  committee.  Through 
their  actuaries  they  claimed  that  there 
was  approximately  $600  million  that  was 
lost  revenue.  How  they  determined  it, 
we  would  have  to  find  out  from  the  actu¬ 
aries,  or  perhaps  some  other  member  of 
the  committee  may  have  access  to  that 
information.  I  do  not. 

Mr.  KUNKEL.  Mr.  Chairman,  will 
the  gentleman  yield  further? 

Mr.  KNOX.  I  yield  to  the  gentleman. 

Mr.  KUNKEL.  If  they  know  that  that 
revenue  has  been  lost,  why  do  they  not 
collect  it? 

Mr.  KNOX.  Of  course,  they  have  the 
tools  to  collect  it.  If  this  was  actually 
a  loss,  they  should  have  made  an  effort 
to  collect  it. 

Mr.  KUNKEL.  If  they  can  make  an 
accurate  estimate,  then  why  can  they 
not  make  the  collection? 

Mr.  KNOX.  They  certainly  have  all 
the  tools  to  go  ahead.  They  have,  in 
the  Internal  Revenue  Service,  all  of  the 
investigators  and  auditors,  and  so  forth ; 
and,  of  course,  if  they  are  not  astute 
enough  to  go  out  into  the  field  and  do 
the  job,  then  it  is  not  the  responsibility 
of  Congress  to  do  the  job  for  them,  a 
job  which  rightfully  belongs  in  the  ad¬ 
ministration. 
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Mr.  WIDNALL.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  KNOX.  I  yield  to  the  gentleman. 

Mr.  WIDNALL.  Does  the  gentleman 
have  any  estimates  of  the  windfall,  the 
bonanza  that  would  be  given  to  com¬ 
panies  such  as  the  Telephone  company 
and  International  Business  Machines? 

Mr.  KNOX.  I  am  reluctant  to  name 
any  specific  companies,  but  it  is  true 
that  it  runs  into  hundreds  of  millions 
of  dollars. 

Mr.  WIDNALL.  Mr.  Chairman,  will 
the  gentleman  yield  further? 

Mr.  KNOX.  I  yield  further. 

Mr.  WIDNALL.  I  ask  this  question 
as  I  happen  to  be  a  stockholder  in  both 
companies.  I  think  it  is  dead  wrong  for 
either  one  of  them  to  get  any  money 
out  of  this  bill,  because  of  the  fact  that 
they  have  proven  in  the  past  their  ability 
to  finance  every  blessed  program  they 
want.  This  is  force  feeding  to  companies 
that  do  not  need  it.  It  gives  them  a  tre¬ 
mendous  tax  windfall. 

Mr.  KNOX.  I  agree  with  the  gentle¬ 
man.  Of  course,  some  companies,  such 
as  those  the  gentleman  has  mentioned, 
have  made  it  publicly  known  that  they 
were  not  interested  in  the  so-called  7 
percent  credit. 

Mr.  WIDNALL.  I  thank  the  gentle¬ 
man. 

Mrs.  CHURCH.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  KNOX.  I  yield  to  the  gentle¬ 
woman  from  Illinois. 

Mrs.  CHURCH.  Mr.  Chairman,  I 
must  at  the  beginning  make  honest  con¬ 
fession  :  I  am  certainly  no  tax  expert,  as 
are  the  members  of  the  Ways  and  Means 
Committee  of  the  House.  One  state¬ 
ment  however  can  be  made  with  equal 
truth.  After  I  sat  here  yesterday  for 
4  hours  listening  to  the  pros  and  cons 
expressed  on  this  legislation,  it  was  evi¬ 
dent  to  me  that  my  worst  fears  were 
justified  as  a  taxpayer  of  this  country, 
which  is,  of  course,  what  I  am.  And 
there  are  millions  like  me  who  have  long- 
merited  relief  from,  rather  than  addition 
to  the  tax  burdens,  which  profligate 
congressional  spending  has  placed  on 
this  country. 

As  I  watched  the  deliberations  of  the 
House  Committee  on  Ways  and  Means, 
which  I  honor  and  respect,  over  a  period 
of  many  months,  I  became  convinced, 
from  the  testimony  of  those  in  my  dis¬ 
trict  who  thought  that  they  might  be 
adversely  and  unjustly  affected,  and  of 
all  in  my  district  who  feared  that  the 
eventual  bill  might  not  even  meet  its 
announced  goal,  that  this  Congress  must 
examine  the  legislation  closely  and 
discriminately.  The  discussions  here 
yesterday  and  again  today,  equally  con¬ 
vince  me  that  the  committee  has 
brought  out  on  the  floor  a  bill  that  is 
inequitable  and  discriminatory  and  in 
itself  bound  not  to  serve  the  purpose  of 
a  revenue  bill.  The  purpose  of  a  revenue 
bill  is  either  to  increase  revenue  or  to  so 
stimulate  the  economy  as  to  make  avail¬ 
able  more  tax  money  as  well  as  more 
income  for  the  people.  This  bill  will  do 
neither.  I  regret  that  in  the  brief  time 
allotted  to  me,  I  cannot  in  detail  expose 
the  full  weaknesses  and  dangers  inher¬ 
ent  in  its  passage.  I  would  say  to  the 


gentlemen,  whose  work  on  the  committee 
I  also  greatly  admire,  that  unless  this 
bill  is  improved  through  the  motion  to 
recommit,  I  shall  certainly  vote  against 
it.  In  fact,  considering  the  other 
features  of  the  bill  which  we  have  been 
denied  the  right  to  change  by  amend¬ 
ment  or  to  make  good  substitution  for, 
I  am  inclined  at  this  moment  to  assure 
the  gentleman  that  I  will  vote  against 
the  bill  anyway. 

Mr.  KNOX.  I  concur  in  the  views 
expressed  by  the  gentlewoman. 

Mr.  Chairman,  I  reserve  the  balance 
of  my  time. 

Mr.  Chairman,  I  yield  5  minutes  to 
the  gentleman  from  New  York  [Mr. 
Fino]. 

Mr.  FINO.  Mr.  Chairman,  at  the 
very  outset,  I  want  to  say  that  I  am  op¬ 
posed  to  this  tax-reform  bill  and  will 
vote  against  it. 

Under  this  bill,  a  tax  break  is  proposed, 
not  for  the  hard-pressed  American  tax¬ 
payers  who  sorely  need  tax  relief,  but 
for  businesses  which  invest  in  machinery 
and  equipment  for  expansion  purposes. 
Of  course,  this  tax  credit  to  business  will 
mean  a  tax  loss  to  our  Treasury  amount¬ 
ing  to  over  $1  billion.  So  to  recoup  this 
loss  it  is  proposed  in  this  bill  that  we  in¬ 
crease  tax  collections,  and  this,  in  sub¬ 
stance,  amounts  to  a  tax  bill. 

There  are  two  proposals  in  this  tax  bill 
which  are  very  objectionable.  The  first 
one  is  the  proposal  to  impose  a  heavier 
tax  on  mutual  savings  banks  and  sav¬ 
ings  and  loan  associations.  This  would 
certainly  have  a  serious  and  disturbing 
effect  on  the  whole  home-building  in¬ 
dustry  in  this  country. 

This  tax,  if  it  goes  through,  will  cut 
deeply  into  the  net  profits  of  these  asso¬ 
ciations  by  lowering  the  net  earnings  and 
thereby  threatening  the  rate  of  return 
they  pay  their  depositors  who  alone 
share  in  these  earnings. 

We  all  know  that  the  mutual  thrift 
institutions  are  the  primary  source  of 
mortgage  funds  that  finance  the  build¬ 
ing  and  buying  of  homes.  This  pro¬ 
posed  tax  will  reduce  the  savings  and 
thereby  constitute  a  threat  to  the  avail¬ 
ability  of  mortgage  funds  for  home  con¬ 
struction  in  the  United  States.  It  will 
force  interest  rates  on  mortgages  to  a 
higher  level  which  will  discourage  the  de¬ 
mand  for  housing  loans.  A  seriously 
retarding  effect  on  the  national  economy 
will  be  the  logical  consequence. 

The  other  equally  objectionable  part 
of  this  legislation  is  the  proposal  to  with¬ 
hold  Federal  income  tax  on  interest  and 
dividends.  For  many  years,  tax  admin¬ 
istrators,  legislators,  and  other  econo¬ 
mists  have  echoed  the  warning  that  the 
tax  structure  should  be  simplified.  Yet, 
we  have  before  us  a  proposal  which  leads 
us  away  from  simplicity.  Millions  of 
additional  operations  would  have  to  be 
performed  both  by  taxpayers  and  the 
Government  in  order  to  carry  out  this 
proposal. 

This  administration  would  lead  us  to 
believe  that  the  withholding  system  will 
be  a  simple  procedure  with  little  addi¬ 
tional  compliance  and  administrative 
cost.  However,  if  we  look  into  the 
actual  mechanics  of  operation  that  will 
be  required,  we  can  readily  see  that  it 


will  be  far  from  simple.  Take  the  case 
of  the  banking  financial  institutions,  for 
example,  who  have  millions  of  deposi¬ 
tors.  These  institutions  will  be  required 
to  make  millions  of  withholding  entries 
on  these  records.  Even  exempting  in¬ 
dividuals  under  18  and  over  65  years  of 
age,  will  not  lessen  the  job  to  any  great 
degree.  On  the  contrary,  it  may  cause 
additional  confusion  and  work,  because 
the  institutions  will  be  confronted  with 
handling  numerous  exemption  certifi¬ 
cates. 

Furthermore,  although  not  compelling 
under  the  proposal,  good  business  prac¬ 
tice  will  require  the  institutions  to  spend 
time-consuming  efforts  in  informing  the 
interest  recipients  about  the  operation 
of  the  provision.  Notification  to  the  de¬ 
positors  as  to  how  much  has  been  with¬ 
held  from  their  interest  payments  will 
be  necessary.  In  some  cases  the  banks 
and  other  associations  will  even  have  to 
help  depositors  fill  out  their  income  tax 
returns  to  reflect  the  withholding 
properly. 

This  problem  will  be  accentuated,  be¬ 
cause  individuals  will  be  discouraged 
from  depositing  their  funds  in  banks  and 
savings  institutions.  They  will  be  reluc¬ 
tant  to  become  involved  in  the  withhold¬ 
ing  procedures.  They  will  be  more  in¬ 
clined  to  shift  their  savings  to  tax-ex¬ 
empt  and  tax-deferred  investments,  or 
to  spend  most  of  their  small  surpluses 
which  they  might  otherwise  save.  Thus, 
thrift  would  be  relegated  to  a  low 
priority. 

The  impact  on  life  insurance  compa¬ 
nies  will  be  one  of  additional  cost  of  op¬ 
erations.  This  not  only  will  be  adverse 
to  the  industry  but  also  to  the  economy 
in  general.  Even  on  simple  accounts  the 
insurance  companies  will  face  costly 
bookkeeping  expenses  of  recording  the 
amounts  withheld  from  accounts.  Other 
transactions  will  create  more  serious  and 
costly  problems.  Certain  contractual 
arrangements  such  as  policyholder  divi¬ 
dend  accumulations,  interest  added  to 
certain  death  benefit  payments,  and  in¬ 
terest  paid  under  death  benefit  settle¬ 
ment  options  will  require  more  exten¬ 
sive  bookkeeping  operations. 

We  must  remember  also  that  life  in¬ 
surance  companies  depend  largely  on 
earnings  from  investments  to  meet  their 
contractual  policy  commitments.  The 
life  insurance  industry  has  estimated 
that  withholding  20  percent  of  its  invest¬ 
ment  income  from  dividends  and  interest 
will  deprive  it,  for  varying  periods  of 
time,  the  use  of  about  half  a  billion  dol¬ 
lars  over  a  period  of  12  months.  This 
in  turn  will  deprive  the  economy  of  these 
much  needed  funds. 

There  are  an  estimated  15  million 
stockholders,  most  of  them  wage  earn¬ 
ers,  in  the  United  States.  Accounting- 
entries  must  be  made  by  the  distributing 
corporation  to  show  the  extent  of  the 
withholding  of  tax  on  their  dividends. 
It  takes  little  imagination  to  realize  the 
cost  of  this  kind  of  a  system  to  a  large 
company  such  as  the  American  Tele¬ 
phone  &  Telegraph  Co. ,  which  has  nearly 
2  million  shareholders,  or  to  the  United 
States  Steel  Corp.,  which  has  about  a 
third  of  a  million  shareholders.  Fur¬ 
thermore,  even  though  most  small  cor- 
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porations  will  have  many  less  stock¬ 
holders  than  the  giant  corporations,  the 
additional  cost  to  them  may  be  relatively 
more  burdensome,  and  deprive  them 
of  a  relatively  greater  portion  of  needed 
capital. 

Serious  skepticism  has  been  raised  by 
well-informed  groups  about  the  validity 
of  the  estimated  revenue  loss  that  pres¬ 
ently  results  from  unreported  interest 
and  dividends.  Thus  it  would  be  fool¬ 
hardy  to  embark  now  upon  such  an  un¬ 
desirable  program  of  withholding.  At 
least  the  decision  whether  or  not  to  im¬ 
pose  such  a  system  should  be  held  in 
abeyance  until  the  public  is  given  greater 
assurance  of  the  reliability  of  the  esti¬ 
mates.  This  is  important  for  at  least 
two  reasons.  First  of  all,  unless  it  is 
clearly  demonstrated  that  this  evasion 
does  in  fact  exist  to  the  extent  alleged, 
the  business  community  should  not  be 
subjected  to  administrative  burdens 
which  will  certainly  be  difficult  to  re¬ 
scind.  Secondly,  we  have  spent  little 
time  in  allowing  our  educational  pro¬ 
gram  in  this  area  to  work.  The  educa¬ 
tional  program  to  which  I  refer  is  the 
practice  of  interest  and  dividend  payers 
notifying  the  recipients  of  their  legal 
tax  liability  on  these  forms  of  income. 
Moreover,  we  are  now  establishing  a 
nationwide  automatic  data  processing 
system  which  should  ferret  out  tax 
evasion  methods.  This  is  a  taxpayer 
number  and  electronic  computer  system 
to  make  sure  that  dividends  and  inter¬ 
est  are  reported. 

I  dread  the  thought  that  we  might  em¬ 
bark  on  a  program  of  tax  withholding 
on  interest  and  dividends  before  we  have 
had  a  satisfactory  test  period  for  the 
educational  and  automatic  data  proces¬ 
sing  programs.  Such  a  withholding  sys¬ 
tem  would  result  in  unnecessary  busi¬ 
ness  expense,  additional  governmental 
administrative  costs,  individal  taxpayer 
hardships,  and  retarding  effects  on  the 
economy.  A  proposed  program  that 
would  have  these  undesirable  results  is 
one  that  must  be  uneqivocally  defeated. 

The  ill  effects  and  the  hardships  this 
bill  will  cause  are  too  great  to  justify  its 
passage  or  even  to  warrant  further  con¬ 
sideration.  I  urge  the  Members  of  this 
House  to  vote  against  this  bill. 

Mr.  KNOX.  Mr.  Chairman,  I  yield  15 
minutes  to  the  gentleman  from  Cali¬ 
fornia  I  Mr.  UttI. 

(Mr.  UTT  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  TEAGUE  of  California.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  UTT.  I  yield  to  the  gentleman 
from  California. 

Mr.  TEAGUE  of  California.  On  pages 
166  and  192  of  the  bill  before  us  pro¬ 
viding  for  a  tax  on  farmer  cooperatives 
and  providing  for  the  withholding  of 
patronage  dividends,  REA  cooperatives 
are  obviously  excluded  and  exempted.  I 
call  this  rank  and  inexcusable  discrimi¬ 
nation. 

Mr.  UTT.  Mr.  Chairman,  I  would  like 
to  open  my  remarks  by  quoting  a  state¬ 
ment  made  by  the  present  chairman  of 
the  W ays  and  Means  Committee  when  he 
was  debating  the  tax  revision  bill  of  1954: 


Mr.  Chairman,  I  find  myself  today  in  a 
position  that  I  do  not  relish  because  of  the 
great  affection  I  have  for  the  Chairman  of 
the  Committee  on  Ways  and  Means  and  all 
the  members  of  the  committee,  many  of 
whom  are  in  disagreement  with  the  position 
I  shall  take  on  this  bill. 

May  I  say,  Mr.  Chairman,  that  the 
gentleman  from  Arkansas  expressed  the 
sentiments  which  I  have  today. 

Further  quoting  the  gentleman  from 
Arkansas,  on  page  3525  of  the  permanent 
Congressional  Record  of  March  18, 1954, 
he  stated : 

This  bill  is  taxing  for  another  year  at  the 
present  62-percent  rate  all  the  corporations 
in  the  United  States  that  earn  money,  but 
as  a  handback  with  the  other  hand  in  the 
same  taxable  year,  $619  million  goes  to  cor¬ 
porations  that  can  qualify  for  these  enlarged 
benefits  that  are  extended  under  the  bill  in 
the  form  of  additional  depreciation  and  in 
the  form  of  loss  carrybacks  and  so  on,  and 
even  depletion  is  affected  here  in  some  in¬ 
stances  for  some  corporations.  But  the  great 
majority  of  the  corporations  in  the  United 
States,  Mr.  Chairman,  have  received  no  tax 
relief  since  this  administration  came  into 
office  last  year. 

The  majority  of  the  Ways  and  Means 
Committee  has  presented  a  tax  bill  which 
does  exactly  what  the  gentleman  from 
Arkansas  so  abhorred  in  1954. 

Mr.  Chairman,  I  wish  at  this  time  to 
call  your  attention  to  some  of  the  state¬ 
ments  made  by  the  Democratic  Mem¬ 
bers  of  the  House  Ways  and  Means 
Committee  during  the  debate  on  the  tax 
revision  bill  of  1954  with  specific 
reference  to  investment  incentives.  Mr. 
Forand  made  the  following  statement 
on  the  floor  of  this  House: 

The  Republican  program,  as  enunciated 
by  the  President,  and  as  set  forth  in  this 
bill,  provides  for  a  return  to  the  theory  of 
Alexander  Hamilton  and  later  Andrew 
Mellon — a  theory  that  places  property  rights 
ahead  of  human  rights;  a  policy  of  trickle 
down — that  is,  the  idea  that  if  you  take 
care  of  those  at  the  top  of  the  economic 
ladder,  the  benefits  eventually  will  trickle 
down  to  those  at  the  bottom.  That  theory 
was  used  in  the  1920's  and  resulted  in  the 
never-to-be-forgotten  depression  of  the 
early  1930’s. 

Emphasis  is  being  placed  on  the  need  for 
incentives  to  business  to  increase  produc¬ 
tive  capacity.  That  would  be  wise  in  normal 
times.  But  we  know  that  today  we  have 
more  production  than  we  can  consume. 
What  we  need  right  now  is  consumer  dollars, 
so  that  goods  will  start  moving,  and  thus 
create  a  demand  for  more  production. 
Raising  exemptions  will  mean  more  con¬ 
sumer  dollars.  Evidence  of  the  need  of 
this  is  all  around  us. 

The  following  is  a  statement  made  by 
Congressman  Eberharter  on  March  17, 
1954: 

Of  course,  Mr.  Chairman,  we  have  suc¬ 
ceeded  in  doing  this;  we  succeeded  in 
alerting  the  people  of  the  country  to  the 
fact  that  this  is  a  tax  bill  slanted  in  one 
direction.  When  you  look  at  the  figures 
and  search  through  them,'  Instead  of  all 
this  smokescreen  and  talk  about  incentive, 
when  you  get  down  to  the  cold  facts  and 
figures,  you  cannot  held  but  conclude  that 
90  percent,  at  least,  of  the  benefits  of 
this  reduction  will  go  to  those  who  are  best 
able  to  pay  taxes. 

I  am  now  going  to  quote  some  state¬ 
ments  made  back  in  1948 — Con¬ 


gressional  Record  of  February  2,  1948, 
page  915 — by  the  late  Speaker,  the  Hon¬ 
orable  Sam  Rayburn: 

I  know  this,  and  I  repeat  it,  that  if 
something  disturbs  our  economy  and  we  do 
not  have  this  great  national  income  to  pay 
taxes  upon,  this  tremendous  debt  of  $250 
billion  is  going  to  press  down  on  your  dollar 
and  mine  and  is  going  to  squeeze  the  value 
out  of  that  dollar  and  it  will  be  worth  less 
than  it  is  now. 

Those  who  would  recklessly  cut  taxes  at 
the  risk  of  deficit  spending  may,  indeed,  be 
endangering  their  country  to  enemies,  both 
foreign  and  domestic,  against  whom  they 
have  sworn  to  protect  and  defend.” 

The  gentleman  from  Massachusetts, 
Representative  Philbin,  stated  also  dur¬ 
ing  the  debate  in  1954: 

Tax  bills,  like  other  bills,  should  be  deter¬ 
mined  on  principles;  not  upon  sheer  expedi¬ 
ency.  Call  it  the  trickle-down  theory,  or 
whatever  you  will,  any  measure  based  on 
promoting  the  prosperity  of  the  privileged 
group  and  the  vested  classes  in  order  thus  to 
permit  better  conditions  and  standards  for 
wage  earners,  small  businessmen,  farmers, 
and  workers,  and  the  rank  and  file  must  be 
considered,  I  think,  basically  unsound,  not 
only  as  it  relates  to  the  principles  of  social 
Justice,  but  also  as  an  effective  revenue- 
producing  mechanism.  X  must  reject  such  a 
shortsighted,  outdated  policy  as  well  as  its 
underlying  philosophy. 

Mr.  Chairman,  I  now  wish  to  quote  a 
statement  by  the  present  Speaker  of  the 
House,  the  gentleman  from  Massachu¬ 
setts,  which  he  made  and  is  recorded  in 
the  permanent  Congressional  Record  of 
March  18,  1954,  on  page  3550: 

There  is  a  clear,  sharply  cut  issue  here; 
whether  or  not  the  Members  of  the  House 
are  going  to  vote  for  the  trickling-down  pol¬ 
icy,  whether  or  not  there  are  enough  inde¬ 
pendent  Republicans  who  will  vote  against 
that  policy.  It  is  a  question  of  the  trickling- 
down  policy  on  the  one  side  and  the  policy 
of  the  Democratic  Party  of  helping  the  peo¬ 
ple  generally,  on  the  other  side;  of  starting 
at  the  base  rather  than  starting  at  the  upper 
levels.  That  is  a  clear-cut  issue  which  can¬ 
not  be  denied.  Whrti  we  vote  in  a  compara¬ 
tively  short  time,  that  is  going  to  be  the 
issue.  Prom  my  experiences  with  the  trick¬ 
ling-down  policies  of  the  Republican  Party, 
in  past  years,  I  should  say  that  very  little  has 
trickled  down  to  the  people. 

I  know  that  pressure  has  been  brought 
upon  my  Republican  colleagues.  I  am  not 
going  to  comment  harshly  upon  that.  But  If 
there  were  a  Democratic  President  and  the 
same  kind  of  pressure  were  being  exerted 
upon  the  Democrats,  the  Republicans  would 
be  hollering  to  the  high  skies. 

While  there  are  provisions  of  the  pending 
tax  bill  that  I  favor  and  support,  if  the  mo¬ 
tion  to  recommit  is  defeated,  because  of  the 
inequitableness  of  the  bill  from  an  overall 
angle,  I  cannot  in  conscience  vote  for  its 
passage. 

I  hope  that  the  sound  policy  of  the  Demo¬ 
cratic  Party  in  the  people’s  Interests  will  be 
supported  by  a  majority  of  the  Members  of 
the  House  today. 

Mr.  Chairman,  the  main  reason  that 
I  have  referred  to  the  debate  in  1954 
with  specific  reference  to  the  trickle- 
down  theory  of  aid  to  business  is  be¬ 
cause  every  campaign  I  had  following 
1954,  I  was  dubbed  as  “Trickle-Down 
Utt,”  who  only  wanted  to  help  the  eco¬ 
nomic  royalists.  We  have  before  us 
today  a  bill  which  not  only  helps  the 
economic  royalists  by  the  benefits  to 
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them  but  clobbers  the  little  taxpayer 
throughout  all  America,  not  only  by  add¬ 
ing  to  the  tax  liabilities  but  loading  him 
down  with  paper  work  to  defend  himself 
against  massive  over-withholding.  All 
of  the  remarks  which  I  have  just  quoted 
support  the  Republican  position  on  the 
current  tax  bill. 

Now,  Mr.  Chairman,  I  shall  direct  my 
remarks  to  section  13  of  the  pending  bill, 
which  deals  with  the  tax  treatment  of 
foreign  based  subsidiaries.  We  had  a 
liberal  discussion  opposing  tax  loopholes 
in  so-called  tax  havens,  and  then  with¬ 
out  any  hearings  we  proceeded  to  ex¬ 
pand  the  tax  treatment  of  these  sub¬ 
sidiaries  without  any  public  hearings  and 
without  any  information  from  the  ad¬ 
ministration,  as  to  the  collateral  eco¬ 
nomic  impact  upon  these  foreign  based 
subsidiaries. 

Section  13  might  well  be  entitled  “The 
Fast  Buck  Section  for  the  Temporary 
Benefit  of  the  Treasury.”  I  say  this  be¬ 
cause  we  are  proposing  to  kill  the  goose 
which  lays  the  golden  eggs,  and  our  for¬ 
eign  based  subsidiaries  will  not  be  able 
to  meet  the  competition  of  other  foreign 
corporations  operated  in  the  same  field. 
Our  foreign  based  subidiaries  were  given 
this  tax  treatment  to  permit  them  to 
compete  in  the  foreign  field. 

One  of  the  arguments  which  has  been 
repeatedly  advanced  in  support  of  the 
imposition  of  a  new  U.S.  tax  against  the 
operating  income  of  our  American  sub¬ 
sidiaries  in  developed  foreign  countries 
is  that  these  firms  send  more  U.S.  dollars 
abroad  than  they  bring  home  to  the 
United  States. 

But  the  fact  is  that  this  allegation  is 
entirely  contrary  to  the  mass  of  evidence 
which  was  presented  last  summer  on  this 
subject  to  our  committee.  In  case  after 
case,  witness  after  witness  spelled  out  to 
us  the  infirmity  of  these  claims  as  ap¬ 
plied  to  specific  U.S.  subsidiary  opera¬ 
tions  in  these  countries.  In  addition,  a 
little-noticed  study  by  the  Department 
of  Commerce  confirmed  that  these  find¬ 
ings  as  to  particular  companies  are  true 
overall  as  well.  Finally  the  very  latest 
Government  figures  on  the  balance  of 
payments,  released  only  last  week  by  the 
Department  of  Commerce,  show  that  in 
1961,  during  the  very  time  when  Govern¬ 
ment  witnesses  were  presenting  their 
foreboding  predictions  to  our  committee, 
the  balance  of  payments  situation — as 
influenced  by  these  subsidiaries — was  in 
course  of  rapid  improvement,  even  in  de¬ 
veloped  markets  such  as  Western  Europe 
and  Canada. 

Before  expanding  in  some  detail  upon 
these  considerations,  I  should  like  to 
point  out  that  the  Treasury  Department’s 
attempt  to  segregate  the  so-called  de¬ 
veloped  countries  from  less-developed 
areas  of  the  world  for  balance-of-pay- 
ments  purposes  is  entirely  unsound.  One 
illustration  will  suffice:  Many  of  the 
major  U.S.  oil  companies  are  integrated 
on  a  worldwide  basis.  Outside  of  the 
United  States,  they  derive  their  raw 
products,  by  and  large,  from  the  less- 
developed  areas  of  the  world.  In  the 
main,  they  market  these  products 
through  subsidiary  corporations  in  the 
developed  areas  of  the  world.  More  than 


70  percent  of  the  products  produced 
abroad  are  marketed  abroad,  chiefly  in 
Western  Europe.  To  market  these  prod¬ 
ucts  in  Western  Europe  they  must  build 
refineries,  pipelines,  distribution  facili¬ 
ties,  and  gasoline  pumps  in  Europe. 
Nearly  50  percent  of  our  current  invest¬ 
ment  in  Europe  is  in  this  kind  petroleum 
investment.  Now,  obviously,  if  we  re¬ 
strict  these  European  investments 
through  new  taxation,  we  will  retard  not 
merely  the  ability  of  these  firms  to  ex¬ 
pand  competitively  within  these  foreign 
markets,  but  also  we  will  literally  shut 
down  some  of  the  wells  in  the  less-de¬ 
veloped  countries  of  the  world,  countries 
we  are  trying  to  aid  through  such  things 
as  the  alliance  for  progress. 

Leaving  this  basic  fallacy  aside,  how¬ 
ever,  the  figures  presented  to  our  com¬ 
mittee  show  that,  on  a  developed  coun¬ 
try  basis  alone,  our  foreign  subsidiaries 
contribute  substantially  to  our  balance- 
of-payments  account.  A  summary  of 
data  presented  by  19  companies  covering 
the  4  years  1957  to  1960  show  this  in 
striking  fashion.  These  firms,  chiefly 
operating  through  subsidiaries  in  de¬ 
veloped  countries,  in  1960  alone  con¬ 
tributed  over  $600  million  net  to  our  bal¬ 
ance  of  payments.  Their  combined 
dividend  repatriations,  repatriated 
royalties  and  fees  and  U.S.  exports  trace¬ 
able  to  their  oversea  investments, 
amounted  to  nearly  $700  million  in  that 
year,  while  the  outflow  of  new  capital 
from  the  United  States  and  their  imports 
from  abroad  were  substantially  less 
than  $100  million.  Why  do  we  want  to 
inflict  new  competitive  burdens  upon 
these  highly  desirable  operations? 

Let  me  give  you  another  illustration  of 
the  kind  of  subsidiary  operation  over¬ 
seas  which  would  be  caught  up-  and 
placed  in  a  straitjacket,  sacrificed  to 
theories  not  compatible  with  the  facts. 
International  Telephone  &  Telegraph 
is  the  largest  American-owned  interna¬ 
tional  enterprise  in  the  electronics  and 
telecommunications  field.  It  is  92  per¬ 
cent  owned  by  90,000  U.S.  shareholders. 
Its  operations  are  two-thirds  abroad  and 
one-half  in  Europe — so  that  the  pro¬ 
posed  legislation  would  have  an  unusual 
impact  on  this  company. 

It  operates  22  plants  and  laboratories 
in  the  United  States  in  the  States  of 
California,  Illinois,  Indiana,  Massachu¬ 
setts,  Mississippi,  New  Jersey,  Rhode 
Island,  Virginia,  Missouri,  and  North 
Carolina,  and  it  is  about  to  break  ground 
for  one  in  Tennessee. 

It  employs  22,000  people  in  the  United 
States  and  the  payroll  of  these  U.S.  com¬ 
panies  since  inception  has  been  approxi¬ 
mately  $1  billion.  These  companies  were 
started  with  and  supported  by  foreign 
capital  and  earnings.  These  earnings 
were,  moreover,  U.S. -taxed  on  repatria¬ 
tion  before  investment. 

In  Latin  America,  it  operates  13  plants, 
laboratories,  and  radio  and  telephone 
operating  companies  in  8  countries.  It 
has  17,000  employees  in  this  area.  The 
value  of  its  assets  there  at  replacement 
would  aprpoach  $300  million.  It  has 
been  an  average  of  33  years  in  these 
countries,  in  Argentina  for  36  years. 
These  are  underdeveloped  countries,  and 
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its  plants  were  largely  financed  by 
European  earnings.  Again,  such  earn¬ 
ings  were  U.S.-taxed  on  repatriation  be¬ 
fore  investment. 

It  has  other  plants  in  Australia  and 
sales  and  communication  operations 
throughout  the  Far  East. 

In  particular,  in  Europe,  it  operates  70 
plants  and  laboratories  in  14  countries. 
These  are  operating  plants,  not  sales  of¬ 
fices,  in  every  country  in  Europe  except 
Luxembourg.  It  has  93,000  employees 
in  Europe.  Its  assets  at  cost  in  Europe 
approximate  $450  million.  It  has  been 
in  these  countries  for  an  average  of  36 
years ;  one  company  in  Belgium  has  been 
in  business  for  79  years.  These  com¬ 
panies  have  largely  financed  themselves 
through  partial  reinvestment  of  earn¬ 
ings  and  local  borrowings  in  Europe. 
This  growth  has  enabled  them  to  finance 
United  States  and  Latin  American  de¬ 
velopment  as  well  as  their  own. 

ITT’s  foreign  subsidiaries  have  re¬ 
mitted  50  percent  of  earnings  except 
when  blocked  by  currency  restrictions. 
They  have  remitted  net  $215  million  to 
the  U.S.  economy  in  the  last  10  years — 
$166  million  of  it  from  Western  Europe 
alone.  In  1960,  these  subsidiaries  re¬ 
mitted  $48  million  of  which  $34  million 
came  from  Western  Europe. 

ITT  has  incurred  serious  risks  and 
losses  in  exposed  positions  during  World 
War  II  and  recently  in  Cuba.  Its  stock¬ 
holders  have  taken  the  brunt  of  these 
risks  in  all  these  periods.  It  maintains 
an  export  surplus  from  the  United  States. 

Over  the  past  10  years  this  export  sur¬ 
plus  has  been  over  $175  million  net,  $100 
million  of  which  is  directly  traceable  to 
its  own  foreign  companies,  and  the  ma¬ 
jority  of  the  remainder  is  by  reason  of 
its  established  position  in  the  countries 
to  which  it  exports  from  the  United 
States. 

What  possible  justification  could  exist 
for  the  United  States  reaching  into  these 
foreign  operating  companies  and  impos¬ 
ing  a  new  U.S.  income  tax  which  the  local 
competitors  in  these  growing  markets 
will  never  have  to  pay? 

A  special  survey  by  the  U.S.  Commerce 
Department  permits  a  more  complete 
story  to  be  told.  Thus  study  covered  op¬ 
erations  of  155  U.S.  manufacturing  com¬ 
panies,  located  mainly  in  developed 
countries.  The  study,  in  turn,  is  backed 
by  examples  of  actual  experience  of  indi¬ 
vidual  American  companies. 

Note  that  these  155  companies,  on  an 
overall  basis,  returned  to  the  United 
States  from  their  manufacturing  sub¬ 
sidiaries  $1.3  billion  more  than  they 
withdrew  from  the  United  States  in 
1960. 

The  operations  of  these  companies 
thus  are  shown  to  have  added  to  the  fi¬ 
nancial  strength  of  the  United  States. 
Supplies  of  dollars  in  this  country  were 
built  up,  not  drained  away. 

The  Commerce  Department  survey 
covered  a  large  sample  of  manufacturing 
companies.  If  all  American  companies 
abroad  were  counted — from  trading  sub¬ 
sidiaries  to  oil  drilling — the  favorable 
effect  on  the  United  States,  shown  by  the 
Commerce  survey,  industry  officials  said, 
would  be  much  larger. 
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For  example,  these  officials  estimate 
that  all  U.S.  companies  overseas  buy  a 
total  of  $5  billion  worth  of  American 
goods  each  year — as  against  only  $1.8 
billion  worth  shown  in  the  sample  survey. 

Similarly,  total  payments  to  the 
United  States  from  foreign-earned  royal¬ 
ties,  license  payments,  management  fees 
and  the  like  are  estimated  to  be  running 
at  the  rate  of  $400  million  annually — 
as  against  only  $148  million  shown  in  the 
manufacturing  survey. 

Finally  the  latest  balance-of -payments 
figures  published  by  the  Government  in 
the  March  issue  of  Survey  of  Current 
Businesses  show  that,  during  1961,  there 
has  been  substantial  improvement  in  the 
ratio  of  repatriation  of  dividends  to  new 
capital  outflow,  even  in  the  case  of  West¬ 
ern  Europe  and  Canada  which  are  the 
world’s  most  developed  countries  aside 
from  the  United  States.  The  figures  just 
released  by  the  Department  of  Com¬ 
merce — “Survey  of  Current  Businesses,” 
U.S.  Department  of  Commerce,  March 
1962,  page  22 — for  Western  Europe  and 
Canada,  which  are  the  only  figures  sepa¬ 
rately  published  for  developed  countries, 
found  that  the  level  of  1961  repatriation 
of  the  income  to  the  United  States  is  al¬ 
most  exactly  in  balance  with  the  new 
outflow  of  direct  investment  capital.  In 
other  words,  the  new  outflow  in  1961 
amounted  to  $973  million,  while  repatri¬ 
ated  income  was  $968  million  in  that 
year.  These  figures  do  not,  of  course, 
include  exports  from  the  United  States 
which  are  generated  by  the  existence  of 
these  investments  overseas. 

I  referred  earlier  to  the  special  survey 
of  155  major  firms  for  10  months  of 
1960  in  which  the  Department  of  Com¬ 
merce  found  that  such  exports  to  West¬ 
ern  Europe  alone  for  10  months  of  1960 
amounted  to  approximately  $712  million 
and  exceeded  imports  to  the  United 
States  from  such  sources  sevenfold. 

I  note  that  the  majority  of  the  Ways 
and  Means  Committee  in  its  own  report 
on  this  tax  bill  found  as  a  fact  that — 
and  I  quote: 

The  location  of  investments  in  these  (de¬ 
veloped)  countries  is  an  important  factor 
in  stimulating  American  exports  to  the  same 
areas  (p.  57). 

I  call  your  particular  attention  to  re¬ 
marks  of  Secretary  of  Commerce  Luther 
H.  Hodges  prepared  for  delivery  March 
16 — less  than  2  weeks  ago — at  the  Eighth 
Annual  Business  International  Washing¬ 
ton  Roundtable. 

The  Secretary  says: 

While  the  basic  aim  of  our  tax  policy  is 
to  stimulate  domestic  growth,  we  are  not 
unmindful  of  the  problems  faced  by  U.S. 
subsidiaries  abroad — including  the  problem 
of  competing  with  foreign  companies  sub¬ 
ject  to  different  total  tax  obligations. 

U.S.  investment  abroad  is  important  to  our 
export  expansion  program.  Direct  invest¬ 
ments  in  manufacturing  facilities  abroad 
stimulate  our  exports  of  capital  equipment, 
our  exports  of  parts  and  raw  materials,  and 
our  exports  of  finished  products  to  fill  out 
the  lines  of  subsidiaries  producing  and  sell¬ 
ing  abroad. 

To  the  extent  that  U.S.  investment  abroad 
increases  the  financial  strength  and  the  com¬ 
petitive  capacity  of  American  companies,  it 
reinforces  our  domestic  economy.  And,  to 
the  extent  that  the  earnings  on  these  in¬ 
vestments  are  returned  to  the  United  States, 


they  make  a  direct  contribution  to  improving 
our  balance  of  payments. 

In  my  judgment,  it  would  be  very  fool¬ 
ish  for  the  United  States,  at  the  very 
moment  when  the  Common  Market  we 
encourage  is  moving  into  high  gear,  to 
place  obstacles  in  the  way  of  our  firms 
getting  established  in  that  profitable 
market.  I  have  no  doubt  that  if  we 
enact  this  bill  and  place  these  tax  ob¬ 
stacles  in  force,  we  will  worsen  our  bal¬ 
ance  of  payments  in  due  course,  because 
we  will  destroy  the  foundations  of  fu¬ 
ture  profit  from  these  markets.  As  far 
as  revenues  are  concerned,  we  might  get 
a  little  bit  more  tax  revenue  for  a  short 
time.  In  the  longer  pull,  however,  we 
will  curtail  the  growth  of  our  firms  in 
these  new  markets  and  our  tax  revenues 
will  unquestionably  be  less  than  they 
would  have  been  if  we  never  had  erected 
the  obstacles  in  the  first  place.  For 
these  reasons  I  think  it  would  be  a  trag¬ 
edy  if  the  House  should  pass  this  pend¬ 
ing  tax  legislation. 

Mr.  KNOX.  Mr.  Chairman,  I  yield 
such  time  as  he  may  desire  to  the  gentle¬ 
man  from  Nebraska  [Mr.  BeermannI. 

(Mr.  BEERMANN  asked  and  was  given 
permission  to  extend  his  remarks.) 

Mr.  BEERMANN.  Mr.  Chairman,  the 
Ways  and  Means  Committee  has  written 
into  the  Revenue  Act  of  1962  a  provision 
for  taxing  the  dividends  of  farmer  coop¬ 
eratives  which,  if  enacted,  will  Violate 
the  fundamental  rights  of  millions  of 
farmers. 

This  substitute  provision,  which  dis¬ 
placed  a  perfectly  fair  provision  for  tax¬ 
ing  co-op  dividends,  states  that  if  the  by¬ 
laws  so  provide,  a  co-op  may  retain  divi¬ 
dends  and  patronage  refunds  indefinitely 
but  the  farmers  must  pay  the  tax.  This 
means  that  a  co-op  may  declare  a  book 
dividend  of  $100  for  the  year  1962,  keep 
the  money  for  working  capital,  and  make 
the  farmer  pay  the  income  tax.  It  may 
do  the  same  for  the  fiscal  year  1963,  and 
again  the  year  after  that,  and  keep  on 
doing  it  for  as  many  years  as  it  likes. 

Now,  I  am  a  farmer  and  familiar  with 
co-ops  and  I  know  that  no  farmer  in  his 
right  mind  would  think  of  giving  the 
co-op  managers  the  taxing  power  which 
the  Ways  and  Means  Committee  now 
proposes  to  give  them  by  law. 

It  is  no  answer  to  say  that  the  farmer 
can  quit  the  co-op  if  he  does  not  like  the 
bylaws.  In  practice,  millions  of  farmers 
have  no  such  choice.  For  them,  mem¬ 
bership  in  the  local  is  a  necessity,  not  a 
choice.  In  some  great  agricultural  areas, 
and  in  the  case  of  many  farm  products, 
especially  fruits  and  vegetables,  prac¬ 
tically  the  entire  marketing  facilities  are 
in  the  hands  of  the  co-ops.  The  farmer 
who  tried  to  operate  outside  the  co-op 
framework  would  find  himself  without 
buyers  and  without  marketing  facilities. 
His  only  alternative  would  be  to  stay  in 
the  co-op  or  quit  farming. 

The  original  provision  for  taxing  co-op 
dividends,  which  the  Ways  and  Means 
Committee  first  wrote  into  the  Revenue 
Act,  was  fair  to  the  farmer,  fair  to  the 
co-ops,  and  fair  to  the  Government 
which  is  entitled  to  some  tax  revenue 
from  co-ops  profits.  The  original  bill 
provided  for  a  three-way  option.  The 
farmer  could  agree  to  pay  the  tax  and  let 


the  co-op  keep  the  money;  or  the  farmer 
could  tell  the  co-op  if  it  wanted  to  retain 
the  money,  it  would  have  to  pay  the  tax; 
or  the  farmer  could  get  the  money  and 
pay  the  tax. 

I  am  delighted  that  the  American 
Farm  Bureau  Federation,  which  is  al¬ 
ways  on  the  alert  to  guard  the  real  in¬ 
terests  of  the  farmer,  promptly  an¬ 
nounced  its  opposition  to  the  new  co-op 
tax  section  of  the  Revenue  Act.  Said 
the  Farm  Bureau : 

In  our  opinion,  this  procedure  does  not 
adequately  protect  the  rights  of  the  indi¬ 
vidual  farmer  member. 

I  would  concur  in  that  statement  and 
add  that  Congress  would  be  far  wiser  to 
enact  no  legislation  at  all  on  co-op 
taxation  than  to  accept  what  the  Ways 
and  Means  Committee  has  written  into 
the  bill. 

Mr.  FINDLEY.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  BEERMANN.  I  yield  to  the 
gentleman  from  Illinois. 

Mr.  FINDLEY.  Mr.  Chairman,  I  de¬ 
sire  to  associate  myself  with  the  gentle¬ 
man’s  statement  and  commend  him  on 
it. 

(Mr.  HARVEY  of  Indiana  asked  and 
was  given  permission  to  extend  his  re¬ 
marks  at  this  point  in  the  Record.) 

[Mr.  HARVEY  of  Indiana’s  remarks 
will  appear  hereafter  in  the  Appendix.] 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
such  time  as  he  may  desire  to  the  gentle¬ 
man  from  Michigan  [Mr.  Lesinski]. 

Mr.  LESINSKI.  Mr.  Chairman,  I  am 
disappointed  in  the  tax  bill  which  has 
been  reported  by  the  Committee  on  Ways 
and  Means,  for  I  had  hoped  that  the 
Congress  would  enact  this  year  a  general 
revision  of  the  tax  laws  of  a  much 
broader  scope  to  eliminate  all  the  var¬ 
ious  loopholes  and  special  concessions 
and,  most  important,  to  give  relief  to  the 
hard-pressed  individual  taxpayer  and 
small  businessman,  such  as  I  had  pro¬ 
posed  early  in  this  Congress  in  my  bill, 
H.R.  244. 

It  is  advocated  by  some  economists 
that  when  an  economy  needs  stimula¬ 
tion,  the  Government  should  either  in¬ 
crease  Federal  spending  or  cut  taxes. 
Either  course  calls  for  deficit  spending, 
which  I  am  not  advocating  as  a  stand¬ 
ard  practice,  but  which  I  recognize  as  a 
necessary  evil  in  an  emergency  if  there 
is  sufficient  justification  for  it.  I  believe 
justification  for  it  has  been  shown  by 
the  administration  in  its  recommenda¬ 
tions  for  various  spending  programs  and 
by  H.R.  10650  which,  if  enacted,  will 
assist  the  economy  of  the  Nation. 

I  would  propose,  therefore,  that  Con¬ 
gress  enact  a  measure  this  year  to  reduce 
individual  and  small  business  income 
taxes  and  I  would  offer  as  a  suggestion 
the  bill,  H.R.  10478,  which  I  have  intro¬ 
duced  to  provide  for  an  increase  over 
a  2-year  period  in  the  personal  income 
tax  exemptions  of  an  individual  tax¬ 
payer — from  $600  to  $700 — and  in  the 
surtax  exemption  of  a  corporate  tax¬ 
payer — from  $25,000  to  $29,000.  This 
legislation  should  be  enacted  this  year 
and  reenacted  every  2  years  for  a  total 
of  12  years  to  raise  the  individual  exemp¬ 
tions  to  a  total  of  $1,200  and  the  cor- 
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porate  surtax  exemption  to  $50,000,  as 
is  suggested  by  another  bill  of  mine, 
H.R.  10477. 

This  is  a  modest  proposal,  but  one 
which  I  believe  in  the  long  run  would  be 
of  great  value  to  the  economy  of  the 
Nation.  The  tax  cut  would  serve  two 
purposes:  It  would  return  money  to  the 
citizens  so  they  could  meet  their  local 
needs,  such  as  schools,  and  it  would 
stimulate  the  economy.  I  have  noted 
that  the  average  annual  increase  to  the 
Federal  Treasury  since  1945  has  been 
$2.7  billion.  The  program  outlined  above 
would  cost  less  than  $2  billion  annually 
so  in  the  long  run  the  growth  in  the 
economy  and  consequent  increase  in  tax 
revenues  would  help  make  up  the  deficit. 

Back  in  1913  when  the  first  modern 
Federal  income  tax  was  adopted,  a  mar¬ 
ried  couple  with  two  dependents  enjoyed 
an  exemption  of  $4,000.  Today,  the  ex¬ 
emption  allowed  is  only  $2,400.  In  terms 
of  purchasing  power,  the  $4,000  ex¬ 
emption  allowed  in  1913  is  the  equivalent 
of  about  $12,123  today.  Of  course,  I  do 
not  say  that  we  should  raise  exemptions 
to  that  level  because  I  realize  it  would 
mean  too  great  a  loss  to  the  Federal 
Treasury. 

Bringing  the  comparison  more  up  to 
date,  one  would  need  $1.67  today  to  buy 
what  a  dollar  bought  in  1945.  In  other 
words,  one  needs  about  60  percent  more 
money  today  to  buy  what  one  could  in 
1945.  And  since  1945  the  amount  of  rev¬ 
enue  received  by  the  Federal  Govern¬ 
ment  from  individual  and  corporate  in¬ 
come  taxes  has  almost  tripled. 

In  view  of  that,  I  believe  some  tax  re¬ 
lief  is  called  for. 

By  proposing  a  tax  reduction  for  indi¬ 
viduals  and  small  business,  I  realize  that 
I  am  taking  the  opopsite  position  to  the 
administration.  But  I  feel  that  because 
of  the  high  taxes  now  imposed  on  our 
people  by  the  Federal  Government,  they 
are  becoming  less  and  less  willing  to  ac¬ 
cept  the  responsibility  of  paying  for  local 
obligations,  such  as  schools,  essential 
community  facilities,  civic  improve¬ 
ments,  health  care  for  the  aged,  and  so 
forth,  which  historically  have  been  the 
responsibility  of  the  local  communities, 
and  of  the  individual  and  his  family. 
Because  of  the  Federal  tax  structure, 
business,  especially  small  business,  finds 
it  difficult  to  accumulate  capital  for  rein¬ 
vestment  and  expansion.  Consequently, 
more  and  more  demands  are  being  made 
on  the  Federal  Government  for  assist¬ 
ance  in  these  various  areas,  and  the  more 
demands  that  are  made  the  more  new 
programs  have  to  be  established  to  fur¬ 
nish  the  assistance.  As  the  Government 
expands,  it  needs  more  money  to  operate. 

I  believe  that  if  the  administration 
feels  it  can  afford  to  spend  several  million 
or  billion  dollars  on  various  programs, 
then  it  can  afford  to  give  individuals  a 
cut  in  taxes  and  let  them  use  that  money 
back  home  to  pay  for  their  local  needs 
instead  of  looking  to  the  Federal  Gov¬ 
ernment  to  meet  those  needs.  Unless 
this  is  done  and  the  trend  continues  as 
it  has  in  the  past,  the  individual  will  find 
himself  in  the  same  plight  as  the  work¬ 
ers  in  England  who,  according  to  a  re¬ 
cent  report,  are  grumbling  because  taxes 


take  about  40  percent  of  their  salaries 
and  there  is  no  relief  in  sight. 

You  might  call  this  proposal  to  cut 
taxes  appropriation  in  reverse.  Instead 
of  taking  money  from  the  people,  de¬ 
ducting  from  the  amount  received  ad¬ 
ministrative  costs  and  returning  a  lesser 
amount  to  the  people,  you  let  the  people 
have  the  money  to  dictate  how  they 
want  it  spent. 

If  some  of  them  decide  to  spend  it  to 
purchase  new  cars,  new  household  items, 
and  other  hard  goods,  which  I  believe 
many  would  do,  production  would  be 
increased  and  men  would  be  put  back  to 
work.  We  are  all  very  much  aware  of 
the  unemployment  problem  in  the  coun¬ 
try.  In  my  own  area,  for  example,  em¬ 
ployment  in  one  plant  dropped  from  a 
peak  of  23,000  to  about  3,700  to  3,900  at 
the  present  time.  Workers  with  as  high 
as  27  years  of  seniority  have  been  un¬ 
employed  from  18  to  23  months.  They 
cannot  find  work  anywhere  and  there 
will  not  be  any  jobs  unless  there  is  an 
increase  in  demand  with  a  consequent 
increase  in  production. 

If  these  people  are  put  back  to  work, 
the  Government,  instead  of  having  to 
pay  money  out  for  unemployment  com¬ 
pensation,  will  gain  added  revenues  from 
payroll  taxes,  while  saving  money.  In 
fiscal  year  1961  over  $22  million  was 
given  to  Michigan  by  the  Federal  Gov¬ 
ernment  for  the  Temporary  Unemploy¬ 
ment  Compensation  Act. 

A  man  on  unemployment  compensa¬ 
tion  or  one  facing  the  prospects  of  un¬ 
employment  is  not  going  to  spend  his 
money  on  major  items  of  production; 
he  is  going  to  conserve  it  to  make  sure 
that  he  and  his  family  will  continue  to 
eat  as  long  as  possible. 

That  might  be  the  solution  to  the 
consumer  riddle  which  is  puzzling 
President  Kennedy  and  his  advisers  ac¬ 
cording  to  the  following  article  which  re¬ 
cently  appeared  in  the  March  25,  1962, 
issue  of  the  Detroit  News : 


[Prom  the  Detroit  News,  Mar.  25, 1962] 
United  States  Tries  To  Pep  Up  Buying — 

Kennedy  Looks  to  Consumers  for  Lift 

in  Business 

(By  Tom  Joyce) 

Washington,  March  25.— President  Ken¬ 
nedy  and  his  economic  advisers  are  trying  to 
solve  the  “consumer  riddle”  that  is  jamming 
up  the  gears  in  the  administration’s  attempt 
to  shift  the  Nation’s  economy  into  high 
speed. 

The  experts  are  frustrated  by  what  appears 
to  be  increased  reluctance  of  the  consumer 
to  part  with  his  dollars. 

Administration  sources  are  convinced  that 
the  consumer  “is  loaded.”  But  so  far  this 
year  he  has  not  shown  any  great  desire  to 
spend,  especially  for  hard  goods. 

KENNEDY  PLEA 

In  his  economic  message  last  January,  Mr. 
Kennedy  outlined  what 'was  described  as  a 
“bold  approach  to  get  the  country  rolling.” 

Mr.  Kennedy  said  that  while  the  momen¬ 
tum  of  the  economy  had  been  restored,  he 
wanted  the  means  to  “sustain  our  prosperity 
and  accelerate  our  growth.” 

Congress  has  already  responded  to  part  of 
the  President’s  program  by  approving  his 
manpower  retraining  proposal.  And  there  is 
some  chance  for  favorable  action  soon  on 
the  administration’s  tax  reform  bill,  in¬ 
tended  to  provide  business  with  an  incen¬ 
tive  to  invest  in  new  tools  of  production. 


UP  TO  CONSUMER 

In  the  long  run,  however,  it  is  the  con¬ 
sumer — the  buyer  of  automobiles,  televisions 
and  black-eyed  peas— who  has  the  economic 
growth  rate  throttle  in  his  hands. 

And  he  isn’t  pushing  it  forward  fast 
enough  to  suit  economists,  who  want  at  least 
a  4y2  percent  annual  growth  rate. 

Commerce  Department  figures  show  that 
in  the  last  quarter  of  1961  the  level  of  dis¬ 
posable  income  was  at  $375.6  billion,  com¬ 
pared  to  $354.9  for  1960. 

At  the  same  time,  savings  in  1961  were 
$27.1  billion  while  they  were  only  $22.7  bil¬ 
lion  in  1960. 

On  top  of  greater  savings,  borrowing  for 
installment  credit  is  down. 

While  automobile  sales  have  shown  gains 
after  the  1958  recession,  the  value  increase 
has  been  slowed  by  the  acceptance  of  lower- 
priced  compact  cars. 

SEEK  TO  CUT  IDLE 

The  administration  first  is  seeking  full  em¬ 
ployment — or  what  economists  call  full  em¬ 
ployment. 

In  realistic  terms,  this  means  bringing  the 
unemployment  rate  down  to  4  percent,  which 
in  today’s  labor  force  would  mean  roughly 
2.9  million  unemployed  workers  instead  of 
the  present  4  million. 

To  attain  this,  there  must  be  an  improve¬ 
ment  in  the  Nation’s  economic  growth  from 
the  present  3 1/2  percent  annually. 

Price  stability  and  equilibrium  in  the  bal¬ 
ance  of  payments  are  the  other  main  goals. 

To  solve  the  balance-of-payments  problem 
the  administration  is  hoping  that  Congress 
will  pass  the  President’s  proposed  trade  law 
that  would  slash  tariffs. 

NEED  NEW  PRODUCTS 

But  in  the  final  analysis,  it  is  the  con¬ 
sumer,  not  governmental  measures,  that  will 
determine  whether  the  goals  will  be  attained. 

The  administration  is  hoping  for  a  buying 
spree  this  spring,  especially  in  the  appliance, 
automobile  and  housing  fields. 

A  major  problem,  according  to  experts  who 
study  "the  enigma  of  the  consumer”  is  that 
there  are  not  enough  new  products  to  get 
people  excited  about  buying. 

One  of  the  real  hopes  for  the  future  is  in 
the  fast-growing  field  of  research  and  de¬ 
velopment. 

Mr.  Chairman;  there  may  be  some  who 
will  say  that  the  Government  in  these 
times  cannot  afford  the  loss  to  the 
'Treasury  which  will  result  from  enact¬ 
ment  of  a  bill  such  as  I  am  proposing. 
While  there  may  be  some  loss  at  first,  I 
do  not  believe  it  will  be  a  total  loss  for 
it  will  be  made  up  in  various  ways,  some 
of  which  I  have  mentioned. 

Most  of  the  savings  to  the  individual 
taxpayers  will  end  up  in  the  form  of 
spending  on  goods  and  services.  These 
purchases  will  stimulate  business  and 
will  result  in  increased  business  profits 
and  increased  income  to  the  Treasury 
from  Federal  taxes  on  those  profits.  In 
stimulating  business,  the  additional 
purchases  will  provide  more  jobs  and 
help  to  alleviate  unemployment  con¬ 
ditions  such  as  exist  in  my  district  and 
other  sections  of  the  country  and  will 
provide  more  revenue  for  the  Govern¬ 
ment  from  the  additional  income  taxes 
that  will  be  paid.  There  will  be  less  de¬ 
mands  on  the  Federal  Government  and 
economies  can  be  effected  in  Govern¬ 
ment  operations. 

Business  will  be  encouraged  to  rein¬ 
vest  money  for  expansion,  which  will 
add  to  the  growth  of  the  economy. 

I  believe  that  if  we  can  afford  a  deficit 
as  is  anticipated  in  H.R.  10650,  with  the 
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expectation  that  it  will  be  eventually 
recouped  through  stimulation  of  the 
economy,  we  can  afford  a  deficit  by  cut¬ 
ting  income  taxes  as  I  am  proposing, 
with  the  same  expectation. 

I  urge  the  House  to  give  serious  con¬ 
sideration  to  this  proposal. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
10  minutes  to  the  gentleman  from  Vir¬ 
ginia  [Mr.  Harrison]. 

Mr.  HARRISON  of  Virginia.  Mr. 
Chairman,  for  months  I  have  listened 
to  the  tales  of  woe  and  disaster  that  this 
bill  will  bring  to  the  widows  of  America. 
The  mail  that  is  coming  in,  obviously 
inspired,  from  people  whom  I  suspect 
are  not  widows,  tries  to  tell  me  what 
this  measure  will  do  to  the  widow’s  mite. 
For  months  in  committee  we  have  heard 
about  the  effect  of  withholding  on  the 
poor  widows.  For  2  days  here  in  this 
debate  we  have  listened  to  what  will 
happen  to  the  widows,  and  I  have  reached 
the  point  of  such  emotional  feeling 
in  my  bosom  that  it  makes  it  difficult 
for  me  to  speak  without  taking  my  towel 
in  hand  and  shedding  tears. 

Mr.  Chairman,  the  first  thing  we  ought 
to  look  at,  however,  is  which  widows  are 
we  talking  about?  They  are  not  the  old 
widows,  because  any  widow  over  65  is 
not  affected  by  this  bill.  So  we  start 
out  with  the  proposition  that  we  are 
dealing  with  young  widows.  Then  we 
might  also  go  into  inquiring — which 
widows  are  we  talking  of,  since  we  real¬ 
ize  that  this  bill  does  not  cover  the 
widow  who  earns  her  living  by  the  swefft 
of  her  brow  working  8  or  10  or  12  hour§ 
a  day  in  a  laundry ;  or  in  the  agricultural 
areas  of  our  Nation  in  a  processing 
plant  or  in  the  harvest  fields.  Oh,  no, 
Uncle  Sam  takes  his  share  of  that 
widow’s  mite  before  he  lets  it  get  into 
her  hands.  Therefore,  Mr.  Chairman, 
we  are  dealing  with  young  widows — and, 
wealthy  young  widows.  You  know  it  is 
my  sad  duty  to  confess  that  there  was 
a  day  in  my  life  that  I  would  have  been 
willing  to  contribute  to  the  tax  bill  of 
wealthy  young  widows,  if  it  would  make 
them  happy.  But  unfortunately  the 
inexorable  march  of  years  has  made  me 
such  a  stranger  to  those  sentiments  that 
I  now  prefer  my  own  pocketbook  to  those 
of  rich  young  widows  who  are  not  paying 
their  fair  share  of  taxes  by  failing  to 
report  them. 

So  when  we  come  to  the  tragic  story 
of  the  widow  and  the  orphan  let  us  bear 
in  mind  that  we  are  talking  about  the 
orphan  over  the  age  of  18  and  the  widow 
who  is  younger  than  65,  and  on  whose 
income  on  top  of  any  earnings  she  owes 
taxes  she  is  not  reporting. 

And  we  are  also  including  the  old 
women  who  wear  pants  and  who  have 
bald  heads  and  wear  beards,  who  are 
not  paying  their  share  of  taxes.  I  do 
not  see  any  reason  why  I  should  con¬ 
tinue  to  pay  taxes  on  their  income  which 
for  one  reason  or  another  they  are  not 
reporting. 

Now,  I  want  to  say  just  a  word  about 
the  investment  tax  feature.  My  friends 
on  the  other  side  have  gone  full  swing 
on  this.  American  businesses  today  are 
fat  cats,  they  say.  A  previous  speaker 
referred  to  them  as  economic  royalists, 
but  in  committee  these  gentlemen  were 


so  interested  in  American  business  that 
they  offered  as  a  substitute  for  this  pro¬ 
vision  of  the  bill  the  Baker-Herlong  bill. 
With  reference  to  the  Baker-Herlong 
bill,  I  asked  the  Secretary  of  the  Treas¬ 
ury  one  question :  What  would  have  been 
the  effect  on  the  revenue  this  year  if  that 
bill  had  been  enacted  into  law  6  or  7 
years  ago  when  it  was  first  proposed  by 
the  NAM.  And  he  answered  that  ques¬ 
tion  by  saying  it  would  have  produced  a 
deficit  in  fiscal  1962  of  $23  billion. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  HARRISON  of  Virginia.  I  yield. 

Mr.  BYRNES  of  Wisconsin.  If  my 
memory  serves  me  right  that  question 
came  from  the  Democratic  side  of  the 
committee.  The  only  issue  as  I  under¬ 
stand  was  whether  we  were  going  to 
table  the  motion  or  not  table  it  and  give 
further  consideration  to  various  aspects 
of  the  Baker-Herlong  bill. 

Mr.  HARRISON  of  Virginia.  The 
gentleman’s  memory  is  precisely  correct 
and  there  was  1  Democratic  vote  for 
it  and  10  Republican,  those  people  who 
now  say  a  bill  of  $1,200  million  a  year  is 
too  much  to  give  the  economic  royalists 
are  the  same  people  who  a  few  weeks  ago 
wanted  to  give  them  $25  billion  a  year. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield  fur¬ 
ther? 

Mr.  HARRISON  of  Virginia.  I  yield. 

Mr.  BYRNES  of  Wisconsin.  Was  not 
the  issue  the  question  of  a  motion  to  lay 
on  the  table  so  we  could  not  consider 
any  of  the  revisions  in  the  Baker-Her¬ 
long  proposal?  Was  not  that  the  issue 
before  us  in  the  committee? 

Mr.  HARRISON  of  Virginia.  The  is¬ 
sue  was  to  take  up  a  bill.  There  was  1 
Democratic  vote  and  10  Republican  votes 
for  it.  That  was  the  issue. 

Mr.  BYRNES  of  Wisconsin.  I  want 
to  be  fair  and  I  know  the  gentleman 
wants  to  be  fair.  Was  not  the  issue  the 
question  of  whether  we  would  table  the 
motion  to  consider  the  substitute? 

Mr.  HARRISON  of  Virginia.  The 
question  was  the  effort  to  get  it  up  and 
out.  Then,  the  gentleman  from  Wis¬ 
consin  proposed  a  bill  that  would  give 
great  aid  to  these  economic  royalists.  It 
was  an  amazing  combination  of  Curtis 
Ikard  and  rapid  depreciation  and  the 
kitchen  sink,  and  what  it  would  cost  no¬ 
body  knew  exactly  because  everybody 
knew  it  was  not  going  to  be  seriously 
considered. 

Mr.  BYRNES  of  Wisconsin.  Was  not 
the  effort  to  get  the  bill  up  so  we  could 
have  fair  discussion  of  it? 

Mr.  HARRISON  of  Virginia.  On 
yesterday  the  distinguished  gentleman 
from  Ohio  said  he  did  not  want  an  open 
rule  but  one  under  which  he  could  offer 
that  bill  to  aid  these  people  whom  to¬ 
day  the  Republicans  call  fat  cats  and 
economic  royalists.  Now  they  are  going 
to  offer  a  motion  to  recommit  the  effect 
of  which  my  good  friend  the  gentleman 
from  Wisconsin  has  said  will  be  to  give 
American  business  no  incentive  in  their 
competition  with  foreign  business.  Yet 
it  is  a  fact  that  in  every  Western  nation 
of  the  world  there  is  a  special  tax  incen¬ 
tive  given  by  the  government  of  that 
country  for  the  purpose  of  enabling 


them  to  compete  with  American  indus¬ 
try. 

Mr.  BYRNES  of  Wisconsin.  I  hope 
the  gentleman  will  review  the  surveys 
that  have  been  made  by  the  Treasury 
as  to  what  the  situation  is  in  these  other 
countries  in  face  of  the  remark  the  gen¬ 
tleman  has  just  made,  because  the  gen¬ 
tleman  from  Missouri  analyzed  that 
statement  that  was  made  at  one  time  by 
the  Secretary  of  the  Treasury  that  they 
had  these  incentives  but  if  you  will  look 
at  yesterday’s  Record  you  will  find  how 
wrong  that  statement  is. 

Mr.  HARRISON  of  Virginia.  The 
gentleman  from  Missouri  also  said  in 
connection  with  the  foreign  tax  provi¬ 
sions  of  this  bill,  “Yankee  come  home.” 
The  position  of  the  gentleman  from 
Missouri  and  the  gentleman  from  Wis¬ 
consin  is  that  the  Yankee  cannot  stay 
home.  They  want  to  make  him  go 
abroad.  They  will  give  him  nothing  in 
the  way  of  a  tax  incentive  if  he  keeps  his 
plant  and  whistle  blowing  here  in 
America.  But  it  is  made  sacred  if  he 
takes  his  plant  abroad. 

In  connection  with  the  matter  of  com¬ 
petition,  the  gentleman  from  Wisconsin 
knows  that  in  Belgium  there  is  a  special 
tax  reduction  equal  to  30  percent  of  the 
amount  of  investment  in  industrial  prop¬ 
erty  in  actual  depreciation. 

The  gentleman  from  Wisconsin  wants 
American  industry  not  to  compete  with 
that. 

American  industry  is  told,  in  effect: 
“Go  to  Belgium  if  you  want  to  compete 
with  the  Belgians;  you  will  get  no  such 
consideration  here.” 

In  1961  the  Canadian  Government  in¬ 
troduced  an  incentive  for  new  capital  ex¬ 
penditure  in  the  form  of  an  increase  of 
50  percent  in  capital  consumption  allow¬ 
ances  otherwise  available.  American  in¬ 
dustry  is  told:  “Go  to  Canada  if  you  want 
to  compete  with  the  Canadians ;  you  will 
get  no  such  consideration  here.” 

France  permits  a  variety  of  special  in¬ 
centive  deductions,  including  two  ordi¬ 
nary  annual  deductions  in  the  first  year 
of  the  life  of  the  asset  and  a  10-percent 
initial  allowance.  American  industry  is 
told:  “Go  to  France  if  you  want  to  com¬ 
pete  with  the  French;  you  will  get  no 
such  consideration  here.” 

Japan  permits  an  initial  allowance 
equal  to  33  ’/3  percent  of  the  cost  of  the 
asset.  American  industry  is  told :  “Go  to 
Japan  if  you  want  to  compete  with  the 
Japanese;  you  will  get  no  such  consid¬ 
eration  here.” 

The  Netherlands  provides  an  equiva¬ 
lent  to  an  investment  credit  of  approxi¬ 
mately  10  percent.  American  industry  is 
told:  “Go  to  the  Netherlands  if  you  want 
to  compete  with  the  Dutch;  you  will  get 
no  such  consideration  here.” 

The  United  Kingdom  permits  the  de¬ 
duction  of  an  initial  allowance  over  and 
above  the  first  regular  depreciation  in 
amounts  ranging  up  to  30  percent  of  the 
cost  of  the  asset.  In  addition,  the  British 
have  an  investment  allowance  ranging 
from  10  to  40  percent  of  the  cost  of  the 
asset.  This  investment  allowance  is  de¬ 
ductible  in  addition  to  ordinary  deprecia¬ 
tion  and  the  initial  allowance.  American 
industry  is  told:  “Go  to  Great  Britain  if 
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you  want  to  compete  with  the  British; 
you  will  get  no  such  consideration  here.” 

Italy  provides  for  depreciation  sub¬ 
stantially  in  excess  of  realistic  depre¬ 
ciation  as  its  means  of  stimulating  in¬ 
vestment,  permitting  a  reduction  from 
the  normally  useful  depreciable  life  of 
as  much  as  40  percent.  American  indus¬ 
try  is  told:  “Go  to  Italy  if  you  want  to 
compete  with  the  Italians;  you  will  get 
no  such  consideration  here.” 

The  cry  is,  “Yankee,  come  home,”  but 
the  tax  incentive  to  bring  him  home,  or 
keep  him  home,  is  attacked  here.  The 
American  businessman  will  read  the 
message  as,  “Yankee,  go  abroad,  if  you 
are  to  survive.” 

For  my  part,  I  want  to  continue  to  hear 
the  factory  whistles  blowing  in  Virginia. 

When  the  sun  rose  yesterday  the  gen¬ 
tleman  from  Wisconsin  had  a  program 
for  American  business,  but  when  the 
sun  set  last  night  he  had  nothing  but  a 
motion  to  strike. 

Mr.  Chairman,  Mr.  Emerson  said:  “In¬ 
consistency  is  the  hobgoblin  of  little 
minds.”  But  if  this  be  true,  I  concede 
that  the  Republican  membership  of  the 
Committee  on  Ways  and  Means  of  the 
House  are  the  greatest  minds  in  America. 
As  far  as  I  am  concerned,  the  gentleman 
knows  that  in  offering  his  motion  to  re¬ 
commit  it  will  strike  at  the  very  heart 
of  this  bill  and  the  reason  for  its  ex¬ 
istence,  the  reason  -for  its  being-  here. 
None  of  the  rest  of  the  measure  will  be¬ 
come  law  in  that  event.  That  means  that 
the  gentleman  is  in  favor  of  leaving  un¬ 
disturbed  the  tax  treatment  of  some  of 
these  huge  corporations  that  are  mas¬ 
querading  as  farm  cooperatives.  It 
means  leaving  undisturbed  the  complete 
tax  exemption  of  mutual  insurance  cor¬ 
porations  on  their  income  from  under¬ 
writings.  The  gentleman  knows  it  will 
leave  undisturbed  the  disgraceful  tax 
advantage  held  by  mutual  thrift  in¬ 
stitutions  with  assets  of  $110  billion, 
which  pay  no  tax,  or  practically  no  tax. 
It  means  the  end  of  the  bill. 

Frankly,  I  am  tired  of  paying  other 
people’s  taxes.  I  think  the  time  has 
come  to  take  a  step  toward  equalization 
of  taxes.  My  criticism  of  this  bill  is 
that  it  does  not  go  far  enough  in  dis¬ 
couraging  these  foreign  tax  havens,  it 
does  not  go  far  enough  in  correcting  tax 
inequalities.  I  am  perfectly  willing  to 
pay  my  inceme  tax,  but  I  am  tired  of 
paying  it  for  other  people  who  have  the 
same  income  I  do  and  who  do  not  pay 
their  fair  share  of  the  taxes. 

Mr.  KNOX.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentleman  from  Illinois 
[Mr.  Arends]. 

Mi-.  ARENDS.  Mr.  Chairman,  for 
over  a  year  the  Congress  has  had  under 
consideration  President  Kennedy’s  rec¬ 
ommended  revisions  in  our  tax  laws. 
This  is  the  second  day  we  have  formally 
debated  the  committee  bill. 

I  only  wish,  Mr.  Chairman,  we  would 
be  as  careful  in  considering  the  spending 
measures  as  we  are  in  our  consideration 
of  a  revenue  raising  measure.  If  we 
were,  we  would  not  have  to  be  consider¬ 
ing  a  tax  increase  bill  but  rather  might 
be  considering  a  tax  relief  bill.  I  am  not 
complaining  that  we  have  taken  so  much 


time  on  this  tax  bill.  I  am  complaining 
that  we  have  taken  so  little  time  on  the 
spending  measures. 

Mr.  Chairman,  I  should  like  to  call 
attention  to  the  dangerous  numbers 
game  the  President  has  been  playing 
with  the  American  people  for  the  past 
2  months.  He  is  playing  this  same  num¬ 
bers  game  with  the  1963  budget  as  he 
played  with  the  current  1962  budget. 

The  object  of  the  Kennedy  numbers 
game  is  to  see  how  large  a  financial 
burden  the  American  people  will  bear. 
The  test  of  political  skill  is  for  the  Presi¬ 
dent  to  announce  a  number,  higher  than 
the  previous  one,  without  the  American 
people  being  aware  that  it  was  higher. 
By  quietly  announcing  increased  deficits 
in  the  budget  the  President  is  hoping 
the  mounting  unpaid  bills  will  not  be 
noticed  and  the  American  people  will 
not  checkmate  him  in  his  moves. 

As  I  reconstruct  it,  this  is  the  way 
the  President  played  the  game  with  the 
1962  budget: 

January  16,  1961:  President  Eisen¬ 
hower  submits  a  realistic  budget  for  1962 
showing  a  $1.5  billion  surplus. 

February  27, 1961: 

President  Kennedy  has  told  leading  con¬ 
gressional  Democrats  he  is  banking  on  an 
upturn  in  the  economy  to  hold  next  year’s 
budget  deficit  to  $1.5  billion. — Associated 
Press. 

March  24  and  28,  1961:  President 
Kennedy  delivers  two  budget  messages 
to  Congress  and  now  proposes  a  $2.8  bil¬ 
lion  deficit. 

May  8, 1961: 

Budget  director  David  E.  Bell  indicated 
to  Congress  today  that  the  Federal  books 
were  likely  to  be  more  out  of  balance  next 
year  than  had  been  officially  estimated.  Mr. 
Bell  declined  to  pinpoint  the  outlook  as  of 
now,  but  there  are  signs  pointing  to  a  deficit 
at  least  $1  billion  greater  than  the  figures 
given  by  Mr.  Kennedy. — New  York  Times. 

May  20,  1961: 

Elmer  B.  Staats,  Deputy  Director  of  the 
Budget,  said  yesterday  that  President  Ken¬ 
nedy’s  estimate  of  a  $2.8  billion  Federal 
1961-62  deficit  is  obviously  too  low.  He  said 
that  the  Government’s  red  ink  operations  in 
the  next  fiscal  year  probably  would  be  twice 
this  amount,  or  about  $5.6  billion. — Wash¬ 
ington  Post. 

October  16,  1961:  Secretary  of  the 
Treasury  C.  Douglas  Dillon  announces 
that  the  deficit  will  pass  the  $6.75  billion 
mark. 

January  18,  1962:  An  official  forecast 
puts  the  deficit  at  $7  billion. 

That  was  the  way  the  game  was 
played  last  year — from  $1.5  billion  sur¬ 
plus  to  $7  billion  deficit  in  7  steps. 

Now  it  appears  that  the  game  is 
starting  all  over  again.  Just  10  weeks 
ago  the  President’s  budget  message  to 
Congress  showed  a  $500  million  surplus. 
Yesterday,  the  New  York  Herald  Tribune 
reports : 

The  Federal  Government  will  have  a  siz¬ 
able  budget  deficit  next  year  instead  of  the 
slender  surplus  that  President  Kennedy  pre¬ 
dicted  in  January.  The  best  judgment  of 
Government  experts  is  that  the  fiscal  1963 
deficit  will  total  at  least  $2  billion  and  could 
surge  past  $4  billion. 

This  is  distressing  news  for  all  Amer¬ 
icans.  It  is  also  distressing  that  the 


Kennedy  administration  does  not  square 
with  the  American  people,  but  instead 
chooses  to  play  this  highly  irresponsible 
numbers  game. 

(Mr.  BECKER  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

I  Mr.  BECKER’S  remarks  will  appear 
hereafter  in  the  Appendix.] 

Mr.  KNOX.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Indi¬ 
ana  [Mr.  Adair], 

Mr.  ADAIR.  Mr.  Chairman,  if  I  could 
have  the  attention,  please,  of  the  chair¬ 
man  of  the  committee,  I  have  a  some¬ 
what  lengthy  question  which  I  would 
like  to  put  to  him. 

Under  section  17  of  the  bill — page 
175 — a  member  patron — and  I  emphasize 
the  word  “member” — may  evidence  his 
consent  to  have  his  patronage  dividends, 
arising  from  his  business  activities,  in¬ 
cluded  in  his  gross  income  for  Federal 
income  tax  purposes  in  either  of  two 
forms:  First,  he  may  file  a  written  con¬ 
sent  to  that  effect  with  the  cooperative. 
Second,  the  member  patron  is  deemed 
to  have  given  such  consent  if  he  becomes 
a  member  of  the  cooperative  or  if  he 
remains  a  member  thereof  after  he  has 
notice  of  a  bylaw  adopted  by  the  coop¬ 
erative  providing  that  membership  in 
the  cooperative  constitutes  such  consent. 
An  example  of  such  a  bylaw  appears  on 
page  A135  of  the  committee  report. 

As  the  able  chairman  of  the  Ways  and 
Means  Committee  well  knows,  many  co¬ 
operatives  have  heretofore  distributed 
so-called  scrip — that  is,  capital  stock, 
revolving  fund  certificates,  retain  certif¬ 
icates,  and  the  like — to  their  patrons 
who  were  entiled  to  patronage  dividends. 
Presumably  many  cooperatives  will  con¬ 
tinue  to  issue  such  scrip  to  those  of  then- 
patrons  who  have  given  their  consents  to 
have  their  patronage  dividends  included 
in  their  gross  incomes.  I  am  certain 
that  the  distinguished  gentlemen  from 
Arkansas  is  also  well  aware  that  the 
terms  “sale”  and  “sell”,  as  defined  by 
section  2(2)  of  the  Securities  Act  of  1933, 
mean  dispositions  of  securities  which  are 
the  result  of  voluntary  acts  performed  by 
the  recipient  of  the  securities.  This  rule 
is  predicated  upon  basic  principles  of  the 
law  of  contracts. 

My  question  is  this:  Am  I  correct  in 
understanding  that  it  is  the  intention 
here  that  a  person,  who  either  merely 
becomes  a  member  of  a  cooperative  or 
merely  continues  his  membership  there¬ 
in  with  knowledge  of  an  outstanding 
bylaw  of  the  type  previously  referred  to, 
shall  not  be  deemed  to  have  performed 
a  voluntary  act,  within  the  purview  of 
the  Securities  Act  of  1933,  in  connection 
with  the  distribution  of  such  securities 
of  this  cooperative  as  may  be  issued  to 
him  as  a  consequence  of  his  having 
evidenced  his  consent  solely  by  way  of 
the  bylaw  consent  form? 

Mr.  MILLS.  Mr.  Chairman,  will  my 
friend  from  Indiana  yield? 

Mr.  ADAIR.  I  would  be  delighted  to 
yield  to  the  chairman  of  the  Committee 
on  Ways  and  Means. 

Mr.  MILLS.  The  gentleman  is  en¬ 
tirely  correct  in  his  understanding. 
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This  provision  to  which  the  gentleman 
refers  applies  only  with  respect  to  in¬ 
come  tax  consequences  and  does  not  in 
any  way  affect  the  application  of  the 
Securities  Act  of  1933. 

Mr.  ADAIR.  I  thank  the  gentleman 
very  much. 

Mr.  Chairman,  turning  now  to  an¬ 
other  matter,  this  proposed  Revenue  Act 
of  1962 — H.R.  10650 — contains  certain 
provisions  relieving  private  U.S.  invest¬ 
ments  in  the  less-developed  countries  of 
the  world  from  these  punitive  new  taxes. 
I  note  that  the  new  U.S.  tax  on  earnings 
from  new  investments  is  not  applicable 
to  so-called  less-developed  areas  of  the 
world. 

However,  there  is  one  major  aspect  of 
the  new  tax  bill  which  will  operate  to 
drain  private  capital  from  the  less-de¬ 
veloped  countries.  I  refer  to  the  so- 
called  gross-up  tax,  which  applies  under 
this  bill  with  especially  heavy  impact  to 
the  less-developed  countries.  This  is  for 
the  reason  that  the  gross-up,  as  pointed 
out  on  page  51  of  the  committee  report, 
has  its  heaviest  impact  when  the  for¬ 
eign  tax  rate  is  one-half  of  our  52  per¬ 
cent  rate,  or  in  that  neighborhood. 
Since  income  tax  rates  in  the  less-de¬ 
veloped  countries  are  generally  lower 
than  they  are  in  the  developed  countries, 
they  tend  to  fall  in  this  area  of  maxi¬ 
mum  impact.  Therefore,  in  its  practi¬ 
cal  application,  the  gross-up  amendment 
would  require  the  U.S.  parent  corpora¬ 
tion  to  bring  home  more  money  from 
the  less-developed  countries  in  order  to 
pay  the  increased  U.S.  income  tax  and 
still  have  enough  left  over  to  continue 
regular  dividend  payments  to  its  U.S. 
shareholders. 

In  effect,  the  gross-up  levies  a  U.S. 
tax  of  52  percent  on  the  amount  of  tax 
already  paid  by  the  U.S.  subsidiary  cor¬ 
poration  to  the  host  government.  In 
other  words,  the  new  tax  is  a  tax  upon 
money  which  can  never  be  repatriated 
or  brought  back  to  the  United  States, 
because  it  has  already  been  paid  to  the 
host  goverment.  Obviously,  therefore, 
the  parent  corporation  must  bring  back 
additional  earnings  of  the  subsidiary 
with  which  to  discharge  this  new  tax 
assessment  in  the  United  States. 

This  seems  particularly  startling  in 
view  of  the  fact  it  has  only  been  2  years 
since  the  House  considered  and  passed 
H.R.  5.  While  this  bill  never  became 
law,  its  central  purpose  was  to  stimulate 
investment  in  Latin  America  by  provid¬ 
ing  some  amelioration  of  the  impact  of 
U.S.  taxes  in  those  areas.  It  is  surpris¬ 
ing,  to  say  the  least,  to  find  the  House 
now  proceeding  on  exactly  the  opposite 
course :  to  soak  U.S.  business  in  the  less- 
developed  countries  with  an  added  U.S. 
tax. 

I  suspect  your  bewilderment  will  be 
complete,  as  is  mine,  when  I  remind  you 
that  only  last  year  we  enacted  into  the 
very  preface  of  the  foreign  aid  bill,  the 
Act  of  International  Development  of 
1961,  the  policy  of  “minimizing  or  elim¬ 
inating  barriers  to  the  flow  of  private 
investment  capital”  to  Latin  America 
and  other  recipients  of  our  foreign  aid. 

Now,  this  year,  we  are  asked  to  enact 
a  tax  bill  which  will  have  the  direct  and 
immediate  effect  of  draining  additional 


private  capital  from  these  needy  coun¬ 
tries.  This  violates  the  aid  bill  we  en¬ 
acted  last  year,  and  can  only  lead  to  the 
demand  for  increased  foreign  aid  dollars 
to  replace  the  money  which  will  have  to 
be  brought  back  to  pay  these  additional 
U.S.  income  taxes. 

(Mr.  ADAIR  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.  ) 

Mr.  MILLS.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentleman  from  Massa¬ 
chusetts  [Mr.  Burke]. 

Mr.  BURKE  of  Massachusetts.  Mr. 
Chairman,  there  has  been  a  great  deal  of 
detailed  discussion  on  the  floor  of  many 
aspects  of  the  bill  now  before  the  Com¬ 
mittee.  I  am  sure  it  is  unnecessary  for 
me  to  remind  my  colleagues  that  in  any 
large  tax  bill,  due  to  the  nature  of  the 
subject,  it  is  impossible  for  everyone  to 
be  completely  satisfied.  Certainly  this 
is  true  of  the  bill  which  has  been  re¬ 
ported  from  the  Committee  on  Ways  and 
Means  and  which  is  now  under  consid¬ 
eration  here.  However,  we  must  be  fair- 
minded  and  objective  and,  to  the  best  of 
our  ability,  bear  in  mind  the  overall 
public  interest,  and  vote  accordingly. 
On  this  basis  I  am  constrained  to  vote 
in  favor  of  this  bill  although  I  must 
make  it  quite  plain  that  there  are,  in¬ 
deed,  provisions  of  the  bill  which  I  think 
should  not  be  in  it,  and  there  are  two 
particular  points  I  want  to  make. 

First,  in  the  Committee  on  Ways  and 
Means  I  opposed  with  all  the  force  that 
I  could  command  the  provision  for  with¬ 
holding  on  interest.  In  fact,  I  made 
several  attempts  to  have  the  subject  of 
interest  separated  from  the  subject  of 
dividends  but  was  unsuccessful.  I  am 
strongly  opposed  to  the  withholding  pro¬ 
vision  on  interest,  and  I  regret  that  this 
provision  is  in  the  bill. 

Second.  At  the  same  time,  Mr.  Chair¬ 
man,  I  must  make  it  clear  that  the  prin¬ 
cipal  reason  I  have  supported  this  bill 
is  the  provision  in  it  to  stimulate  our 
domestic  economy  so  that  we  will  be  in 
a  better  competitive  position  at  home 
and  abroad.  The  investment  credit  pro¬ 
vision  is  in  my  judgment  necessary  and 
it  will  help  do  the  job.  This  is  a  key 
provision  of  the  bill  and  I  have  strongly 
supported  it  from  the  very  beginning. 
I  have  been  willing  to  lend  my  support  to 
the  bill  because  of  this  provision,  even 
though  I  oppose  other  provisions. 

In  the  light  of  what  I  have  just  said, 
Mr.  Chairman,  I  oppose  the  motion 
which  will  be  offered  to  recommit  this 
bill  to  strike  out  the  investment  credit 
provision.  As  they  have  explained  it, 
their  motion  will  provide  for  striking 
both  the  investment  credit  and  the  with¬ 
holding  and  for  this  reason  I  will  vote 
against  the  motion.  I  am  doing  so  be¬ 
cause  of  my  strong  support  for  the  in¬ 
vestment  credit  provision.  It  is  a  key 
part  of  the  bill.  It  will  help  American 
business  compete.  If  the  motion  had 
gone  only  to  the  interest  area  I  would 
have  a  different  position.  However,  the 
motion  will  undertake  to  strike  out  the 
investment  credit  provision,  the  very 
heart  of  the  bill,  and  the  reason  why  I 
supported  the  bill  in  the  first  place,  and 
I  cannot  vote  to  recommit  this  bill  to 


strike  out  this  provision.  I  therefore 
oppose  the  motion  to  recommit. 

Mr.  Chairman,  the  entire  Nation,  the 
entire  business  community  of  this  coun¬ 
try,  is  looking  forward  to  this  tax  in¬ 
vestment  credit.  This  will  be  a  shot  in 
the  arm  to  business  in  this  country.  I 
am  surprised  to  see  that  there  are  Mem¬ 
bers  of  this  House  who  are  opposing 
these  provisions,  particularly  because 
this  will  help  small  business,  businesses 
which  have  acquired  new  machinery. 
That  will  help  the  small  businessman  in 
this  country.  It  will  help  the  farmer 
and  the  other  business  people  in  the  Na¬ 
tion.  It  certainly  deserves  the  support 
of  the  entire  membership  of  this  House 
and  I  certainly  hope  that  the  motion  to 
recommit  will  not  prevail. 

Mr.  KNOX.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentleman  from  New 
York  [Mr.  Lindsay]. 

(Mr.  LINDSAY  asked  and  was  given 
permision  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  LINDSAY.  Mr.  Chairman,  I  have 
asked  for  this  time  to  make  some  com¬ 
ments  on  what  has  happened  in  this  bill. 
I  do  so  with  all  due  deference  to  the 
Committee  on  Ways  and  Means,  because 
I  know  how  much  time  the  members  of 
the  committee  have  put  into  this  subject 
under  the  leadership  of  the  distinguished 
chairman  of  the  committee,  a  man  for 
whom  I  have  the  higest  regard,  and  the 
distinguished  ranking  minority  member 
of  the  committee. 

I  begin  by  not  taking  it  lightly  that, 
to  start  out,  this  bill  will  create  a  deficit 
in  fiscal  1963  of  $1  billion;  thereafter, 
$300  million  per  year.  I  do  not  shy 
away  from  Federal  spending  when  I 
think  it  is  in  the  best  interests  of  the 
United  States.  But  also  I  think  that  the 
Congress  has  an  obligation  and  a  duty 
to  have  the  coin-age  to  pay  for  the  pro¬ 
grams  it  enacts.  Therefore,  I  think  it  is 
imperative  that  we  not  take  steps  that 
will  reduce  Federal  revenues.  That  is 
point  No.  1. 

Point  No.  2 :  The  devices  built  into  this 
bill  are  unmodern.  What  the  majority 
of  the  committee  has  done-  is  to  create 
devices  and  proposals  which  are  in  effect 
reactionary. 

I  am  glad  that  the  gentleman  from 
Missouri  [Mr.  Curtis],  pointed  out  yes¬ 
terday  the  inaccuracy  of  some  of  the 
statements  that  have  been  made  around 
here  on  the  subject  of  what  the  booming 
countries  of  Europe  have  been  doing. 
These  countries,  with  very  limited  excep¬ 
tions,  and  those  very  narrow  and  specific, 
use  accelerated,  rapid  depreciation  tech¬ 
niques.  Most  of  them  use  the  double 
declining  balance  method.  If  we,  in  this 
country,  want  to  provide  a  real  incentive 
for  economic  growth,  to  stimulate 
growth,  the  way  to  do  it  is  not  by  this  7- 
percent  credit  gadget,  which  is  discrim¬ 
inatory  and  limiting,  but  by  a  method 
which  grants  accelerated,  rapid  de¬ 
preciation.  Contrary  to  what  the  gen¬ 
tleman  from  Massachusetts  said  a  mo¬ 
ment  ago,  this  bill  does  not  help  small 
business.  It  would  leave  out  large  seg¬ 
ments  of  the  economy  and  provide  a 
windfall,  as  has  been  pointed  out,  for 
other  segments  of  the  economy.  Why  on 
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earth  we  cannot  use  the  tried  technique 
that  modern  Europe  has  discovered  the 
most  helpful,  ig  beyond  me.  I  honestly 
think  that  what  happened  to  the  ma¬ 
jority  here  is  that  they  were  sold  a  bill 
of  goods,  which  was  the  idea  of,  perhaps, 
one  or  two  men  connected  with  the  ad¬ 
ministration  who  eventually  got  then- 
way.  I  think  we  are  going  to  live  to  re¬ 
gret  what  we  do  in  this  bill,  if  we  choose 
this  tax  credit,  windfall  device  instead 
of  going  the  modern  way. 

Let  me  talk  now  for  a  moment  about 
the  taxation  of  foreign  income.  One 
problem  in  connection  with  this  that  has 
not  been  sufficiently  emphasized  is  that 
the  bill  will  abrogate  certain  treaty  obli¬ 
gations  that  we  have.  I  am  referring  to 
that  little  last  section  in  the  bill,  section 
21,  which  reads  as  follows: 

Section  7852(d)  of  the  Internal  Revenue 
Code  of  1954  (relating  to  treaty  obligations) 
shall  not  apply  in  respect  of  any  amendment 
made  by  this  act. 

Now  what  this  means  is  that  if  there 
is  anything  in  this  bill  that  is  in  con¬ 
flict  with  a  convention  or  treaty  to  which 
the  United  States  is  a  party,  the  bill  will 
override  it.  Now  how  reactionary  can 
you  get?  The  Organization  of  European 
Cooperation  and  Development — OECD — 
is  one  of  the  vehicles  in  Europe  of  which 
the  United  States  is  a  member,  thank 
Heavens,  that  is  creating  one  of  the  most 
wonderfully  exciting  economic  climates 
for  growth  in  the  world.  There  is  a 
provision  in  this  convention,  which  the 
U.S.  Government  agreed  to,  which 
provides  that  income  which  is  not  paid 
out  shall  not  be  taxed.  We  here  are 
flying  right  in  the  face  of  that  conven¬ 
tion  to  which  the  United  States  is  a 
party. 

I  might  point  out  also  that  under 
treaties  to  which  the  United  States  is  a 
party,  there  are  provisions  for  withhold¬ 
ing  of  taxes  on  dividends  of  nonresidents, 
which  is  less  than  the  20  percent  which 
is  provided  for  in  the  committee  bill. 
This  bill  will  abrogate  those  treaties. 

Mr.  Chairman,  we  in  this  country  must 
learn  how  to  compete.  I  wish  that  the 
distinguished  gentleman  from  Louisiana, 
the  majority  whip,  who  spoke  a  little 
while  ago  were  present  on  the  floor  now, 
as  I  listened  to  his  remarks  with  interest 
and  with  astonishment,  and  I  would  like 
him  to  listen  to  me.  He  spoke  eloquently 
about  the  new  Europe.  And  yet  he  ad¬ 
vocated  a  course  of  economic  isolation¬ 
ism  and  of  sheer  reaction.  The  bill  will 
do  exactly  the  opposite  of  what  he  says 
it  will  do.  From  the  7-percent  tax  credit 
provisions  straight  through  to  the  pro¬ 
visions  concerning  the  treatment  of 
foreign  income,  the  bill  flies  right  in  the 
face  of  and  is  directly  contrary  to  the 
efforts  we  must  make  in  the  United 
States  to  learn  how  to  compete  with 
Europe  and  to  draw  closer  to  the  Euro¬ 
pean  Economic  Community.  We  are 
damaging  our  position  abroad  by  this  bill 
and  retreating  to  an  economic  isola¬ 
tionist  view  that  I  thought  we  had  long 
since  given  up. 

Mr.  Chairman,  it  seems  to  me  that  if 
this  country  is  going  to  learn  how  to 
compete  in  Europe  and  elsewhere,  we 
should  not  be  shying  away  from  efforts 
that  U.S.  businesses  wish  to  make  to  in¬ 


vest  abroad  and  to  explore  new  markets. 
I  can  assure  the  Members  of  the  House, 
if  these  provisions  with  respect  to  re¬ 
patriation  of  foreign  income  go  through, 
it  will  not  result  in  repatriation  of  profits 
that  are  made  abroad  by  U.S.  companies. 
The  fact  is  that  these  companies  want 
to  expand  abroad.  They  want  to  grow 
in  Europe  and  elsewhere  and  to  explore 
new  markets.  They  will  repatriate  only 
so  much  of  their  profits  as  is  necessary 
to  pay  the  U.S.  tax.  And  do  you  know 
what  that  will  result  in?  It  will  result 
in  higher  foreign  taxes  and,  consequent¬ 
ly,  higher  credit  against  that  tax  and 
therefore  lower  tax  revenue  to  the 
United  States. 

The  balance-of -payments  question  was 
mentioned  by  the  distinguished  majority 
whip.  I  submit  that  the  statement  the 
gentleman  made  is  like  something  out 
of  the  Dark  Ages.  You  do  not  cure  the 
problem  of  balance  of  payments  by  this 
kind  of  retrogressive  reactionary  taxa¬ 
tion.  You  do  it  by  increasing  your  ex¬ 
ports.  You  do  not  increase  your  exports 
by  discouraging  U.S.  investments  abroad. 
This  is  directly  contrary  to  what  this 
Congress  must  do  with  reference  to  lib¬ 
eral  reciprocal  trade  legislation.  It  is 
contrary  to  the  growing  effort  to  grad¬ 
ually  bring  U.S.  private  free  enterprise 
into  the  area  of  foreign  aid  so  that  the 
burdens  of  the  Government  are  lessened 
over  the  years. 

I  submit  that  this  bill  is  an  unmodern, 
reactionary  retrogressive  approach  to  the 
modern  problems  of  today.  I  oppose  the 
7-percent  tax  credit  provision.  I  oppose 
those  provisions  in  the  bill  that  have  to 
do  with  the  taxation  of  oversea  income. 

Mr.  Chairman,  I  submit  that  the  mo¬ 
tion  to  recommit  should  be  carried. 

Mr.  MEADER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  LINDSAY.  For  a  brief  question. 

Mr.  MEADER.  First,  I  would  like  to 
associate  myself  with  the  remarks  the 
gentleman  has  been  making.  I  sought 
to  have  the  gentleman  from  Louisiana 
[Mr.  Boggs],  when  he  made  his  remarks, 
yield  to  me,  and  he  refused  to  do  so.  I 
should  like  to  ask  the  gentleman  this 
question  which  I  would  have  put  to  the 
gentleman  from  Louisiana.  The  gentle¬ 
man  from  Louisiana  talked  about  our 
endeavor  to  compete  with  the  Common 
Market  producers  and  Japan.  Let  me 
ask  the  gentleman  from  New  York 
whether  or  not  in  his  opinion  this  puni¬ 
tive  provision  on  foreign  income  would 
not  more  effectively  freeze  out  our  com¬ 
petition  with  foreign  manufacturers 
than  the  tax  credit  provision? 

Mr.  LINDSAY.  Absolutely.  The  gen¬ 
tleman  is  correct. 

One  final  comment,  and  that  is  on 
a  matter  mentioned  by  the  chairman  of 
the  Ways  and  Means  Committee  yester¬ 
day.  He  suggested  that  an  official  of 
the  Eisenhower  administration,  the  for¬ 
mer  General  Counsel  for  the  Treasury 
Department  who  happens  to  be  my 
brother,  made  a  speech  in  September  of 
1960  in  which  he  pointed  to  the  large 
amount  of  dividend  and  interest  in¬ 
come  tax  owed  the  United  States.  When 
we  go  back  into  the  House  I  shall  ask 
consent  to  have  the  pertinent  parts  of 
that  speech  placed  in  the  Congressional 
Record. 


What  was  said  in  that  speech  and 
what  I  say  here  is  that  in  2  or  3  years 
this  withholding  provision  will  be  totally 
unnecessary.  It  will  be  just  as  archaic 
as  can  be  because  due  to  modem  data 
processing  and  new  accounting  systems 
being  employed  by  the  Internal  Revenue 
Service,  all  income  owed  to  U.S. 
Government  will  be  collected.  Mean¬ 
while,  we  know  perfectly  well  that 
this  device  is  designed  to  create  massive 
overwithholding,  a  windfall  to  the  Gov¬ 
ernment  of  money  that  does  not  belong 
to  it  and  which  should  be  placed  into 
the  economic  stream  of  the  United 
States  in  order  to  promote  economic 
growth. 

I  suggest  that  it  is  important  .and 
necessary  in  considering  this  motion  to 
recommit  that  the  Congress  remember 
it  is  time  for  our  tax  structure  to  be 
modernized,  that  it  is  high  time  the  dis¬ 
tinguished  members  of  the  Committee 
on  Ways  and  Means  stop  tinkering  with 
the  tax  laws  and  undertake  real  tax  re¬ 
form,  which  we  do  not  have  in  this  bill. 
This  bill  if  passed  in  its  present  form 
will  do  nothing  but  impose  a  period  of 
economic  isolation  upon  the  United 
States,  will  not  provide  the  kind  of  eco¬ 
nomic  incentive  that  is  needed  for 
growth  that  we  must  have  in  this  coun¬ 
try,  and  does  not  face  up  to  the  problem 
that  we  must  face  up  to  most  of  all, 
which  is  how  to  compete.  We  shy  away 
from  it.  It  is  high  time  that  we  started 
moving  forward  in  this  regard  instead 
of  backward. 

Now,  Mr.  Chairman,  I  should  like  to 
examine  in  greater  detail  the  three 
troublesome  provisions  in  this  bill. 

In  this  connection  I  should  like  to  say 
that  I  have  had  some  very  expert  assist¬ 
ance  from  distinguished  tax  authorities 
in  my  community.  I  should  like  to  ex¬ 
press  my  appreciation  to  them  for  their 
contribution  toward  the  improvement  of 
this  important  piece  of  legislation. 

One  of  these  authorities  is  my  brother, 
David  A.  Lindsay,  who,  as  the  distin¬ 
guished  chairman  of  the  Ways  and 
Means  Committee  referred  to  earlier  in 
the  debate,  was  General  Counsel  of  the 
Treasury  under  the  Eisenhower  adminis¬ 
tration.  His  research  and  contribution 
in  connection  with  this  bill  was  particu¬ 
larly  aimed  at  the  withholding  provision. 
He  is  opposed  to  it,  as  he  is  to  the  7- 
percent  tax  credit  provision  and  the  pro¬ 
vision  relating  to  oversea  income.  But 
more  of  this  later. 

I  should  like  first,  Mr.  Chairman,  to 
discuss  the  7-percent  tax  credit  pro¬ 
vision. 

All  of  us,  I  believe,  recognize  the  need 
to  encourage  business  expansion  through 
investment  in  new  machines  and  facili¬ 
ties,  and  the  desirability  of  overhauling 
a  tax  system  which  at  the  present  time 
retards  rather  than  furthers  this  end. 

Most  businessmen  believe  that  the  best 
means  of  reaching  this  objective  is  to 
liberalize  the  tax  law  dealing  with  de¬ 
preciation  by  permitting  businesses  to 
write  off  the  cost  of  depreciable  property 
over  a  shorter,  more  realistic  number  of 
years.  Through  its  current  revision  of 
Bulletin  F,  the  Treasury  Department  is 
furthering  this  end  but  everyone  recog¬ 
nizes  that  administrative  measures  alone 
will  probably  be  insufficient  to  stimu- 
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late  the  amount  of  new  investment 
which  is  necessary  if  our  economy  is  to 
expand  to  the  extent  to  which  it  is 
capable. 

Notwithstanding  this  background,  the 
administration  and  now  the  Ways  and 
Means  Committee  have  come  up  with  a 
new,  complicated,  and  totally  untested 
investment  credit  plan  which  is  sup¬ 
posed  to  accomplish  this  end.  Clearly, 
the  burden  is  on  the  proponents  of  this 
plan  to  show  that  it  is  preferable  to 
faster  depreciation. 

As  I  mentioned  earlier,  rapid  depre¬ 
ciation  is  the  modem  way  to  stimulate 
economic  growth.  It  has  been  found 
effective  and  workable  in  the  booming 
countries  of  Europe,  most  of  which  use 
the  double  declining  balance  method  of 
depreciation.  Incidentally,  the  state¬ 
ments  made  by  some  that  European 
countries  use  the  method  of  incentive 
proposed  by  the  majority  is  simply  not 
true.  I  was  .  glad  that  the  gentleman 
from  Missouri  [Mr.  Curtis]  yesterday 
straightened  out  the  record  on  this. 

Nothing  that  I  have  read  or  heard  has 
convinced  me  that  this  credit  plan  will 
do  a  better  job  than  faster  depreciation 
in  stimulating  the  economy.  On  the 
contrary,  I  believe  that  the  tax  credit 
proposal  represents  an  ill-advised  device 
which  may  not  accomplish  the  desired 
goals  and  will  introduce  additional  in¬ 
equities  and  loopholes  into  a  tax  law  al¬ 
ready  overburdened  in  that  respect. 

First,  it  is  the  almost  unanimous  testi¬ 
mony  of  the  business  community  that 
the  investment  credit  will  not  encourage 
as  much  new  investment  as  would  a  lib¬ 
eralized  depreciation  program.  It  is 
those  businessmen  and  not  Mr.  Surrey’s 
economists  who  will  be  making  the  in¬ 
vestment  decisions  which  we  are  trying 
to  influence.  It  would  be  risky  to  buy 
such  a  provision  under  any  circum¬ 
stances,  but  it  would  be  senseless  to 
adopt  it  when  it  is  opposed  by  the  very 
group  it  is  meant  to  benefit. 

Second,  the  application  of  the  tax 
credit  will  be  highly  discriminatory, 
since  it  will  apply  only  to  investments 
which  are  made  in  the  future.  No  tax 
credit  will  be  available  for  investments 
made  in  the  past,  even  though  they  have 
equally  served  to  stimulate  our  country’s 
economic  growth.  The  result  of  this 
legislation  will  be  that  those  who  have 
already  modernized  their  productive  fa¬ 
cilities  without  waiting  for  a  handout 
from  the  Government  will  suffer  for 
their  initiative  while  those  who  would  not 
modernize  without  receiving  a  tax  lolly- 
pop  will  be  rewarded  for  their  indolence. 
There  is  no  justification  for  playing 
favorites  in  this  manner. 

Finally,  the  investment  credit 
amounts  to  a  giveaway  to  business. 
When  combined  with  depreciation,  the 
credit  will  give  a  businessman  a  greater 
tax  benefit  than  if  he  had  deducted  the 
entire  cost  of  his  investment  property 
in  the  year  of  acquisition.  This  is 
just  the  same  as  though  the  Government 
actually  paid  part  of  the  businessman’s 
cost  for  the  property.  It  is  different 
from  depreciation,  where  a  businessman 
can  never  recover  in  deductions  more 
than  his  purchase  price.  At  a  time  when 


the  expenses  of  the  Government  are  in¬ 
creasing,  it  makes  no  sense  to  subsidize 
business  in  this  manner. 

The  accelerated  depreciation  program 
which  the  Republican  minority  recom¬ 
mends  is  the  modem  method.  It  is  the 
system  used  by  the  booming  countries  of 
Europe,  and  found  workable.  First,  it 
would  accomplish  the  necessary  goal  of 
furthering  business  expansion.  Second, 
it  would  be  nondiscriminatory.  Finally, 
it  would  permit  a  taxpayer  to  recover 
only  the  cost  of  his  property  and  not  an 
amount  in  excess  of  his  cost.  The  tax 
credit  proposal  should  be  rejected. 

Now  I  should  like  to  examine  in  great¬ 
er  detail  than  I  did  in  my  opening  re¬ 
marks  the  proposed  tax  treatment  of  for¬ 
eign  income. 

In  May  of  last  year,  President  Ken¬ 
nedy  submitted  to  Congress  his  tax  mes¬ 
sage  containing  among  other  things, 
proposals  to  change  the  existing  tax 
treatment  of  foreign  subsidiaries.  In 
general,  the  administration  proposed 
that  the  profits  of  foreign  subsidiaries 
of  U.S.  corporations  be  taxed  currently 
as  if  distributed  to  American  sharehold¬ 
ers.  This  would  be  in  contrast  to  pres¬ 
ent  law  under  which  the  profits  of  a 
foreign  subsidiary  are  not  subject  to  tax 
until  they  are  repatriated  as  a  dividend. 

As  I  review  the  events  leading  up  to 
the  reporting  of  this  bill,  I  find  the 
numerous  and  diverse  administration 
pronouncements  and  committee  press  re¬ 
leases  on  this  subject  confusing  and  dis¬ 
heartening.  The  apparent  lack  of  con¬ 
fidence  in  what  should  be  done  in  the 
foreign  areas  by  the  proponents  of  legis¬ 
lation  certainly  does  not  give  one  the 
confidence  that  the  hastily  contrived  pro¬ 
visions  in  the  present  bill  represent  a 
proper  step  for  Congress  to  take  at  this 
time.  Indeed,  there  is  every  indication 
that  the  bill  may  seriously  interfere  with 
the  ability  of  American  business  to  com¬ 
pete  abroad  and  to  retain  and  build 
foreign  markets. 

Before  commenting  on  the  bill,  I  think 
it  might  be  well  to  be  sure  we  all  under¬ 
stand  the  provisions  of  existing  law  as 
well  as  their  origin  and  purpose.  It  has 
become  popular  to  refer  to  the  tax  treat¬ 
ment  of  foreign  subsidiaries  as  a  form  of 
so-called  tax  deferral.  The  administra¬ 
tion  has  referred  to  this  tax  deferral  as 
a  special  incentive  feature  of  our  tax 
laws  which  favors  foreign  investments. 
Our  tax  jurisdiction  over  a  corporation 
is  determined  on  the  basis  of  whether  it 
is  considered  a  domestic  or  a  foreign 
corporation.  A  domestic  corporation  is 
taxable  with  respect  to  its  worldwide  in¬ 
come,  while  a  foreign  corporation  is  tax¬ 
able  only  on  its  U.S.  income.  The  pres¬ 
ent  tax  laws  define  a  domestic  corpora¬ 
tion  as  one  created  or  organized  in  the 
United  States  or  under  the  laws  of  the 
United  States  or  of  any  State  or  terri¬ 
tory.  A  foreign  corporation  is  defined 
by  the  law  as  one  which  is  not  domestic. 
Thus,  the  test  of  foreignness  is  based 
upon  the  place  of  incorporation  regard¬ 
less  of  the  nationality  of  the  stockhold¬ 
ers.  This  definition  of  jurisdiction  has 
been  in  our  tax  laws  since  1913. 

To  the  extent  that  shareholders  of  a 
foreign  corporation  are  U.S.  taxpayers, 


the  U.S.  tax  on  their  share  of  the  corpo¬ 
rate  profits  is  deferred  until  distributed 
as  a  dividend.  This  so-called  deferral 
of  tax  results  from  the  recognition  under 
our  tax  laws  that  a  corporation  and  its 
shareholders  are  separate  taxable  en¬ 
tities.  This  latter  principle  applies 
equally  to  domestic  and  foreign  corpo¬ 
rations. 

Thus,  it  is  these  two  principles — 
namely,  the  limitation  of  our  tax  juris¬ 
diction  over  foreign  corporations  and 
the  recognition  of  separate  corporate  en¬ 
tities — which  are  presently  under  at¬ 
tack.  Neither  of  these  principles  was 
intended  by  Congress  to  extend  special 
tax  advantages  to  foreign  investment. 
They  are  instead,  basic  and  proven  du¬ 
rable  parts  of  the  structure  of  our  pres¬ 
ent  income  tax  system. 

In  the  foreign  area,  H.R.  10650  incor¬ 
porates  substantially  the  administra¬ 
tion’s  proposals.  Briefly  the  provisions 
which  affect  the  tax  treatment  of  for¬ 
eign  subsidiaries  are  as  follows: 

Certain  types  of  income  of  a  foreign 
subsidiary  would  be  taxed  to  domestic 
shareholders  with  a  10  percent  or 
greater  stock  interest  even  though  the 
profits  of  the  foreign  corporation  are 
not  distributed.  In  general,  this  income 
would  be  taxed  to  the  shareholders  as  if 
it  had  been  distributed  by  the  subsidiary 
as  a  dividend.  For  this  purpose  a  sub¬ 
sidiary  is  defined  as  any  foreign  cor¬ 
poration  in  which  Americans  have  at 
least  a  51  percent  stock  interest.  The 
51  percent  test  is  met  where  the  requisite 
stock  interest  is  either  direct  or  indi¬ 
rect,  and  in  the  latter  connection,  the 
bill  contains  complex  rules  for  determin¬ 
ing  indirect  stock  ownership. 

Foreign  subsidiary  income  which  is 
taxed  to  shareholders  under  the  bill  is 
divided  into  two  categories.  First,  the 
bill  lists  the  following  specific  types  of 
income  which  are  subject  to  tax: 

First.  Income  from  insurance  and  re¬ 
insurance  of  U.S.  risks. 

Second.  Income  from  patents,  copy¬ 
rights,  royalties  and  similar  property, 
developed  in  the  United  States  or  ac¬ 
quired  from  an  American  shareholder. 
In  addition  to  the  royalties  received 
from  patent  licenses  and  the  gains  from 
the  sale  of  patents,  this  type  of  income 
would  also  include  income  from  the  use 
or  exploitation  of  a  patent  or  similar 
property.  Thus,  profits  of  a  manufac¬ 
turing  subsidiary  would  be  included  and 
subjected  to  U.S.  tax  to  the  extent  that 
they  are  attributable  to  the  use  of  a 
patent. 

Third.  Personal  holding  company-type 
income  such  as,  interest,  dividends,  rents, 
royalties,  and  so  forth,  with  the  impor¬ 
tant  addition  of  so-called  sales  income. 
For  this  purpose,  income  from  the  pur¬ 
chase  and  sale  of  property  is  treated  as 
sales  income  if  it  has  the  following 
characteristics:  First,  the  property  is 
purchased  from  or  sold  to  a  related  com¬ 
pany;  second,  the  property  is  manufac¬ 
tured  outside  the  subsidiary’s  country 
of  incorporation;  third,  the  property  sold 
is  destined  for  markets  outside  the  coun¬ 
try  of  incorporation;  and,  fourth,  the 
amount  of  income  thus  earned  exceeds  20 
percent  of  the  subsidiary’s  income,  other 
than  personal  holding  company  income. 
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For  purposes  of  applying  U.S.  tax  to 
this  type  of  income,  the  definition  of  a 
foreign  subsidiary  is  modified  to  require 
that  the  51  percent  or  greater  stock 
interest  be  held  by  five  or  fewer  Ameri¬ 
can  shareholders.  If  more  than  20  per¬ 
cent  and  less  than  80  percent  of  the  sub¬ 
sidiary’s  income  consists  of  personal 
holding  company  type  income,  includ¬ 
ing  sales  income,  only  that  portion  will 
be  taxable  to  the  U.S.  shareholders.  But 
if  this  type  of  income  represents  more 
than  80  percent  of  the  corporate  profits, 
then  the  entire  income  of  the  corpor¬ 
ation  will  be  subject  to  U.S.  tax.  The 
application  of  the  tax  to  this  type  of 
income  may  be  avoided  to  the  extent 
that  it  is  reinvested'  in  a  less  developed 
country  operation. 

A  second  category  of  income  which  is 
made  subject  to  U.S.  tax  by  the  bill  is 
that  portion  of  a  foreign  subsidiary’s 
profits  which  is  not  invested  in  certain 
specific  forms  of  permissible  invest¬ 
ments.  This  rule  applies  to  the  foreign 
subsidiary’s  entire  foreign  income  re¬ 
gardless  of  its  character.  The  types  of 
investment  which  are  permissible  and 
which  prevent  the  application  of  U.S. 
tax  are: 

First.  Property  which  is  located  out¬ 
side  the  United  States  and  is  used  in 
connection  with  the  subsidiary’s  existing 
business. 

Second.  Property  in  a  business — 
whether  existing  or  new — in  a  less-de¬ 
veloped  country. 

Third.  A  10-percent  or  greater  stock 
interest  in  a  foreign  corporation  which 
is  engaged  in  business  in  a  less-developed 
country.  This  type  of  investment  is  per¬ 
mitted  only  where  four  or  fewer  share¬ 
holders  have  a  51 -percent  or  greater 
stock  interest  in  the  less-developed  coun¬ 
try  corporation. 

Another  provision  applicable  to  foreign 
subsidiary  operations  relates  to  the  tax 
treatment  of  redemptions  or  liquidations 
of  stock  in  a  controlled  foreign  corpora¬ 
tion.  Under  the  bill  gain  from  such 
transactions  would  be  treated  as  a  divi- 
dent  and  taxable  to  American  sharehold¬ 
ers  as  ordinary  income  to  the  extent  of 
their  share  of  profits.  Similar  treatment 
would  be  applicable  to  the  gain  realized 
by  an  American  shareholder  from  the 
sale  of  such  stock.  The  effect  of  these 
rules  would  be  limited  to  shareholders 
with  a  10-percent  or  greater  stock  in¬ 
terest. 

These  are  the  principal  provisions 
which  would  make  basic  changes  in  the 
tax  treatment  of  foreign  subsidiaries. 
They  would  become  effective  for  taxable 
years  beginning  after  December  31,  1962. 

These  provisions  of  the  bill  should  be 
analyzed  in  the  light  of  the  several  policy 
objectives  which  have  been  suggested  by 
the  administration,  and  which,  presuma¬ 
bly,  are  the  basis  upon  which  the  com¬ 
mittee  has  approved  the  bill.  As  I  under¬ 
stand  it,  this  legislation  is  intended  to 
accomplish  three  objectives:  First,  It 
would  tend  to  improve  the  U.S.  interna¬ 
tional  balance-of -payments  position; 
second,  it  would  achieve  a  greater  degree 
of  so-called  tax  neutrality  in  the  treat¬ 
ment  of  domestic  and  foreign  income; 
and  third,  it  would  remove  the  opportu¬ 


nity  for  abuses  of  the  U.S.  tax  system 
which  are  available  under  existing  law. 
There  is  grave  doubt  in  my  mind  whether 
the  present  bill  will  be  useful  in  accom¬ 
plishing  any  one  of  these  objectives. 

BALANCE  OP  PAYMENTS 

In  considering  the  desirability  or 
efficacy  of  the  proposed  tax  measures  in 
improving  the  balance-of-payments 
position  in  the  United  States,  we  should 
first  determine  the  scope  and  nature  of 
the  immediate  problem.  For  the  past  3 
years  the  United  States  has  had  an  over¬ 
all  balance-of-payments  deficit  ranging 
between  $3.5  billion  and  $4  billion.  This 
deficit  takes  into  account  all  forms  of  our 
international  payments  and  woul^  in¬ 
clude,  in  addition  to  private  investment, 
such  items  as  military  expenditures 
overseas,  as  well  as  such  large  nonrecur¬ 
ring  transactions  as  the  purchase  by 
Ford  Motor  Co.  of  British  interests. 
The  Department  of  Commerce  figures  for 
the  period  from  1958  through  1960  show 
that  income  returning  to  the  United 
States  from  direct  private  foreign  in¬ 
vestments  far  exceeds  capital  outflows  of 
direct  private  foreign  investment  during 
this  period.  These  figures  also  show  that 
this  excess  of  return  over  capital  invest¬ 
ment  is  increasing  each  year.  In  other 
words,  foreign  investment  is  making  an 
increasingly  large  contribution  to  the 
improvement  of  our  balance-of-pay¬ 
ments  situation. 

The  causes  of  the  deficit  are  not  easily 
isolated.  Indeed,  it  may  be  attributable 
to  different  items  in  different  years.  For 
example,  in  1960  a  large  portion  of  the 
deficit  was  attributed  to  the  outflow  of 
so-called  hot  money.  This  outflow,  ac¬ 
countable  for  $1.5  and  $3  billion  in 
1960,  is  partly  due  to  adjustments  in 
foreign  interest  rates  on  the  one  hand, 
and  short-term  gold  speculation  on  the 
other.  In  either  case,  the  problem  was 
of  a  short-term  nature.  Changes  in  our 
income  tax  laws  would  hardly  be  the  way 
to  handle  these  problems.  The  reason 
that  such  short-term  problems  become 
critical  is  that  we  do  not  have  an  ade¬ 
quate  margin  in  our  balance  of  payments 
at  the  present  time.  The  most  obvious 
way  of  alleviating  the  deficit  is  to  build 
up  our  existing  trade  surplus,  that  is,  in¬ 
crease  our  exports.  Another  possibility 
is  to  prevail  upon  the  advanced  European 
economies  to  carry  a  greater  share  of 
oversea  aid.  Both  these  approaches 
should  be  developed  by  the  present 
administration. 

Changes  in  our  tax  laws  which  would 
discourage  foreign  investment  could 
hardly  be  consistent  with  a  long-range 
policy,  since  it  is  these  investments 
which  will  ultimately  build  a  strong  re¬ 
turn  flow  of  income  to  the  United  States 
and  strengthen  our  balance  of  payments 
situation  for  the  future. 

It  is  unlikely  that  the  proposed 
changes  in  the  tax  law  would,  in  fact,  be 
effective  in  increasing  the  return  of  dol¬ 
lars  to  the  United  States  on  a  short-  or 
long-term  basis.  To  the  extent  that  this 
is  an  objective,  it  is  based  on  the  errone¬ 
ous  assumption  that  the  primary  basis 
for  retaing  income  abroad,  whether  it  be 
derived  in  the  form  of  royalties,  interest, 
dividends,  and  so  forth,  is  an  overall  tax 
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advantage.  It  is  extremely  doubtful 
whether  significant  amounts  are  re¬ 
tained  abroad  for  tax  reasons.  Profits 
are  retained  abroad  to  expand  the  capi¬ 
tal  of  existing  business  operations  or  to 
provide  funds  for  new  investment  op¬ 
portunities.  Thus  if  income  which  is  not 
subject  to  tax  under  existing  law  is  made 
subject  to  tax  by  the  bill,  it  is  likely  that 
only  the  amount  needed  to  pay  the  U.S. 
tax  will  be  repatriated.  Even  this  may 
come  from  the  profits  of  the  domestic 
corporation  rather  than  from  repatri¬ 
ated  profits.  Thus,  the  bill  may  accom¬ 
plish  very  little  in  improving  our  balance 
of  payments  situation.  Indeed,  one  ef¬ 
fect  may  be  to  encourage  European 
countries  to  collect  more  tax,  conse¬ 
quently  increasing  the  foreign  tax  credit 
and  reducing  the  net  U.S.  tax. 

I  think  there  may  be  another  miscon¬ 
ception  underlying  the  provisions  of  the 
bill.  I  have  gotten  the  impression  that 
the  administration  in  advancing  its  tax 
program  in  this  area,  has  assumed  that 
American  production  presently  based 
abroad  can  compete  for  the  same  mar¬ 
kets  by  producing  in  the  United  States 
and  exporting.  This  assumption  ignores 
the  realities  of  present-day  international 
competition.  There  are  American  busi¬ 
nesses  which  have  been  forced  to  move 
production  abroad  in  order  to  retain  for¬ 
eign  markets.  That  someone  is  going  to 
produce  abroad  is  a  reality  that  cannot 
be  avoided.  If  American  business  can¬ 
not  compete  by  U.S.  production,  it  must 
go  abroad  if  foreign  markets  are  to  be 
retained  and  built.  U.S.  business  no 
longer  has  a  monopoly  in  the  world  of 
finished  manufactured  goods.  While 
the  present  bill  does  not  propose  to  tax 
production  income  as  did  the  original 
tax  message,  it  does  propose  to  tax  in¬ 
come  from  activities  incidental  to  such 
foreign  production  and  to  this  extent, 
may  cut  down  the  rate  of  growth  of 
American-owned  foreign  production,  vis- 
a-vis,  our  competitors  abroad.  In  the 
long  run,  therefore,  these  tax  provisions 
will  tend  to  cut  down  on  the  return  flow 
of  income  to  the  United  States. 

TAX  NEUTRALITY 

The  administration  has  also  advanced 
in  support  of  its  proposals  in  the  foreign 
area,  the  need  to  revise  the  tax  treat¬ 
ment  of  foreign  income  to  achieve  a 
greater  equality  between  tax  burdens  on 
foreign  income  and  tax  burdens  on  do¬ 
mestic  income.  The  assumption  that 
neutrality  or  equality  in  tax  burden 
should  be  measured  by  the  U.S.  tax  sys¬ 
tem  is  unwarranted.  The  form  and  di¬ 
rection  of  neutrality  in  the  bill  may 
create  discrimination  against  our  own 
taxpayers. 

The  bill  provides  that  an  American 
parent  corporation  will  be  taxable  with 
respect  to  its  foreign  subsidiary’s  income 
from  patents,  copyrights,  secret  proc¬ 
esses,  and  the  like,  which  were  acquired 
from  the  domestic  corporation  or  devel¬ 
oped  in  the  United  States.  While  this 
provision  appears  to  deal  with  a  situa¬ 
tion  described  by.  the  Treasury  Depart¬ 
ment  as  a  so-called  tax  haven  abuse,  it 
extends  beyond  this  purpose  by  imposing 
a  U.S.  tax  on  a  portion  of  the  profits  of 
almost  every  operating  foreign  subsidiary 
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controlled  by  American  shareholders. 
For  example,  when  a  foreign  manufac¬ 
turing  subsidiary  sells  its  product 
abroad,  a  portion  of  its  profit  will  in 
many  cases  be  attributable  to  the  use  of 
patents,  processes,  and  similar  property 
acquired  from  the  parent  corporation. 
To  the  extent  that  the  subsidiary’s  profit 
may  be  so  characterized,  it  would  be 
subject  to  U.S.  tax  under  the  bill.  Par¬ 
enthetically,  it  is  appropriate  to  indi¬ 
cate  at  this  point  that  there  is  a  consti¬ 
tutional  question  as  to  the  validity  of  a 
tax  on  shareholders  with  respect  to  cor¬ 
porate  profits.  This  royalty  provision, 
however,  goes  even  further.  It  appar¬ 
ently  would  impose  a  U.S.  tax  at  the 
shareholder’s  level  even  where  the  sub¬ 
sidiary  had  no  income,  that  is,  a  royalty 
income  would  be  imputed  to  the  sub¬ 
sidiary  even  where  it  had  none.  This 
provision  is  nothing  more  than  an  indi¬ 
rect  method  of  getting  at  the  profit  of 
manufacturing  subsidiaries.  It  ap¬ 
proaches  the  original  proposal  in  the 
President’s  tax  message  which  would 
have  eliminated  the  deferral  of  U.S.  tax 
entirely  in  the  case  of  subsidiaries  in  de¬ 
veloped  countries.  It  is  interesting  to 
note  that  the  present  bill  goes  even  fur¬ 
ther  than  the  President’s  tax  message  in 
imposing  tax  on  royalty  income  of  sub¬ 
sidiaries  in  underdeveloped  countries. 

In  other  respects,  the  provisions  of  the 
bill  deal  primarily  with  problems  char¬ 
acterized  by  the  Treasury  as  tax  haven 
abuses.  Let  me  illustrate.  The  provi¬ 
sions  of  the  bill  would  tax  on  a  current 
basis  the  profits  of  a  Belgian,  German, 
or  Swiss  subsidiary  which  sells  products 
manufactured  in  France  by  a  French 
subsidiary.  Very  often  this  takes  the 
form  of  a  chain  of  corporations  with  the 
American  parent  company  at  the  top, 
the  Swiss  subsidiary  in  the  middle,  with 
the  production  corporation  formed  as  a 
subsidiary  of  the  Belgian,  German,  or 
Swiss  companies.  The  production  com¬ 
pany  sells  its  output  through  its  Belgian, 
German,  or  Swiss  parent  company  which 
may  coordinate  the  entire  foreign  sales 
effort  of  a  complex  of  producing  com¬ 
panies.  Under  present  law,  the  income 
of  neither  the  production  company  nor 
the  Belgian  selling  company  is  subject 
to  U.S.  tax,  until  such  time  as  the  earn¬ 
ings  are  distributed  to  the  American 
parent.  The  income  of  the  French  sub¬ 
sidiary  is,  of  course,  subject  to  a  French 
tax  at  the  rate  of  50  percent.  The  pro¬ 
posal  would  tax  the  income  of  the  Bel¬ 
gian  selling  subsidiary  currently  unless 
reinvested  in  operations  in  less  devel¬ 
oped  countries.  This  means  that  the 
American-owned  foreign  producer  would 
be  faced  with  the  alternative  of  paying 
the  tax  on  this  income  or  placing  the 
funds  in  what  may  be  a  risky  venture  in 
a  less  developed  country,  thus  depriving 
its  European  facility  of  expansion  capi¬ 
tal.  In  order  to  compete  effectively  with 
foreign  producers  it  is  likely  that  the 
taxpayer  will,  in  most  cases,  elect  to  pay 
the  tax,  while  the  foreign-owned  pro¬ 
ducer  will  continue  to  defer  its  national 
tax  on  the  profits  realized  by  its  Swiss 
selling  company. 

By  imposing  tax  on  these  operations, 
it  cannot  be  expected  that  they  will  be 
lemoved  from  Europe  and  conducted  in 


the  United  States.  If  they  are  moved 
anywhere,  it  is  most  likely  they  will  be 
conducted  in  the  country  where  the  pro¬ 
duction  takes  place.  In  this  way  the 
overall  tax  burden  of  the  American- 
owned  foreign  enterprises  will  be  in¬ 
creased  and  our  own  ultimate  tax  re¬ 
duced  as  a  result  of  the  increased  for¬ 
eign  tax  credit.  This  form  of  tax  neu¬ 
trality  makes  little  sense.  Instead  our 
objective  should  be  to  assure  that  Amer¬ 
ican-owned  business  based  abroad  be 
given  maximum  tax  equality  with  its  for¬ 
eign  competitors. 

It  is  a  well  known  fact  that  most  of  the 
European  countries  permit  local  enter¬ 
prises  to  utilize  the  financial  and  other 
facilities  available  in  Switzerland  to  the 
same  extent  as  the  United  States  does 
today.  It  would  seem  to  be  an  unwise 
policy  to  unilaterally  adopt  tax  meas¬ 
ures  which  would  require  basic  changes 
in  American-owned  operations  abroad, 
while  our  foreign  competitors  continue 
to  enjoy  the  status  quo. 

The  idea  that  a  dollar  earned  by  Amer¬ 
ican  business  abroad  should  bear  the 
same  income  tax  burden  as  a  dollar 
earned  in  the  United  States  assumes  that 
the  foreign  tax  credit  granted  under  our 
law  adequately  compensates  for  imposi¬ 
tion  of  foreign  taxes.  However,  this  is 
only  true  where  the  taxing  jurisdictions 
have  comparable  tax  systems.  A  credit 
for  foreign  income  taxes  is  wholly  in¬ 
adequate  where  turnover  taxes  and  mis¬ 
cellaneous  excise  taxes  account  for  most 
of  the  national  revenue  of  the  foreign 
taxing  jurisdiction.  Subjecting  income 
to  tax  in  the  United  States  would  result 
in  double  taxation  rather  than  tax 
equality. 

The  provision  which  imposes  tax  on  a 
foreign  subsidiary’s  profits  which  are  not 
invested  in  certain  forms  of  permissible 
property  may  be  characterized  as  the  al¬ 
lowance  of  a  special  deduction  from  tax¬ 
able  income  for  certain  types  of  preferred 
investments.  Application  of  U.S.  tax 
under  this  provision  may  be  prevented  by 
reinvesting  profits  in  the  subsidiary’s  ex¬ 
isting  business,  but  profits  used  to  start 
a  new  business  would  be  subject  to  tax. 
Tax  could  also  be  avoided  by  investing 
in  a  less  developed  country  operation. 
These  distinctions  lack  a  sound  basis  in 
tax  policy.  If  the  impact  of  foreign  com¬ 
petition  forces  the  subsidiary  into  other 
fields,  the  same  tax  treatment  should 
apply  in  this  situation  as  is  applicable 
when  the  subsidiary  expands  existing 
plant  facilities  to  meet  the  increased  out¬ 
put  or  greater  productivity  of  its  foreign 
competitors.  In  his  balance-of-pay- 
ments  message  to  Congress  last  year, 
President  Kennedy  assured  us  that  he 
did  not  intend  to  propose  tax  rules  which 
would  penalize  legitimate  investment 
abroad.  The  term  “legitimate  invest¬ 
ment”  is  his,  not  mine.  I  cannot  under¬ 
stand  why  an  investment  in  a  new  busi¬ 
ness — whatever  that  may  be — is  any  less 
legitimate  than  the  expansion  of  an 
existing  one. 

In  regard  to  the  deduction  allowed  for 
profits  invested  in  less  developed  coun¬ 
tries,  I  can  appreciate  the  administra¬ 
tion’s  recognition  of  the  need  to  con¬ 
tinue  the  application  of  tax  deferral  in 
these  cases.  For  obvious  reasons,  we 


should  encourage  the  flow  of  private  cap¬ 
ital  to  these  areas.  However,  this  prin¬ 
ciple  applies  equally  to  profits  earned  in 
the  United  States.  The  basis  of  the  bill’s 
attack  on  American-owned  foreign  sub¬ 
sidiaries  is  that  their  profits  should  be 
subject  to  the  same  tax  burden  as  are 
domestic  corporations.  Once  this  is 
achieved  through  elimination  of  tax  de¬ 
ferral,  uniform  tax  rules  should  apply. 
If  we  are  encouraging  foreign  sub¬ 
sidiaries  to  invest  in  less  developed 
countries,  domestic  corporations  should 
receive  the  same  encouragement.  In 
withholding  the  tax  deduction  for  these 
investments  from  domestic  corporations, 
the  bill  is  applying  a  double  standard. 
To  this  extent  it  may  well  have  a  reverse 
effect;  that  is,  it  may  encourage  Ameri¬ 
can  business  to  establish  production 
facilities  abroad  to  obtain  benefits  not 
otherwise  available.  Indeed,  serious 
consideration  should  be  given  to  the  pos¬ 
sibility  that  the  net  effect  of  narrowing 
tax  deferral  generally  will  create  a 
greater  incentive  for  American  business 
to  take  advantage  of  the  remaining  areas 
of  deferral  by  moving  production  abroad. 

TAX  AVOIDANCE 

The  third  objective  advanced  by  the 
administration  in  support  of  its  tax  pro¬ 
posal  in  the  foreign  area  is  that  there 
is  a  need  for  corrective  legislation  to 
deal  with  the  so-called  “tax  haven” 
abuses.  There  are  two  features  of  our 
present  tax  law  which  encourage  this 
form  of  tax  avoidance.  First,  as  I  have 
already  indicated,  our  income  tax  does 
not  extend  to  the  foreign  income  of  a 
foreign  corporation.  It  becomes  impor¬ 
tant,  therefore,  to  define  for  this  purpose 
the  source  of  the  corporation’s  income. 
The  tax  law  has  long  contained  source 
rules.  For  example,  the  source  of  income 
derived  from  the  purchase  and  sale  of 
property,  that  is,  export  income,  is 
derived  from  the  country  in  which  title 
to  the  property  passes  to  the  purchaser. 
The  source  rules  also  provide  that  roy¬ 
alties  from  patents  and  other  similar 
rights  have  a  source  in  the  country  in 
which  the  patent  is  used.  The  source 
of  dividend  income  is  in  the  country 
where  the  payer  is  incorporated  and  the 
source  of  interest  is  in  the  country  where 
the  debtor  resides. 

A  domestic  corporation  receiving  in¬ 
come  in  these  forms  would,  of  course, 
be  subject  to  tax  regardless  of  the 
source.  However,  if  the  domestic  cor¬ 
poration  creates  a  foreign  corporation 
and  places  in  that  foreign  corporation 
the  right  to  receive  items  of  foreign  in¬ 
come,  the  U.S.  income  tax  is  postponed 
until  the  foreign  corporation  distributes 
its  income  in  the  form  of  a  dividend  to 
the  U.S.  corporation. 

Tax  avoidance  in  this  area  should  be 
defined  rather  precisely  because  there 
are  many  misconceptions  about  it. 
First,  there  are  cases  in  which  taxpayers 
selling  abroad  can  and  do  avoid  U.S.  tax 
by  abusing  existing  source  rules.  Most 
of  this  type  of  avoidance  occurs  in  the 
area  of  intercompany  pricing.  The  term 
“tax  avoidance”  has  also  been  used  to 
describe  the  completely  legitimate 
methods  used  by  large  publicly  held 
American  corporations  with  foreign 
operations  to  minimize  U.S.  taxes. 
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Let  me  illustrate.  A  domestic  manu¬ 
facturing  corporation  sells  part  of  its 
output  abroad.  Instead  of  selling  di¬ 
rectly  to  customers  or  to  independent 
brokers,  it  sells  to  its  own  foreign  sub¬ 
sidiary  at  cost  plus  a  5  percent  markup. 
Any  further  profit  realized  by  the 
foreign  subsidiary  would  not  be  subject 
to  U.S.  tax  until  distributed  to  the  parent 
as  a  dividend.  If  arms-length  prices  of 
comparable  products  are  cost  plus  20 
percent,  then  there  is  clearly  a  distor¬ 
tion  of  the  domestic  corporation’s  in¬ 
come.  But  if  the  20  percent  profit  mar¬ 
gin  is  reflected  in  the  intercompany  price 
and  the  subsidiary  on  sales  to  third  par¬ 
ties  realizes  an  additional  20  percent 
profit,  there  has  been  no  distortion  or 
tax  avoidance.  Nevertheless,  the  bill 
would  impose  U.S.  tax  on  the  subsidiary’s 
profits  in  either  case. 

To  the  extent  that  this  is  a  problem, 
the  Treasury  Department  has  adequate 
tools  under  existing  law.  Artificial  in¬ 
tercompany  pricing  arrangements  may 
be  attacked  under  section  482  of  the 
Internal  Revenue  Code.  In  this  connec¬ 
tion  it  is  noteworthy  that  the  bill  con¬ 
tains  special  provisions  amending  sec¬ 
tion  482  to  assure  that  a  proper  alloca¬ 
tion  of  income  is  reached  in  these  cases. 
Why  then  does  the  bill  impose  U.S.  tax 
on  the  sales  income  which  is  allocated 
to  the  foreign  subsidiary  under  section 
482,  as  amended,  since  by  definition  the 
intercompany  prices  thus  determined  are 
proper?  There  is  such  a  disparity  be¬ 
tween  the  corrective  measure  and  the 
abuse  that  it  is  difficult  to  tell  precisely 
what  lies  behind  this  provision  of  the 
bill. 

Tax  avoidance  has  also  been  used  to 
describe  the  organization  of  an  Ameri¬ 
can-owned  foreign  corporation  in  such 
a  manner  as  to  minimize  foreign  taxes. 

Thus,  an  American  corporation  with 
a  manufacturing  subsidiary  in  Germany 
may  be  taxable  by  the  United  States  on 
export  profits  even  though  no  part  of 
the  operation  has  any  connection  with 
the  United  States  other  than  ownership. 
This  may  be  illustrated  by  the  chain  of 
corporations  I  have  already  described, 
that  is,  an  American  corporation  with  a 
Belgian,  German,  or  Swiss,  or  some  other 
subsidiary  through  which  its  foreign 
operations  are  coordinated. 

It  is  not  clear  why  the  United  States 
has  an  interest  in  the  extent  to  which 
an  American-owned  foreign  subsidiary 
competing  with  European-owned  com¬ 
panies  minimizes  foreign  taxes.  Indeed, 
the  reduction  of  foreign  taxes  reduces 
the  foreign  tax  credit  and  will  increase 
the  ultimate  U.S.  tax  imposed  at  the  time 
of  repatriation.  The  present  system  en¬ 
hances  the  possibility  of  increased  rev¬ 
enues.  In  any  event,  the  answer  to  this 
problem  does  not  lie  in  imposing  unilat¬ 
eral  penalties  on  the  current  profits  of 
foreign-based  American-owned  business 
operations.  This  is  an  international 
problem  which  should  be  resolved  on  a 
mutilateral  basis. 

As  already  indicated,  the  bill  would 
also  impose  a  tax  on  profits  of  a  foreign 
subsidiary  which  are  not  invested  in  cer¬ 
tain  specific  types  of  permissible  prop¬ 
erty.  This  provision  is  in  the  nature  of 


a  tax  on  accumulated  profits.  A  possible 
basis  for  the  provision  is  that  amounts 
are  now  being  held  abroad  simply  for 
the  purpose  of  avoiding  the  current  im¬ 
position  of  U.S.  tax.  While  there  may 
be  isolated  instances  of  this,  it  is  un¬ 
likely  that  the  intensity  of  foreign  com¬ 
petition  would  permit  large  accumula¬ 
tions  of  idle  capital  abroad.  Here  again, 
there  seems  to  be  little  relation  between 
the  abuse  and  the  sanction. 

Drastic  changes  in  existing  tax  treat¬ 
ment  of  foreign  income  are  premature. 
Even  if  changes  were  limited,  as  the 
present  bill  is  not,  to  problems  of  avoid¬ 
ance  of  U.S.  tax,  information  as  to  the 
extent  of  this  form  of  tax  avoidance  is 
wholly  inadequate.  For  example,  prior 
to  1960  the  Internal  Revenue  Code  re¬ 
quired  information  to  be  filed  as  to  each 
creation  of  a  new  foreign  corporation. 
However,  because  of  a  defect  in  the  law, 
few  returns  were  received.  This  defect 
was  corrected  in  1960.  The  inadequacy 
of  this  type  of  information  was  illus¬ 
trated  in  one  of  the  documents  support¬ 
ing  the  President’s  tax  message  in  which 
it  was  admitted  that  the  only  informa¬ 
tion  available  on  the  number  of  Amer¬ 
ican-owned  Swiss  corporations  was  ob¬ 
tained  through  the  consulate  general  in 
Zurich. 

In  1960  the  code  was  also  amended 
to  require  domestic  corporations  to  file 
annual  information  returns  covering  the 
activities  of  their  foreign  subsidiaries. 
The  first  returns  under  this  amendment 
will  be  filed  this  year.  It  seems  to  me 
that  Congress  would  be  acting  prema¬ 
turely  if  it  approved  any  legislation  in 
this  field  at  the  present  time  before  this 
new  information  is  received  and  ana¬ 
lyzed. 

I  would  like  to  call  your  attention  to 
an  effect  this  bill  will  have  which  has 
received  little  notice  but  is  what  I  re¬ 
gard  to  be  an  unprecedented  and  un¬ 
wise  action  on  the  part  of  Congress. 
Because  of  certain  changes  that  the  bill 
makes  to  existing  law,  it  will  result  in 
abrogating  certain  treaties.  To  the  ex¬ 
tent  that  the  bill’s  provisions  are  incon¬ 
sistent  with  a  treaty  obligation  of  the 
United  States,  the  law  will  prevail  and 
the  treaty  obligation  will  be  abrogated. 
The  reason  for  the  provision — and  I  am 
referring  to  section  21 — is  that  a  number 
of  the  provisions  in  the  bill  are  in  con¬ 
flict  with  income  tax  conventions  we 
have  negotiated  with  European  coun¬ 
tries.  I  question  the  wisdom  of  abro¬ 
gating  by  legislation  our  treaty  obliga¬ 
tions  even  in  the  technical  field  of  in¬ 
ternational  taxation,  particularly,  when 
we  are  approaching  a  time  of  negotia¬ 
tion  in  trade  and  other  economic  matters 
with  the  Common  Market  countries.  It 
seems  to  me  that  the  problem  of  so- 
called  tax  havens  is  a  proper  subject  for 
multilateral  discussion  with  Europe  and 
may  even  be  susceptible  to  solution 
through  international  agreements. 
With  these  discussions  forthcoming, 
and  the  U.S.  position  in  world  compe¬ 
tition  rather  precarious,  I  cannot  think 
of  a  more  inappropriate  time  than  the 
present  to  enact  hastily  prepared  legis¬ 
lation  which  would  change  longstand¬ 
ing  rules  for  the  taxation  of  American 
business  abroad. 


Lastly,  Mr.  Chairman,  let  us  examine 
in  greater  detail  the  withholding  pro¬ 
posal.  I  am  opposed  to  it  and  do  not 
think  that  the  majority  has  made  out  a 
case  for  it. 

I  share  the  concern  of  the  Treasury 
and  the  committee  about  the  failure  of 
some  taxpayers  to  report  fully  and  prop¬ 
erly  all  of  their  income  on  which  tax 
is  owed.  All  of  us,  I  am  sure,  would  want 
to  support  any  plan  that  would  improve 
the  reporting  of  income,  provided  of 
course  the  gain  to  be  derived  from  any 
plan  exceeds  the  costs  of  administration, 
and  provided  the  plan  is  fair. 

Withholding  on  wages  has  served  us 
well.  The  proposed  plan  to  withhold  20 
percent  of  tax  on  interest  and  dividends, 
however,  bears  little  or  no  relationship 
to  our  system  of  withholding  on  wages. 
In  point  of  fact,  it  would  be  extremely 
expensive  and  perhaps  impossible  to 
equate  interest  and  dividend  withholding 
with  wage  withholding. 

Wage  withholding  is  coupled  with 
safeguards — safeguards  for  the  taxpayer 
and  safeguards  for  the  Government.  In 
wage  withholding,  overwithholding  is 
effectively  kept  to  a  minimum — and  al¬ 
most  eliminated.  The  18 -percent  rate 
Las  built  into  it  the  standard  deduction. 
Each  wage  earner  may  use  his  personal 
exemption,  including  all  his  exemptions 
for  dependents,  in  fixing  the  amount  of 
withholding.  An  information  return, 
form  W-2,  tells  him  the  gross  amount  to 
report,  and  the  amount  of  the  tax  with¬ 
held  to  credit.  The  W-2  form  also  pro¬ 
vides  an  immediate  check  to  the  district 
director,  who  must  compute  prompt  re¬ 
funds  where  necessary.  No  such  system 
is  proposed  or  is  apparently  now  in  the 
cards  for  dividend  and  interest  with¬ 
holding. 

The  bill  would  impose  withholding  on 
interest  and  dividends  at  a  flat  20  per¬ 
cent  rate  without  adjustments  for  per¬ 
sonal  exemptions  and  without  accom¬ 
panying  W-2  type  receipts  to  assist  tax¬ 
payers  and  the  Treasury.  At  the  last 
minute,  the  committee  amended  the  bill 
to  permit  exemption  certificates,  but  as 
hastily  drafted,  the  provisions  for 
exemption  certificates  add  more  con¬ 
fusion  than  equity  to  the  withholding 
proposals. 

Exemption  certificates  are  in  no  event 
permitted  for  interest  on  marketable 
securities.  Apparently  exemption  certif¬ 
icates  are  permitted  for  some  individuals 
but  not  exempt  organizations — in  the 
case  of  dividend  income. 

'  In  the  case  of  individuals,  the  paying- 
agents  are  supposed  to  keep  track  of  the 
ages  of  exempt  persons  under  age  18. 
An  individual  over  age  17  must  file  an 
exemption  certificate  annually — if,  sub¬ 
ject  to  severe  penalty  for  error,  “he 
reasonably  believes  that  he  will  not’’ — 
after  application  of  certain  credits — “be 
liable  for  payment  of  any  tax.” 

In  the  usual  situation,  where  secur¬ 
ities  are  held  in  the  name  of  brokers 
or  nominees,  the  use  of  exemption  cer¬ 
tificates  is  left  to  the  discretion  of  the 
Secretary  or  his  delegate. 

Many  nonresident  aliens  are  now 
spbject  to  withholding  at  less  than  the 
proposed  20  percent  rate  by  treaties. 
We  are  now  asked  to  abrogate  these 
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solemn  international  compacts  by  vot¬ 
ing  a  provision  to  the  effect  that  in  the 
case  of  interest  and  dividend  withhold¬ 
ing,  the  tax  “required  to  be  deducted 
and  withheld  shall  not  by  reason  of  the 
provisions  of  any  treaty  be  less  than 
20  pei’cent  of  such  amounts.”  So  much 
for  the  good  faith  of  the  United  States  of 
America  under  this  proposal  that  the 
majority  is  now  making. 

Much  emphasis  is  placed  on  the  quick 
refund  procedure — proposed  quarterly 
refunds  for  overwithholding.  Qualifi¬ 
cation  for  quarterly  refunds,  however,  is 
complicated,  confusing,  and  extremely 
limited.  The  amount  of  refunds  may 
allowance  is  22  percent  of,  first  ,an  indi¬ 
vidual’s  refund  allowance.  The  refund 
allowance  is  22  percent  of,  first,  an  indi¬ 
vidual’s  expected  deductions  for  personal 
exemptions,  plus,  second,  his  retirement 
income,  less,  third,  any  income  which  is 
not  subject  to  withholding  for  dividends 
and  interest.  No  claim  for  refund  may 
be  filed  by  an  individual  whose  gross 
income  is  expected  to  exceed  $5,000,  or 
a  married  individual  whose  income  of 
himself  and  his  spouse  is  expected  to 
exceed  $10,000  or  a  head  of  a  household 
or  surviving  spouse  who  expects  his 
gross  income  to  exceed  $10,000,  or  by  a 
child,  unless  he  expects  that  his  parents 
will  not  be  allowed  an  exemption  for  him 
for  the  taxable  year. 

Even  with  these  limitations,  the  In¬ 
ternal  Revenue  Service  will  be  flooded 
with  refund  claims,  and  refunds  will 
have  to  be  paid  on  faith.  It  will  be  ab¬ 
solutely  impossible  to  handle  prompt 
refunds  and  check  the  propriety  of  the 
refund  claims. 

It  should  be  observed  that  in  the  wage 
field,  many  persons  would  not  have  the 
money  to  pay  the  tax  if  the  tax  is  not 
withheld.  In  the  case  of  dividends  and 
interest  the  reporting  problem  seems 
greater  than  the  paying  problem,  and 
the  major  problem  of  reporting  is  not 
solved  by  the  bill  before  us.  What  is 
needed  is  information. 

Substantial  funds  have  been  appro¬ 
priated  for  the  much  celebrated  elec¬ 
tronic  or  automatic  data  processing 
program  for  the  Internal  Revenue  Serv¬ 
ice.  To  make  this  program  work,  the 
Congress,  at  the  request  of  the  admin¬ 
istration,  has  passed  a  law  requiring  the 
use  of  numbers  on  tax  returns  and  in¬ 
formation  returns.  The  combination  of 
information  returns  with  a  numbered 
account  for  each  taxpayer,  with  full  use 
of  automatic  data  processing,  is  now 
promised.  Clearly,  if  automatic  data 
processing  will  be  as  effective  as  prom¬ 
ised  by  its  proponents  in  the  Internal 
Revenue  Service,  withholding  on  divi¬ 
dends  and  interest  soon  will  be  outmoded 
or,  if  needed,  will  at  least  be  workable. 
Until  automatic  data  processing  is  in 
full  swing,  or  a  more  workable  and  fair 
method  of  withholding  is  devised,  we 
should  not  adopt  the  stopgap,  crude,  un¬ 
fair  method  of  withholding  of  the  kind 
presented  to  us  in  this  bill. 

Much  of  my  research  on  the  subject 
of  withholding  has  been  provided  by 
the  former  General  Counsel  of  the  Treas¬ 
ury  Department,  Mr.  David  A.  Lindsay. 
Yesterday,  it  will  be  recalled,  the  chair¬ 
man  of  the  Ways  and  Means  Committee 


referred  to  a  speech  made  by  Mr.  Lind¬ 
say,  who  is  my  brother,  in  September 
1960  in  which  reference  was  made  to  the 
amount  of  uncollected  taxes  represented 
in  dividends  and  interest.  The  implica¬ 
tion  was  clear,  unfortunately,  that  Mr. 
Lindsay  favored  withholding.  Quite  the 
contrary,  he  opposes  it;  and  in  his  speech 
he  points  out  that  modern  data  process¬ 
ing  will  make  withholding  archaic  and 
that  it  will  result  in  unfair,  massive 
overwithholding.  When  the  Committee 
rises  and  we  go  back  into  the  House,  I 
intend  to  ask  unanimous  consent  to  have 
the  pertinent  parts  of  Mr.  Lindsay’s 
speech  inserted  at  this  point  in  the 
Record : 

Remarks  by  David  A.  Lindsay,  General 

Counsel,  U.S.  Treasury  Department,  Be¬ 
fore  the  Tax  Institute  Symposium,  Chi¬ 
cago,  III.,  September  29,  1960 

A  subject  of  interest  to  the  Treasury  and 
management  alike  is  the  gap  in  reporting 
certain  income  and  possible  measures  that 
might  be  taken  to  close  the  gap.  While  the 
problem  is  not  limited  to  dividends  and  in¬ 
terest,  particular  attention  has  been  given  to 
those  items  in  recent  years.  Recent  studies 
have  indicated  a  gap  in  the  amount  of  divi¬ 
dends  paid  to  individuals  and  the  amount  of 
the  dividends  reported  on  individual  tax  re¬ 
turns  of  approximately  $1  billion,  or  failure 
to  report  about  10  percent  of  the  total 
amount  of  dividends  received. 

It  should  be  noted  that  a  portion  of  un¬ 
reported  dividends  would  not  have  been  tax¬ 
able  since  the  total  includes  amounts  re¬ 
ceived  by  individuals  required  to  file  but  not 
subject  to  tax  and  by  individuals  entitled 
to  an  offset  as  a  result  of  the  $50  dividend 
exclusion. 

It  was  also  estimated  that  about  $3  billion 
of  interest,  which  is  about  one-half  of  the 
interest  received  by  individuals,  was  not  re¬ 
ported.  Here  again,  a  portion  of  the  un¬ 
reported  interest  would  not  have  been 
taxable. 

In  the  last  session  of  Congress,  the  Senate 
Finance  Committee  instructed  the  staff  of 
the  Joint  Committee  on  Internal  Revenue 
Taxation,  in  cooperation  with  the  Treasury, 
to  study  the  possibility  of  instituting  a  with¬ 
holding  system.  While  the  Treasury’s  own 
studies  on  withholding  have  covered  broader 
areas  than  dividends  and  interest,  the  Sen¬ 
ate  Finance  Committee  and  the  Joint  Com¬ 
mittee  staff  have  focused  attention  on  div¬ 
idends  and  interest,  and  more  particularly 
on  dividends.  As  a  result  of  joint  studies 
to  date,  it  appears  that  it  would  be  extremely 
difficult,  if  not  impractical,  to  institute  an 
adequate  withholding  system  for  interest 
payments  at  this  time. 

While  the  mechanics  of  withholding  are 
less  difficult  in  the  case  of  dividends,  here, 
too,  there  are  a  number  of  difficult  problems. 

From  the  standpoint  of  the  Internal  Reve¬ 
nue  Service,  a  withholding  system  on  divi¬ 
dends  and  interest  would  appear  to  require 
dividend  and  interest  payers  to  furnish  a 
form  or  forms  similar  to  the  W-2  form  used 
with  wages.  Such  a  form  would  show  the 
taxpayer  the  net  dividend  or  dividends  he 
received,  the  tax  withheld,  which  he  should 
take  as  a  tax  credit,  and  the  gross  dividend 
to  be  reported  in  his  return.  The  form 
would  be  attached  to  the  return.  It  would 
be  used  to  support  and  to  speed  refunds  in 
the  many  instances  of  overwithholding  due 
to  withholding  in  the  case  of  tax-exempt 
institutions  and  nontaxable  individuals  and 
overwithholding  in  the  case  of  elderly  and 
retired  persons,  many  of  whom  would  be  in 
low-income  brackets. 

With  exceptions,  it  would  be  simpler  from 
the  standpoint  of  management  to  handle 
withholding  without  issuing  a  W-2-type 
form  to  the  taxpayer. 
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The  largest  gap  in  interest  and  dividend 
reporting  comes  from  the  cumulative  effect 
of  many  failures  to  report  small  amounts. 
Particularly  with  respect  to  interest,  we  are 
dealing  with  a  myriad  of  small  holdings  and 
small  accounts.  Moreover,  in  many  instances 
there  are  interposed  between  the  payer  and 
the  recipient  a  number  of  levels  or  tiers, 
such  as  transfer  agents,  nominees,  and  fi¬ 
duciaries.  In  addition,  there  is  a  large  turn¬ 
over  in  shareholder  accounts. 

If  across-the-board  withholding  is  insti¬ 
tuted  without  the  necessity  of  payers  fur¬ 
nishing  statements  on  W-2-type  forms  to 
taxpayers,  the  Treasury  might  be  faced  with 
a  problem  as,  or  possibly  more,  serious  than 
the  present  gap  in  reporting.  The  Internal 
Revenue  Service  would  be  pressured  to  make 
refunds  promptly,  as  it  does  in  the  case  of 
overwithheld  wages,  but  without  the  bene¬ 
fit  of  a  simple  check  against  the  taxpayer's 
copy  of  the  withholding  form,  and  without 
time  to  make  an  audit  of  the  claimant’s  tax 
return. 

Ultimately,  through  the  development  and 
utilization  of  electronic  data  processing 
machines,  referred  to  as  our  automatic  data 
processing  program,  it  is  possible  that  with¬ 
holding  on  dividends,  interest,  and  other 
items  as  well,  will  become  unnecessary  or,  if 
considered  advisable,  will  be  more  practical 
than  it  is  at  the  present  time.  To  achieve 
optimum  utilization  of  electronic  data 
processing  machines,  it  will  be  necessary  to 
introduce  a  permanent  taxpayer  account 
numbering  system,  primarily  based  on  social 
security  numbers.  A  taxpayer  account  num¬ 
bering  system  would  be  helpful  even  without 
automatic  data  processing  as  it  would  clearly 
facilitate  matching  of  returns.  Names  ap¬ 
pear  in  a  variety  of  ways,  and  addresses  vary. 
Numbers  can  be  compared  with  exactitude. 
Also,  to  achieve  opt’ mum  results,  it  is  neces¬ 
sary  to  increase  our  efforts  toward  coordi¬ 
nated  planning  among  Federal  and  State  tax 
collecting  agencies  and  management. 

Not  only  the  Internal  Revenue  Service  but 
also  several  of  the  large  corporations  which 
disburse  their  own  dividends,  and  many  of 
the  disbursing  agents,  primarily  banks  and 
trust  companies,  have  on  order,  or  plan  to 
order,  expensive  machinery,  some  of  which 
could  dovetail  with  the  Federal  program 
and  some  of  which  might  not.  In  planning 
for  the  future  use  of  such  machines,  it  is 
essential  that  mutual  problems  and  needs 
are  understood  in  the  hope  that  the  plan¬ 
ning  can  be  coordinated  intelligently. 

In  the  meantime,  every  effort  should  be 
made  to  improve  reporting  of  dividends  and 
interest  as  well  as  other  forms  of  income 
within  the  framework  of  existing  law.  It 
appears  that  much  of  the  gap  in  reporting 
is  due  to  negligence,  but  some  of  the  failure 
to  report  is  willful. 

Last  year  the  Treasury  called  upon  many 
groups  active  in  the  dividend  and  interest 
field  to  cooperate  in  an  information  pro¬ 
gram  designed  to  obtain  more  complete  re¬ 
porting  of  dividend  and  interest  income. 
The  program  resulted  in  more  than  75  mil¬ 
lion  special  notices  being  mailed  to  recip¬ 
ients  of  dividends  and  interest.  This  dis¬ 
tribution  was  supplemented  by  a  coordi¬ 
nated  information  campaign  using  news¬ 
papers,  magazines,  radio,  and  television.  Na¬ 
tional  associations  notified  their  State  and 
local  members  in  writing  and  orally,  urging 
full  cooperation.  Posters  were  prepared  and 
distributed.  In  some  areas  there  was  joint 
sponsorship  of  newspaper  items  on  the  sub¬ 
ject.  Excellent  cooperation  was  given  by 
tens  of  thousands  of  corporations,  banks, 
and  individuals. 

Only  about  5  months  have  elapsed  since 
the  filing  date  for  the  returns  covering  the 
year  1959,  and  therefore  it  is  too  early  to  ap¬ 
praise  fully  the  extent  of  increased  report¬ 
ing  of  dividends  and  interest.  Nevertheless, 
we  do  have  indicat’ons  of  the  program’s  suc¬ 
cess  from  District  Directors’  offices,  from  ex- 
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animations  of  selected  tax  returns  before  and 
after  tbe  program  was  instituted,  and  from 
the  increase  in  receipts  from  individuals  on 
nonwithheld  Income.  Larger  surveys  are 
underway  and  should  be  completed  by  the 
end  of  the  year.  These  should  provide  fur¬ 
ther  information  on  the  effectiveness  of  the 
program. 

As  indicated  earlier,  some  of  the  failure  to 
report  is  willful.  The  Department  of  Justice 
readily  agreed  to  cooperate  with  the  Service 
in  a  vigorous  enforcement  program.  Special 
attention  has  been  given  to  cases  involving 
the  failure  fully  to  report  dividends  and  in¬ 
terest.  More  than  300  such  cases  are  now  in 
various  stages  of  investigation  or  prosecu¬ 
tion.  Thirty-one  convictions  have  been  ob¬ 
tained  resulting  in  the  imposition  of  fines 
ranging  up  to  $20,000,  and  in  some  cases  im¬ 
prisonment. 

It  is  expected  that  the  matter  of  withhold¬ 
ing  will  be  considered  by  the  87th  Congress 
and  that  advantages  and  disadvantages  of 
withholding  will  be  weighed  against  the  re¬ 
sults  of  the  program  which  I  have  just  de¬ 
scribed. 

I  shall  not  venture  a  prediction  concerning 
either  future  congressional  action  in  this 
area  or  the  possibility  that  immediate  solu¬ 
tions  to  problems  presently  inherent  in  with¬ 
holding  will  be  found.  I  do  suggest,  how¬ 
ever,  that  legislation  for  the  sake  of  legis¬ 
lation,  legislation  that  ignores  the  major 
area  of  gap  by  focusing  only  on  dividends  or 
by  setting  a  ceiling  under  which  amounts 
distributed  would  not  be  subject  to  with¬ 
holding,  would  be  ineffective  for  purposes  of 
closing  the  gap. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
such  time  as  he  may  desire  to  the  gen¬ 
tleman  from  Texas  [Mr.  Thompson]. 

(Mr.  THOMPSON  of  Texas  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

Mr.  THOMPSON  of  Texas.  Mr. 
Chairman,  I  shall  vote  for  the  bill  and 
against  the  motion  to  recommit. 

Mr.  Chairman,  one  of  the  constructive 
features  of  the  bill  now  before  us  is  the 
encouragement  and  financial  assistance 
it  gives  farmers  who  wish  to  modernize 
equipment  and  increase  efficiency  of  their 
crop  and  livestock  production  operations. 

The  significant  provision  in  relation¬ 
ship  to  agriculture  is  the  allowance  of  a 
7  percent  tax  credit  for  investment  in 
equipment  and  machinery. 

The  growing  importance  of  mechani¬ 
zation  to  American  agriculture  is  illus¬ 
trated  by  the  fact  that  as  of  today  the 
investment  in  machinery  and  motor 
vehicles  on  farms  is  nearly  $16  billion. 

Farmers  annually  spend  over  $2.5  bil¬ 
lion  for  machinery  and  motor  vehicles. 

The  rapid  expansion  in  mechanization 
of  farm  operations  began  back  in  the 
1940’s  when  wartime  labor  shortages  and 
favorable  prices  encouraged  a  substitu¬ 
tion  of  machinery  for  hand  labor.  More 
recently  the  cost-price  squeeze  has 
caused  farmers  to  continue  investing  in 
machinery  and  equipment  to  achieve 
lower  unit  costs  that  will  maintain,  and 
even  increase,  incomes. 

In  the  Corn  Belt,  farmers  producing 
10,000  to  14,000  bushels  of  corn  can  re¬ 
duce  harvesting  and  storing  costs  from 
10  to  15  percent  through  use  of  mechani¬ 
cal  picker-sheller  and  mechanical  dry¬ 
ing  equipment. 

Mechanical  cherry  pickers  and  asso¬ 
ciated  equipment  reduce  harvesting  costs 
in  Michigan  about  $35  per  ton. 


On  medium  and  large  clay-soil  cotton 
farms  in  the  Mississippi  Delta,  advanced 
technology  including  mechanical  har¬ 
vesting  would  increase  returns  to  land 
and  management  several  fold  compared 
with  current  practices.  Similar  com¬ 
parisons  indicate  more  than  a  doubling 
of  returns  on  deep,  moderately  sloping 
land  in  southwest  Oklahoma. 

Even  in  livestock  production  the  shift 
from  a  low  to  a  high  level  of  technology 
will  increase  the  income  one  man  can 
earn  by  70  to  80  percent  in  poultry,  hog, 
and  dairy  enterprises.  Improved  tech¬ 
nology  in  livestock  production  requires 
increased  investments  in  buildings  as 
well  as  in  machinery  and  equipment, 
but  it  is  clear  that  increased  mechaniza¬ 
tion  is  a  must  for  both  the  livestock  and 
the  crop  farmer. 

Under  the  bill  the  tax  savings  result¬ 
ing  from  investment  credit  on  a  $5,000 
tractor  would  be  $350,  reducing  the 
farmer-buyer’s  net  outlay  to  $4,650. 

Other  tax  savings  range  from  $217  on 
irrigation  equipment  to  more  than  $2,000 
on  a  large,  caterpillar  type  tractor. 

Tax  savings  resulting  from  the  in-, 
vestment  credit  on  purchases  of  a  typi¬ 
cal  list  of  farm  equipment  items  follow: 


Item 

Approxi¬ 

mate 

cost 

Reduction 
in  cost 
through 
tax  savings 
from  7- 
percent 
credit 

Net  cost 
after 
7-percent 
credit 

Cottonpicker,  self- 
propelled,  2-rovv _ 

$17, 000 

$1, 190 

$15,  810 

Tractor,  50-59  horse¬ 
power . 

5,000 

350 

4,  650 

Large  caterpillar- 
type  tractor . 

30,000 

2,100 

27,  900 

Self-propelled  com¬ 
bine,  18-foot _ 

8,500 

595 

7,905 

Rice  self-propelled 
combine,  18-foot _ 

10,  000 

700 

9,  300 

Cornpicker,  sheller, 
and  dryer _ 

8,000 

560 

7,440 

With  tractor . 

13, 000 

910 

12,  090 

Mechanical  cherry- 
picker  and  asso¬ 
ciated  equipment— 

11,000 

770 

10, 230 

IRRIGATION  SYSTEM 
(SOUTHEASTERN 
STATE) 

General  farm . . 

3,100 

217 

2,883 

Tobacco  farm _ 

4,000 

322 

4, 278 

Peach  orchard _ 

8,900 

623 

8,  277 

Mr.  MILLS.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentlewoman  from  Michi¬ 
gan  [Mrs.  Griffiths!. 

(Mrs.  GRIFFITHS  asked  and  was  giv¬ 
en  permission  to  revise  and  extend  her 
remarks.) 

Mrs.  GRIFFITHS.  Mr.  Chairman, 
surprising  as  it  may  seem  to  some  of  my 
friends  on  my  side  of  the  aisle,  I  would 
like  to  say  a  few  kind  words  about  the 
tax-investment  credit.  It  has  been  said 
both  privately  and  publicly,  and  by  polls 
taken  in  some  newspapers,  that  this  is 
really  a  bonanza  for  the  rich.  To  some 
extent  it  is  a  bonanza.  They  are  already 
permitted  a  100 -percent  writeoff  on  their 
equipment  in  their  plants,  and  this  will 
give  them  7  percent  more.  But  it  is  not 
a  bonanza  aimed  only  at  those  who  own 
plants;  it  is  a  bonanza  aimed  at  the 
long  lines  of  unemployment  throughout 
this  Nation. 

Those  lines  of  unemployment  in  our 


hometowns  that  have  been  created  in  this 
country  because  of  the  lack  of  customers. 
America  was  the  first  nation  that  discov¬ 
ered  businesswise  that  customers  were 
better  than  colonies.  You  could  pay  any 
price  for  raw  material  if  you  could  ask 
any  price  for  the  finished  product.  We 
are  the  largest  sellers  of  goods  abroad, 
but  we  regard  that  market  as  a  second¬ 
ary  market.  We  are  not  too  interested, 
really. 

Today,  however,  through  our  own  ef¬ 
forts  we  have  poured  our  own  treasure 
into  building  up  the  nations  of  the  world. 
Therefore,  it  is  essential  that  we  be  able 
to  compete  in  the  marketplaces  of  the 
world  on  a  fair  basis.  That  is  all  we  are 
asking,  not  to  lower  our  own  standard  of 
living,  but  to  be  able  to  sell.  This  bill 
is  one  attempt  to  make  it  possible  for 
American  industry  to  compete  on  a  fair 
basis. 

We  have  more  equipment  that  is  10 
years  old  than  any  nation  in  the  free 
world.  We  give  less  of  a  writeoff.  We 
have  less  capital  formation  on  a  percent¬ 
age  basis  than  any  nation  in  the  free 
world.  We  are  up  against  the  tough 
realities  of  life.  We  have  to  be  able  to 
sell,  not  alone  in  this  Nation,  not  alone 
in  Europe,  but  we  must  be  able  to  sell 
in  the  rest  of  the  Americas,  in  Asia,  in 
Africa,  and  the  only  way  we  are  going 
to  be  able  to  do  it  is  to  have  productive 
machinery  combined  with  the  smartest 
management  and  the  most  productive 
labor  in  the  world.  Then  we  will  be  a 
great  competitor. 

This  part  of  the  bill  is  an  earmarked 
tax  reduction  as  opposed  to  an  ear¬ 
marked  tax.  It  is  an  ear-marked  tax 
reduction,  to  make  possible  the  building 
up  of  additional  and  better  equipment  in 
this  country  in  order  to  make  us  better 
competitors  in  the  markets  of  the  world. 

I  urge  you  to  oppose  the  motion  to 
recommit  and  to  vote  for  the  bill  which 
will  put  America  back  to  work. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Kansas 
[Mr.  Ellsworth], 

Mr.  ELLSWORTH.  Mr.  Chairman, 
the  administration’s  proposal  to  start 
taxing  foreign  income  earned  by  over¬ 
seas  branches  or  subsidiaries  of  American 
firms  is  bad — bad  for  American  workers’ 
job  security,  bad  for  the  gold  flow  prob¬ 
lem,  and  bad  for  America’s  position  as 
the  powerful  industrial  and  economic 
leader  of  the  free  world. 

The  administration’s  public  relations 
campaign  on  this  issue  has  been  domi¬ 
nated  by  four  myths — and  these  same 
myths  have  even  cropped  up  here  in  com¬ 
mittee  debate  yesterday  and  today.  The 
administration  and  its  followers  continue 
to  cling  to  the  old  mythology — probably 
mostly  to  avoid  that  very  worst  of  Gov¬ 
ernment  embarrassments :  the  admission 
that  they  have  been  wrong  all  along. 

The  first  myth  we’ve  heard  is  that 
American  investment  in  Europe  means 
less  investment  and  so  less  jobs  in  the 
United  States.  Mr.  Chairman,  that  is 
nonsense.  Establishing  plants  in  Europe 
has  been4imperative  to  preserve  or  create 
markets  that  would  otherwise  have  been 
lost  to  European  competitors.  There 
was  no  chance  of  supplying  those  mar- 
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kets  with  goods  made  in  America — be¬ 
cause  of  transportation  or  other  costs,  or 
because  of  the  necessity  for  close  knowl¬ 
edge  of  local  conditions,  or  because  of 
other  marketing  or  business  reasons. 

In  fact,  it  is  not  possible  to  find  any 
significant  value  or  volume  of  imports 
back  to  the  United  States  from  branches 
set  up  abroad. 

In  fact,  the  opposite  is  true:  Overseas 
branches  and  subsidiaries  create  and 
preserve  job  opportunity  and  security  for 
American  workers.  In  each  of  the  last 
4  years,  for  example,  19  big  American 
firms  alone  sold  over  $150  million  worth 
of  American-made  equipment,  compo¬ 
nents,  supplies,  and  materials  to  their 
worldwide  branches. 

This  ties  in  to  the  second  myth:  The 
outworn  slogan  that  cutting  down  on 
European  investment  would  substantially 
help  the  balance  of  payments,  there  is 
a  grain  of  truth  in  this,  as  there  is  in  all 
myths,  but  basically  it  is  nonsense.  Look 
at  the  facts. 

With  no  allowance  for  offsets,  the  gross 
cost  to  our  balance  of  payments,  of  the 
invasion  of  Europe  in  the  peak  year  of 
1980,  was  only  $280  million.  Compare 
that  figure  with  the  $31  billion  of  total 
payments  by  the  United  States,  with  the 
payment  deficit  itself  of  $3,900  million, 
or  with  the  payment  outflow  on  direct 
investment  account  of  $1,700  million. 

Moreover,  the  figures  usually  cited  are 
phony  because  they  include  locally  bor¬ 
rowed  money — Belgian  francs,  for  ex¬ 
ample,  borrowed  at  subsidized  rates  of 
interest — and  reinvested  or  plowed  back 


earnings  of  firms  already  established 
overseas. 

Obviously,  these  amounts  have  no  im¬ 
pact  whatever  on  the  American  balance 
of  payments  and  should  not  be  included 
as  if  they  did. 

A  third  myth  that  administration  fol¬ 
lowers  have  repeated  over  and  over 
again,  in  an  effort  to  sell  their  trade 
bill,  is  the  myth  that  American  firms 
establish  branches  in  Europe  to  get  in¬ 
side  the  tariff  wall  around  the  Common 
Market.  That  is  not  so.  They  establish 
branches  in  Europe  because  the  markets 
for  their  products  are  big  and  growing 
bigger. 

I  challenge  anyone  to  name  a  single 
American  company  whose  main  reason 
for  setting  up  operations  in  Europe  was 
the  new  Common  Market  tariff. 

The  fourth  myth  is  the  false  idea  that 
the  exclusion  of  oversea  income  from 
U.S.  taxation  was  invented  in  the  post¬ 
war  period  as  an  incentive  for  private 
investment.  That  is  not  so.  The  pro¬ 
vision  has  been  in  the  law  since  the 
Revenue  Act  was  enacted  in  1913,  and 
it  should  be  left  there  now. 

To  sum  up,  Mr.  Chairman,  I  urge  the 
committee  to  decide  this  issue  on  the 
basis  of  the  facts,  and  its  appreciation 
of  the  fast-moving  world  we  live  in— not 
on  the  basis  of  a  series  of  myths,  palmed 
off  on  us  in  the  course  of  a  high-pow¬ 
ered  advertising  campaign. 

The  administration’s  proposal  is  bad — 
bad  for  American  workers’  job  security, 
bad  for  the  gold  flow  problem,  and  bad 


for  America’s  position  as  the  industrial 
and  economic  leader  of  the  free  world. 

I  urge  the  committee  to  defeat  this 
portion  of  the  pending  bill. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  10 
minutes  to  the  gentleman  from  Cali¬ 
fornia  [Mr.  King!. 

(Mr.  KING  of  California  asked  and 
was  given  permission  to  revise  and  ex¬ 
tend  his  remarks.) 

Mr.  KING  of  California.  Mr.  Chair¬ 
man,  I  wish  to  address  myself  to  what  I 
consider  to  be  the  central  issue  in  this 
debate,  the  matter  of  dividend  and  in¬ 
terest  withholding. 

The  Republicans  have  described  this 
provision  as  resulting  in  massive  over¬ 
withholding.  The  description  in  my 
opinion  does  not  square  with  the  facts. 

These  are  the  simple  facts. 

First.  At  the  present  time,  there  is 
positive  evidence  of  evasion  to  the  ex¬ 
tent  of  $850  million  in  taxes  a  year.  On 
this  figure,  there  is  no  dispute. 

Second.  This  is  not  corrected  by  pub¬ 
licity  campaigns.  A  large-scale  effort  to 
tell  dividend  and  interest  recipients 
about  their  tax  liability  in  1959  did  not 
reduce  the  tax  evasion. 

Third.  This  tax  evasion  will  not  be 
stopped  by  information  returns  and  auto¬ 
matic  data  processing. 

Fourth.  The  withholding  provisions  of 
the  bill  are  simple  and  efficient.  The 
overwithholding  involved  is  completely 
trivial.  I  use  the  word  “trivial”  inten¬ 
tionally. 

To  indicate  the  magitude  of  the  eva¬ 
sion  problem,  I  direct  your  attention  to 
the  following  table: 


Table  1. — Selected  examples  of  substantial  underreporting  of  dividends  and/or  interest  in  1961  fraud-prosecution 


cases 


Case 

No. 


Dividends  and/or  interest 

Tax 

year 

Adjusted 

gross 

income 

per 

return 

Occupation  of  taxpayer 

Case 

No. 

Deter¬ 
mined 
to  be 
report- 
able 

Reported 

on 

return 

Under¬ 

reported 

$3. 823 

$3,402 

$361 

1954 

$10,  727 

Busdriver. 

13 

5,303 

3,995 

1,308 

1955 

11,279 

Schoolteacher. 

0, 130 

4, 118 

2,012 

1956 

10, 631 

6,969 

4, 163 

2,800 

1957 

10, 499 

14 

7,089 

4,007 

3,082 

1958 

8,646 

1,284 

1,284 

1954 

1,518 

Insurance  agent  and 

1,319 

1,319 

1955 

2,  639 

farmer. 

15 

1,403 

1,403 

1956 

4,571 

1,905 

1,  905 

1957 

4,986 

567 

80 

487 

1954 

(521) 

Attorney. 

800 

110 

690 

1955 

528 

10 

1, 233 

148 

1,085 

1956 

121 

267 

267 

1957 

5,848 

Farmer  and  dairy  operator. 

2, 149 

2, 149 

1958 

5,  485 

3,353 

924 

2,429 

1955 

•  10, 451 

Insurance  salesman. 

4,  662 

1,556 

3,006 

1956 

8,810 

17 

4, 167 

2, 184 

1,983 

1957 

7,376 

6, 109 

250 

5,  859 

1954 

1,  581 

Truck  gardener. 

5,  778 

6,778 

1955 

1,640 

5,704 

5,  704 

1956 

1,  604 

18 

5,387 

5,  387 

1957 

1.621 

493 

493 

1954 

0 

Cheek  casher. 

591 

,  591 

1955 

0 

728 

728 

1956 

(2) 

19 

636 

636 

1957 

(2) 

9()1 

901 

1958 

0 

1,002 

1,002 

1954 

4,025 

Doctor. 

985 

985 

1955 

4,147 

1,301 

1,  301 

1956 

(50) 

20 

1,473 

908 

605 

1957 

3,  673 

10,  410 

4,  235 

6, 175 

1953 

4,  403 

Wholesale  merchant. 

11,733 

5,755 

6,  978 

1954 

558 

13,  336 

11,977 

1,  358 

1955 

7,  418 

95 

95 

1956 

(2) 

Attorney  and  tax  prac- 

21 

titioner. 

368 

368 

1957 

(2) 

346 

346 

1958 

(2) 

802 

802 

1955 

7,  951 

Printer. 

22 

1,  068 

1,068 

1956 

15, 198 

2,  428 

2,428 

1957 

14,  275 

2,  518 

2,  518 

1958 

6,341 

23 

1,  038 

1,038 

1954 

4,140 

Dance  studio  manager.  - 

1,  220 

1,  220 

1955 

2,576 

1,  615 

1,  015 

1956 

3,582 

.notes  at 

end  of 

table. 

Dividends  and/or  interest 

Tax 

year 

Adjusted 

gross 

income 

per 

return 

Occupation  of  taxpayer 

Deter¬ 
mined 
to  be 
report- 
able 

Reported 

on 

return 

Under¬ 

reported 

$12, 248 

$2, 505 

$9, 743 

1955 

$13,  501 

Retail  merchant,  investor. 

14,  640 

2,901 

11,  739 

1956 

26, 180 

9,  209 

3,137 

6,  072 

1957 

(17. 968) 

16,  703 

16,  703 

1955 

0 

Retired. 

18,  852 

18,  852 

1956 

0 

19,  100 

19, 100 

1957 

0 

866 

113 

753 

1954 

440 

Chiropractor. 

1, 189 

114 

1,  075 

1955 

'  462 

1,987 

655 

1,332 

1956 

2,  424 

2,618 

1, 105 

1,513 

1957 

1,512 

3,590 

480 

3,110 

1954 

6,186 

Dentist. 

4,  727 

520 

4, 207 

1955 

4,400 

5,402 

650 

4, 752 

1956 

7,  720 

6,305 

732 

5,  573 

1957 

8,337 

7,283 

1,991 

5,292 

1958 

11,084 

2,648 

2,648 

1954 

6,207 

Service  station  appliances. 

4, 484 

4,484 

1955 

6, 185 

4,  514 

4,  514 

1956 

6,  613 

4,584 

4,584 

1957 

6, 805 

1,  893 

1,893 

1954 

2,  216 

Dentist. 

1,  952 

1,  952 

1955 

2,101 

2,129 

2, 129 

1956 

2, 133 

2,257 

2,  257 

1957 

780 

4,181 

51 

4, 130 

1953 

(21, 027) 

Drycleaning  and  laundry. 

3,800 

3,800 

1954 

(15,  041) 

4, 666 

2, 100 

2, 566 

1955 

(5, 834) 

8,499 

1,556 

6,943 

1956 

(735) 

9,  725 

8,600 

1, 125 

1957 

14,  079 

6,  916 

1,533 

5,232 

1954 

465 

Fruit  dealer  and  money- 

6,233 

1, 109 

5, 124 

1955 

(14) 

lender. 

7,088 

897 

6, 191 

1956 

(524) 

8,435 

871 

7, 564 

1957 

(612) 

8,900 

1,439 

7,  467 

1958 

(483) 

24,  666 

13,  729 

10,  937 

1954 

5,  490 

Loan  business. 

31,  771 

19, 827 

11,  944 

1955 

13,  540 

31,  612 

20,  462 

11,150 

1956 

14,  089 

29, 168 

22, 176 

6, 992 

1957 

16,  561 

8, 125 

1,723 

6,  402 

1954 

9,  032 

Attorney  and  farming 

11,417 

1,  252 

10, 165 

1955 

12,  056 

rentals. 

9, 121 

1,820 

7,295 

1956 

19,  431 

2,602 

2,602 

1954 

6,680 

Naval  officer. 

2,082 

680 

2,762 

1955 

8,250 
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Table  1. — Selected  examples  of  substantial  underreporting  of  dividends  and/or  interest  in  1961  fraud-prosecution  cases  ’ — Continued 


Case 

No. 

Divider 

Deter¬ 
mined 
to  be 
report- 
able 

ids  and/or 

Reported 

on 

return 

interest 

Under¬ 

reported 

Tax 

year 

Adjusted 

gross 

income 

per 

return 

Occupation  of  taxpayer 

24 

3,621 

270 

3, 351 

1956 

4,089 

Ice  company  operator. 

3.  960 

510 

3,  450 

1957 

6,  677 

.  25 

2,082 

2,082 

1954 

0 

Attorney. 

1,741 

1,  741 

1955 

0 

26 

855 

855 

1954 

0 

Insurance  business. 

1,811 

1,811 

1955 

<!) 

3,016 

3, 010 

1956 

0 

5,837 

5,  837 

1957 

0 

27 

2,  427 

813 

1,614 

1954 

3,781 

Salesman. 

2,939 

998 

1,941 

1955 

3,  416 

3,  334 

1,214 

2, 120 

1956 

3,753 

3,  848 

1,633 

2,215 

1957 

3,545 

3,  909 

1,942 

1,907 

1958 

4,834 

28 

3,  458 

800 

2,652 

1954 

3,  412 

funeral  home  operator. 

5,  250 

757 

4,493 

1955 

5,063 

3,  992 

1,083 

2,909 

1956 

3,  935 

4,030 

1,  383 

2,647 

1957 

577 

29 

990 

990 

1955 

3, 997 

Funeral  director. 

Case 

No. 

Dividends  and/or  interest 

Tax 

year 

Adjusted 

gross 

Income 

per 

return 

Occupation  of  taxpayer 

Deter¬ 
mined 
to  be 
report- 
able 

Reported 

on 

return 

Under¬ 

reported 

29 

$2, 086 

$2, 086 

1956 

$0, 003 

Funeral  director. 

3, 076 

3, 076 

1957 

6, 191 

30 

8,936 

8,936 

1954 

3, 924 

Engineer  investor. 

14,  681 

14,  681 

1955 

4,  914 

23,  338 

23,  338 

1956 

4,380 

31 

1,059 

1,059 

1954 

0 

Attorney. 

1,689 

1,689 

1955 

0 

1,975 

1,975 

1956 

0 

1,779 

1,779 

1957 

0 

32 

4,  489 

$397 

4,  092 

1954 

22,  431 

Partner,  bottling  com- 

7,  562 

2,292 

5,  270 

1955 

34.  020 

pany. 

33 

21,  474 

10,  421 

11,053 

1954 

6,  886 

Investor. 

21,197 

9,  759 

11,438 

1955 

9,  455 

24,  675. 

13,  568 

11,  107 

1956 

11,450 

34 

1,278 

192 

1,086 

1955 

12,  999 

Doctor. 

1, 439 

137 

1,302 

1956 

11,530 

1,347 

130 

1,217 

1957 

10,  981 

1,477 

127 

1,  350 

1958 

12,  841 

i  Convictions  secured  during  1961.  Source:  Treasury  Department. 

’No  return. 


Table  2. — Selected  examples  of  substantial  underreporting  of  dividends  and/or  interest  in  1960  fraud-prosecution  cases 


Case 

No. 

Dividends  and/or  interest 

Tax 

year 

Adjusted 

gross 

gross 

income 

per 

return 

Occupation  of  taxpayer 

Case 

No. 

Dividends  and/or  interest 

Tax 

year 

Adjusted 

gross 

income 

per 

return 

Occupation  of  taxpayer 

Deter¬ 
mined 
to  be 
report- 
able 

Reported 

on 

return 

Under¬ 

reported 

Deter¬ 
mined 
to  be 
report- 
able 

Reported 

on 

return 

Under¬ 

reported 

1' 

$6. 110 

$250 

$5,  860 

1954 

$1,582 

Farmer. 

20 

$14, 647 

0 

$14,647 

1952 

0 

Not  stated. 

5, 779 

0 

5,  779 

1955 

1,641 

14, 989 

0 

14,  989 

1953 

0 

5,705 

0 

5,705 

1956 

1,605 

15, 412 

0 

15,412 

1954 

0 

5, 388 

0 

5, 388 

1957 

1,621 

16,  704 

0 

16,  704 

1955 

0 

2 

4,  490 

397 

4, 093 

1954 

22, 432 

Picture  theater. 

18, 852 

0 

18, 852 

1956 

0 

3 

1,962 

871 

1,091 

1954 

3, 109 

Maintenance  service. 

19,101 

0 

19,101 

1957 

0 

1,994 

837 

1,157 

1955 

4,079 

21 

11,718 

0 

11.718 

1954 

0 

Do. 

927 

0 

927 

1956 

4,912 

15,  266 

0 

15, 266 

1955 

0 

2, 194 

1,686 

508 

1957 

8,379 

22 

3, 132 

0 

3, 132 

1955 

0 

Do. 

4 

3, 143 

0 

3,143 

1953 

1,490 

Broker,  sales. 

2, 640 

0 

2, 640 

1956 

0 

5,  695 

0 

5,  695 

1954 

1,501 

23 

973 

0 

973 

1953 

$5,800 

Store  manager. 

6,046 

0 

6, 046 

1955 

1,402 

1,117 

0 

1, 117 

1954 

7,446 

5 

7,  371 

0 

7,  371 

1953 

4,366 

Homebuilder  and  farmer. 

1,423 

0 

1,  423 

1955 

7, 652 

10,  459 

0 

10,  459 

1954 

24,  464 

3,609 

0 

3,  609 

1956 

24, 659 

6 

16,  321 

3,449 

12,  872 

1955 

19,  062 

Furniture  store. 

24 

422 

0 

422 

1953 

(?) 

Farming. 

7 

7,  009 

3,030 

3,  979 

1951 

11,  766 

Attorney. 

1,669 

$658 

1,011 

1954 

3,923 

5,947 

3,  439 

2,508 

1952 

12,  563 

2,520 

792 

1,728 

1955 

2,907 

5,  631 

2,899 

2,  732 

1953 

(831) 

2,  424 

1,  436 

988 

1956 

424 

11,  725 

7,  709 

4,  016 

1954 

20,  841 

25 

2,  239 

0 

2,239 

1953 

8,  615 

Tax  assessor  and  movie 

8 

20,  785 

5, 183 

15,  602 

1954 

8,403 

Rental  property. 

2,  480 

0 

2,  486 

1954 

9,045 

operator.  » 

45,  682 

9,  466 

36,  216 

1955 

33,  776 

3,113 

0 

3,113 

1955 

10,  638 

47,  689 

29,046 

18,  643 

1956 

45,  069 

20 

7,504 

4,  976 

2,528 

1952 

16, 161 

Miscellaneous  warehousing 

9 

3, 186 

75 

3,  111 

1954 

4,  249 

Dentist. 

5,303 

5,271 

32 

1953 

14,  409 

and  trading. 

4,  283 

75 

4,208 

1955 

4,  400 

7,456 

5,  646 

1.810 

1954 

15,  969 

4,  828 

75 

4,  753 

1956 

7,  720 

27 

2, 334 

361 

1,973 

1954 

12,  212 

Physician  and  surgeon. 

5,665 

92 

5,  573 

1957 

8,  322 

2,086 

611 

1,  975 

1955 

13,  668 

5,292 

0 

5,292 

1958 

10,  892 

3,203 

2,310 

893 

1956 

14,  203 

10 

1,396 

0 

1,396 

1953 

3,289 

Self-employed. 

3,  664 

2,  580 

1,084 

1957 

16, 336 

1,576 

0 

1,576 

1954 

2,764 

3,714 

2,  697 

1,017 

1958 

15,  445 

1,835 

0 

1,835 

1955 

2,695 

28 

4. 550 

0 

4,  550 

1953 

1,632 

Retired  mail  carrier. 

2,  400 

0 

2,  400 

1956 

4,240 

4,654 

0 

4,  654 

1954 

1,632 

11 

2,  377 

0 

2,377 

1953 

(863) 

Cattle  dealer. 

6,010 

0 

6,  010 

1955 

1,664 

3,  610 

0 

3,  610 

1954 

4,736 

7,  308 

0 

7,  308 

1956 

1,824 

12 

12,  473 

6, 128 

6,  345 

1955 

80,  661 

Executive. 

29 

12,  721 

4,  043 

8,  678 

1954 

8,514 

Dentist. 

15,  216 

6,442 

8,  774 

1956 

79,800 

12,  082 

6,469 

5,  613 

1955 

11,247 

21,777 

18,  947 

2,  830 

1957 

96,  223 

12,  877 

6,  892 

5,985 

1956 

11,950 

13 

2,  961 

1,961 

1,000 

1953 

12,  438 

Salesman  and  salesgirl. 

14,  902 

8,  390 

6,  512 

1957 

13,  612 

3, 171 

2,  035 

1,  136 

1954 

12,  637 

30 

5,504 

523 

4,981 

1953 

7,863 

Not  stated. 

3,  677 

2,269 

1,408 

1955 

10,400 

7, 128 

873 

6,255 

1954 

9,038 

14 

100, 457 

0 

100,  457 

1953 

(?) 

Real  estate. 

8,  453 

1,023 

7,  430 

1955 

8,  558 

78,  673 

0 

78,  673 

1954 

9,  554 

10,  262 

1,523 

8,  739 

1956 

6.  761 

69,  086 

0 

69, 086 

1955 

8,  558 

31 

7,226 

121 

7,  105 

1953 

3,  288 

Self-employed. 

74,  490 

22,  649 

51,847 

1956 

382, 043 

6,  706 

1,508 

5,198 

1954 

7,  600 

15 

3, 140 

0 

3,140 

1953 

2,000 

Extractor. 

9,  811 

164 

9,  647 

1955 

10,  652 

3,109 

0 

3,109 

1954 

2,117 

18,  671 

336 

18,  335 

1956 

10,  762 

3,269 

755 

2,  514 

1955 

2,945 

15,  848 

476 

15,  372 

1957 

13,610 

3,231 

1,420 

1,81! 

1956 

1,557 

32 

117, 367 

89,  940 

27,  427 

1953 

89,  940 

Investments, 

16 

28,  093 

0 

28,  693 

1953 

0 

Not  stated. 

113,  671 

93,  532 

20,  139 

1954 

409,516 

26, 143 

0 

26, 143 

1954 

70, 347 

Delinquent  return. 

66,  592 

60,325 

6, 267 

1955 

163, 899 

17 

1,778 

325 

1,  453 

1953 

1,660 

Farming. 

112,  950 

91,  410 

21,  540 

1956 

140,116 

1,939 

350 

1,589 

1954 

2,124 

33 

5,515 

2,  548 

2,  967 

1953 

6, 105 

Printer. 

2, 341 

365 

1,976 

1955 

1,960 

4,903 

2,023 

2,  880 

1954 

6,  494 

18 

2,  347 

1,119 

1,229 

1956 

7,450 

Not  stated. 

6,  015 

2,885 

3, 130 

1955 

7,  846 

19 

7,163 

0 

7,163 

1955 

16, 876 

Farmer. 

6,  803 

3,426 

3, 377 

1956 

9,100 

12, 827 

0 

12, 827 

1956 

16,239 

*■ 

’  Convictions  secured  during  1960, 
1  No  return. 


Source:  Treasury  Department, 
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Table  3. — Selected  examples  of  substantial  tinderreporting  of  interest  income  uncovered  in  1060  information  document  survey  1 


Case 

No. 

Interest  covered  by  Information 
documents 

Adjusted 

gross 

Income  per 
return 

Payer  of  underreported 
Interest 

Case 

No. 

Interest  covered  by  Information 
documents 

Adjusted 

gross 

Income  per. 
return 

I’uycr  of  underreported 
Interest 

Determined 
to  be 

reportable 

Reported 
on  return 

Under¬ 

reported 

Determined 
to  be 

reportable 

Reported 
on  return 

Under- 

reported 

1 . 

2 . 

3  . 

4  . 

E  _ 

fl . 

7 . 

8. . 

(I  ... 
10 . 

$1, 284 
1,088 

3, 238 
1,211 

2, 898 
1,082 
1,010 

1,408 

948 

1,018 

$78 

$1,284 

980 

3, 235 
1,211 

2, 808 
1,082 
1,  010 

1,  408 
948 
1,018 

$1,373 
120, 308 

7, 034 
(*) 

(») 

3, 120 
11,736 

102, 330 
9, 168 
373 

Commercial  bank. 

Savings  and  loan  associa¬ 
tion. 

Corporation. 

Commercial  bank. 
Corporation. 

Commercial  bank. 

Savings  and  loan  associa¬ 
tion. 

Commercial  bank. 

Life  Insurance  company. 
Commercial  bank. 

11 . 

12 . 

13  . 

14  .... 

18 . 

10.... 

17  . 

18 

10 

20 

21 . 

$2, 203 
1,882 

2,875 
1,028 
2,  182 
1,311 

2,  030 
1,227 
1,902 
1, 200 
0,  970 

$2,203 

1,882 

2,878 
1,028 
2,  152 
1,311 

2,  030 
1,227 
1,902 
1,200 
0,  970 

$7,  849 
8, 081 

0,902 

8,913 

© 

(J) 

0,  534 
21,084 
58. 063 
84,  020 
© 

Credit  union. 

Savings  and  loun  assocla 
(Ion. 

Corporation. 

Commercial  bank. 

Life  Insurance  company. 
Commercial  bunk. 

Do. 

Do. 

Do. 

Corporation. 

Do. 

■  Underreporting  confirmed  by  audit.  *  Source:  Treasury  Department. 

3  None  returned. 


Table  4.—  Selected  examples  of  substantial  underreporting  of  dividend  income  uncovered  in  1060  information  document  survey  1 


Case  No. 

Dividends  covered  by  Information 
documents 

Adjusted 
gross  Income 
per  return 

Case  No. 

Dividends  covered  by  Information 
documents 

Adjusted 
gross  Income 
per  return 

Determined 
to  he 

reportable 

Reported  on 
return 

Under¬ 

reported 

Determined 
to  1)0 

reportable 

Reported  on 
return 

Under- 

roporUxl 

1 . 

$1,280 
3, 002 
2,  520 
5,804 

5,  383 
1,704 

5,  307 
14, 150 
2,  724 
18,  804 

$1,280 

078 

1,203 

1, 102 
3, 400 

1,  181 
080 
4,311 

1,  121 
1,308 

$384 

2, 084 
03,  803 

7,  100 

0,  704 

18,260 

8,  300 
40,  274 

2,234 
45,  884 

IJ  . 

$10,814 
18,075 
4,  844 
1,742 
074 
28, 238 
047 
3, 101 

8,  807 

3,  818 

$18,800 
12,  220 
3,  278 
906 

$024 
6,  885 
1, 200 
837 
074 
1,810 
047 

1, 187 

8,  807 
3,818 

$34, 101 
18, 032 
88,  481 
3,  247 

© 

88,  235 

« 

6, 084 

© 

3,  802 

$2,  084 
1,317 

4,  042 
1,083 
883 

4,  387 
0, 846 
1,003 
17,  400 

12 

3 . 

13... 

4  . . . .  ... 

H 

f>  . 

ir>... 

0 . 

10  .. 

23, 728 

7 . . 

17... 

8 . . . 

IK... 

1,074 

9 . 

19. .  „ 

10 . . 

20... 

'  Underreporting  confirmed  by  audit.  Source:  Treasury  Department. 

2  None  returned. 


In  1959,  under  Republican  auspices, 
there  was  a  massive  public  information 
program.  Banks  flooded  their  depositors 
with  notices  telling  them  that  they 
should  report  and  pay  tax  on  interest  in¬ 
come.  Corporations  included  the  same 
kind  of  notices  with  their  dividend 
checks.  Both  the  banks  and  the  cor¬ 
porations  saw  the  handwriting  on  the 
wall;  they  saw  withholding  in  the  oiling 
if  this  publicity  campaign  did  not  work. 
What  happened?  There  was,  on  the 
basis  of  comparative  audits  by  the  In¬ 
ternal  Revenue  Service,  more  underre¬ 
porting  in  1959  than,  there  was  in  1958. 

What  about  information  returns?  The 
case  has  been  put  by  the  minority  that 
this  tax  evasion  on  dividends  and  in¬ 
terests  can  be  stopped  by  greater  use  of 
information  returns  along  with  auto¬ 
matic  data  processing.  What  this  would 
require  is  that  every  bank  and  corpora¬ 
tion  would  have  to  submit  an  informa¬ 
tion  return  on  all  the  dividends  and  in¬ 
terest  they  pay.  Then  the  machines 
would  match  these  information  returns 
with  the  tax  returns  of  the  recipients  to 
find  out  what  dividends  and  interest  were 
not  reported. 

This  system  would  require  750  million 
Information  returns,  750  million  to  be 
matched  with  about  60  million  tax  re¬ 
turns. 

This  would  Increase  by  five  times  the 
number  of  information  returns  that  are 
now  received  by  the  Government. 

The  result  of  all  this  matching,  after 
the  cost  of  preparing  the  information 


returns  and  preparing  the  information 
for  the  machines,  is  just  a  list  of  dis¬ 
crepancies  which  may  be  explained  by 
other  reasons  than  underreporting.  In 
any  case  the  discrepancies  would  have  to 
be  followed  up  by  correspondence  or  of¬ 
fice  audits,  with  the  taxpayer  interrupt¬ 
ing  his  own  business  to  come  to  the  In¬ 
ternal  Revenue  office,  or  by  field  audits 
with  the  agent  going  to  the  taxpayer’s 
office.  After  settling  the  tax  liability,  it 
may  still  be  necessary  to  use  special  col¬ 
lection  procedures,  tax  liens,  and  the  like, 
to  get  the  money. 

The  Commissioner  of  Internal  Reve¬ 
nue,  the  very  capable  Mortimer  Caplin, 
has  estimated  that  an  information  re¬ 
turn  procedure  would  produce  only  $200 
million  of  revenue  at  a  cost  of  $27  mil¬ 
lion.  Withholding  will  produce  $650 
million  of  revenue  at  a  cost  of  only  $19 
million. 

I  think  it  is  clear  that  there  is  a  mas¬ 
sive  tax  evasion  problem  in  the  matter  of 
dividends  and  interest.  Publicity  has 
not  worked.  Information  returns  will 
not  work.  Withholding,  however,  will 
work  simply  and  efficiently. 

Mr.  McCORMACK.  Mr.  Chairman, 
will  the  gentleman  yield? 

Mr.  KING  of  California.  I  yield  to 
the  distinguished  Speaker. 

Mr.  McCORMACK.  These  are  the 
people  under  the  present  law  who  are 
supposed  to  pay  their  taxes  and  are  not 
paying  them;  is  not  that  correct? 

Mr.  KING  of  California.  The  distin¬ 
guished  Speaker  is  precisely  correct. 


Mr.  McCORMACK.  I  do  not  under¬ 
stand  how  any  Members  can  permit  a 
situation  like  that  to  continue  when 
everybody  else  is  covered  by  withhold¬ 
ing,  everybody  who  works,  no  matter 
where  they  are  working.  Here  $650  mil¬ 
lion  is  lost  from  people  who  are  sup¬ 
posed  to  pay  their  taxes  but  are  not  do¬ 
ing  so.  I  do  not  see  how  anybody  can 
vote  to  eliminate  the  withholding  feature 
of  this  bill. 

Mr.  KING  of  California.  I  certainly 
agree  with  the  gentleman. 

Under  the  bill,  after  exemption  cer¬ 
tificates,  15  million  people  will  be 
subject  to  withholding.  Out  of  these 
cases  there  will  be  overwithholding  in 
only  2  million  cases  and  in  1  million 
of  these  the  ovcrwlthholding  will  be  less 
than  $10.  In  virtually  all  of  the  other 
cases,  there  will  be  quarterly  refunds. 

Two  million  cases  of  ovcrwlthholding 
out  of  fifteen  million.  Only  13  percent. 
Seventy-three  percent  of  the  persons 
subject  to  wage  withholding  have  over¬ 
withholding  today  and  on  wage  with¬ 
holding  there  are  only  annual  refunds. 

To  call  this  massive  overwithholding, 
as  the  minority  does,  is,  and  I  am  using  a 
charitable  phrase,  misrepresentation. 

Under  the  bill,  the  filing  of  exemption 
certificates  will  be  extremely  easy  for 
those  who  expect  to  have  no  tax  liability. 
The  filing  of  refund  applications  will  be 
equally  easy. 

Before  voting  on  the  motion  to  recom¬ 
mit,  I  want  you  to  give  serious  thought 
to  the  matter  of  whose  interest  you  are 
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serving.  When  you  vote  to  delete  divi¬ 
dend  and  interest  withholding. 

A  vote  to  recommit  is  not  a  vote  to 
protect  low-income  widows  and  orphans. 
They  are  protected  under  the  bill. 

A  vote  to  recommit  is  not  a  vote 
to  prevent  massive  overwithholding. 
Compared  to  what  we  now  impose,  with 
virtually  no  protest,  on  wage  earners, 
the  overwithholding  on  dividends  and 
interest  under  this  bill  is  trivial. 

A  vote  to  recommit  is  a  vote  for  tax 
evaders,  conscious  or  unconscious.  The 
record  is  clear.  The  alternatives  to 
withholding  would  not  work.  With¬ 
holding  will  work  with  minimum  incon¬ 
venience  to  the  people  involved. 

No  doubt  many  people  have  written  to 
you  on  the  basis  of  frightening  propa¬ 
ganda  that  they  have  been  given  about 
withholding.  On  any  objective  analysis 
of  this  problem,  these  scare  stories  have 
no  substance.  These  stories  have  been 
manufactured  by  people  who  know 
what  the  facts  are  and  they  have  been 
deliberately  circulated  among  other 
people  who  do  not  know  what  the  facts 
are.  The  membership  of  this  House 
should  not  be  taken  in  by  such  tactics. 

Mr.  BAILEY.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KING  of  California.  I  yield  to 
the  gentleman  from  West  Virginia. 

Mr.  BAILEY.  Mr.  Chairman,  I  am 
concerned  about  a  fixed  group  under  this 
withholding  provision  of  this  proposed 
legislation.  I  am  chairman  of  a  sub¬ 
committee  that  is  now  conducting  na¬ 
tionwide  hearings  in  the  field  of  aid  to 
the  aged.  I  should  like  the  gentleman 
to  explain,  so  the  record  will  show  clear¬ 
ly,  what  the  situation  is  as  it  affects  our 
older  citizens  who  have  some  dividend 
and  interest  income.  If  it  is  true  that 
nobody  after  retirement  age  will  be  cov¬ 
ered  by  this  bill,  that  answers  a  part 
of  the  problem.  Could  the  gentleman 
from  California  say  whether  people  who 
have  reached  the  retirement  age  are  ex¬ 
empt  from  the  provisions  of  this  bill? 

Mr.  KING  of  California.  They  arc 
not  exempt,  but  there  are  procedures  de¬ 
signed  to  afford  them  relief. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KING  of  California.  I  am  pleased 
to  yield  to  the  distinguished  chairman 
of  the  committee. 

Mr.  MILLS.  Is  it  not  true  that  this 
matter  of  whether  taxes  on  interest  and 
dividends  are  to  be  withheld  from  a  per¬ 
son  above  the  age  of  17  is  dependent  upon 
that  individual’s  tax  liability?  If  the 
individual  at  any  age  over  17  feels  that 
he  will  not  owe  a  tax  on  the  amount  of 
interest  or  dividend  that  he  receives  when 
he  receives  it,  then  he  can  advise  the  in¬ 
stitution  of  that  fact  and  there  will  be 
no  withholding  with  respect  to  him, 
either  of  interest  or  dividends;  is  not 
that  true? 

Mr.  KING  of  California.  The  chair¬ 
man  of  the  committee  is  correct. 

Mr.  MILLS.  It  should  be  borne  in 
mind  by  the  gentleman  from  West  Vir¬ 
ginia,  our  friend,  Mr.  Baxley,  that  the 
people  to  whom  he  refers  over  65  have 
what  we  call  a  double  exemption.  In¬ 
stead  of  a  $600  exemption  from  income. 


they  are  entitled  to  a  $1,200  exemption. 
A  man  and  his  wife,  living  together,  fil¬ 
ing  a  joint  return  would,  therefore,  get 
$2,400  of  income  before  they  would  be 
inquired  to  pay  any  tax,  not  taking  into 
consideration  any  other  deductions.  So 
that  most  of  these  people  to  whom  the 
gentleman  refers  would  be  entitled  to  file 
an  exemption  certificate  and  withhold¬ 
ing  would  not  occur  against  them. 

Mr.  BOGGS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KING  of  California.  I  yield  to 
the  gentleman  from  Louisiana. 

Mr.  BOGGS.  The  additional  fact  is 
that  it  seems  that  most  of  these  people 
are  in  a  special  category  which  is  not 
subject  to  the  tax. 

Mr.  MILLS.  And,  in  addition,  there 
is  a  $50  exclusion  with  respect  to  divi¬ 
dend  income,  as  the  gentleman  from 
California  knows,  so  that  all  these  things 
added  together  mean  that  most  of  the 
people  over  65  will  be  entitled  to  file  a 
certificate  exempting  them  from  with¬ 
holding. 

Mr.  BAILEY.  Mr.  Chairman,  will  the 
gentleman  yield  further? 

Mr.  KING  of  California.  I  yield  to  the 
gentleman  from  West  Virginia. 

Mr.  BAILEY.  I  would  like  the  dis¬ 
tinguished  gentleman  to  clarify  this  situ¬ 
ation.  In  the  event  an  individual  files  a 
statement  saying  that  they  are  not  sub¬ 
ject  to  the  payment  of  taxes  and  files 
that  with  the  concern  from  which  they 
are  getting  their  dividends  or  interest, 
and  suppose  that  concern  does  not  honor 
that  affidavit  or  sworn  statement  and 
puts  that  person  on  the  list  for  with¬ 
holding,  and  I  am  thinking  of  a  man 
and  woman  who  are  trying  to  live  now  on 
$100  a  month,  and  I  certainly  would  not 
want  to  see  them  lose  $20  of  that  because 
the  concern  which  was  paying  them  the 
dividends  or  interest  left  them  on  the 
list  to  be  withheld  against  and  made  the 
deduction. 

Mr.  MILLS.  On  the  day  that  the  in¬ 
dividual  is  notified  of  the  fact  that  there 
has  been  tax  withheld  unjustifiably,  he 
can  apply  for  a  refund  from  the  Inter¬ 
nal  Revenue  Service,  and  we  are  assured 
by  the  Internal  Revenue  Service  and  the 
Treasury  that  theso  refunds  be  for¬ 
warded  to  the  people  In  not  longer  than 
3  to  4  weeks.  Actually,  there  is  not 
a  lengthy  period  Involved  at  present 
from  the  time  of  receipt  of  a  claim  for  a 
refund  and  the  time  of  the  actual  mail¬ 
ing  of  that  refund.  So  that  at  the  most, 
in  the  instance  to  which  the  gentleman 
from  West  Virginia  refers,  there  need 
be  a  delay  of  no  more  than  3  weeks 
before  this  person  would  receive  the 
refund. 

Mr.  BAILEY.  I  thank  the  gentleman. 

Mr.  MILLS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KING  of  California.  I  yield  to 
the  gentleman  from  Arkansas. 

Mr.  MILLS.  Would  the  gentleman 
from  California  restate  the  information 
he  gave  the  House  a  few  minutes  ago  on 
this  question  of  overwithholding  in  the 
area  of  interest  and  dividends?  The 
charge  has  been  made,  as  the  gentleman 
knows,  that  there  would  be  massive  over¬ 


withholding,  and  that  seems  to  Justify 
some  people  in  believing  that  no  effort 
should  be  made  to  try  to  close  this  gup 
of  escaping  tax  dollars  that  aro  pres¬ 
ently  due  and  owing  on  interest  and 
dividends.  Would  the  gentleman  point 
out  to  the  House  what  he  said  a  few 
minutes  ago  with  respect  to  the  number? 
Did  he  say  there  would  not  be  over  13 
percent  of  people  who  draw  interest  and 
dividends  who  would  be  overwlthhcld  on; 
is  that  the  gentleman’s  statement? 

Mr.  KING  of  California.  That  is  cor¬ 
rect.  The  percentage  is  13  percent. 

Mr.  MILLS.  Did  not  the  gentleman 
say  that  there  are  some  37  million  peo¬ 
ple  presently  having  salaries  that  are 
overwithheld  on? 

Mr.  KINO  of  California.  The  gentle¬ 
man  is  correct. 

Mr.  MILLS.  What  percentage  of  peo¬ 
ple  is  that? 

Mr.  KING  of  California.  The  per¬ 
centage  of  people  there  is  73  percent. 

Mr.  MILLS.  And  there  are  only  13 
percent  here;  is  that  correct. 

Mr.  KING  of  California.  The  gentle¬ 
man  is  correct. 

Mr.  GROSS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  KING  of  California.  I  yield  to 
the  gentleman  from  Iowa. 

Mr.  GROSS.  The  gentleman  from 
Virginia  I  Mr.  Harrison  1  seemed  to  give 
the  impression  that  all  of  these  people 
were  wealthy  young  widows.  Docs  the 
gentleman  concur  in  that  and  could  ho 
break  that  down  to  tell  us  what  percent¬ 
age  of  these  arc  wealthy  young  widows? 

Mr.  KING  of  California.  I  am  not 
able  to  answer  that  question. 

Mr.  Chairman,  I  suppose  I  have  re¬ 
ceived  more  mall  opposing  the  with¬ 
holding  provision  than  any  other  Mem¬ 
ber  of  this  House,  not  only  because  of 
membership  on  the  committee  but  also 
because  I  am  a  Representative  from  one 
of  the  largest  districts  in  the  country. 
It  seems  clear  that  the  vast  majority  of 
these  letters  were  stimulated.  In  most 
instances,  I  cannot  remember  the  num¬ 
ber,  perhaps  an  aggregate  of  five  or  six 
hundred  letters  have  been  stimulated  by 
corporations,  or  by  institutions  whose 
leaders  through  the  last  month  or  two 
have  agreed  with  the  Treasury  officials 
that  they  can  live  with  this  provision; 
that  they  can  live  with  withholding; 
that  it  is  not  going  to  Immeasurably  in¬ 
crease  their  employee  team;  and  that  it 
is  not  going  to  bring  about  a  reduction 
In  the  interest  paid  or  dividends. 

I  must  add  that  I  do  not  want  to  seem 
unsympathetic  about  this  hardship.  I 
only  wish  that  some  of  this  concern 
about  aged  couples  might  be  expressed 
by  the  same  Members  who  are  now  weep¬ 
ing  about  ovcrwlthholdlng  when  it  comes 
to  legislation  that  deals  with  aged  peo¬ 
ple  who  are  in  need.  While  I  have  some 
concern  for  the  overwithholding  that 
will  be  Imposed  on  the  couple  with  sev¬ 
eral  thousand  dollars  of  dividend  Income, 

I  must  admit  that  I  have  greater  concern 
for  the  aged  couple  that  has  several 
thousand  dollars  of  medical  expenses 
and  no  dividend  income.  I  have  greater 
concern  for  the  aged  couple  who  aro 
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striving  to  make  ends  meet  on  inade¬ 
quate  relief  payments. 

Unfortunately,  many  of  the  people 
who  have  opposed  dividend  and  interest 
withholding  have  used  up  all  of  their 
sympathy  in  bemoaning  the  plight  of 
our  senior  citizens  with  common  stock 
and  have  none  left  over  for  senior  citi¬ 
zens  with  common  sickness. 

Of  course,  the  matter  of  some  over¬ 
withholding  on  aged  couples  has  as  much 
relation  to  the  present  problem  as  the 
famous  red  herring.  It  has  been 
enormously  exaggerated,  frequently  by 
the  same  people  who  show  very  little 
concern  for  legislation  dealing  with  the 
welfare  of  elderly  persons  who  are  in 
need. 

Mr.  Chairman,  I  would  like  now  to  an¬ 
swer  some  specific  points  that  are  raised 
about  withholding  in  the  minority  report. 

First.  ADP  should  be  substituted  for 
withholding. 

The  minority  report  stresses  that  the 
Internal  Revenue  Service  is  adopting  an 
automatic  data-processing  system  and 
that  this,  coupled  with  account  numbers 
and  information  returns,  should  be  used 
to  collect  the  unreported  tax  on  divi¬ 
dends  and  interest. 

The  report  fails  to  state  that  an  ADP- 
information  return  system  would  prob¬ 
ably  be  more  burdensome  on  the  payers 
of  dividends  and  interest,  would  be  un¬ 
workable  in  some  areas,  and  would,  for  a 
higher  cost,  recoup  only  one-third  as 
much  of  the  unreported  tax  as  with¬ 
holding. 

Use  of  ADP-information  returns  would 
necessitate  requiring  information  returns 
with  respect  to  almost  all  dividend  and 
interest  payments.  At  present,  only  in¬ 
terest  payments  over  $600  must  be  re¬ 
ported  and  no  reporting  is  required  in 
the  case  of  bond  interest.  Because  of 
the  millions  of  interest  payments,  the 
information  return  requirement  would 
be  very  burdensome  on  the  payers. 
When  the  purchaser  of  a  bond  receives 
interest  only  part  of  which  is  includible 
in  his  income,  he  nevertheless  will  be 
subject  to  audit  since  the  information 
return  will  show  him  receiving  the  whole 
interest  payment.  On  the  other  hand, 
there  will  be  no  information  as  to  the 
amount  taxable  to  the  seller. 

Even  with  an  expanded  information 
return  system  and  a  matching  of  these 
returns  with  the  returns  of  the  dividend 
and  interest  recipients,  not  one  cent  of 
tax  would  have  been  collected.  There 
would  have  to  be  audit  and  enforcement 
followup  in  each  case  where  a  discrep¬ 
ancy  is  indicated.  The  Commissioner  of 
Internal  Revenue  estimates  that  no  more 
than  $200  million  of  the  $800  million 
annual  revenue  loss  could  be  recouped 
through  these  enforcement  procedures. 
This  would  be  at  a  cost  of  $27  million. 
For  only  $19  million,  withholding  can 
recoup  $650  million  each  year  and  still 
leave  free  the  ADP-audit  procedures  to 
recapture  most  of  the  remaining  $150 
million  of  the  yearly  revenue  loss. 

Second.  Overwithholding  on  wages 
example  of  problem  in  dividend  and  in¬ 
terest  area. 

The  minority  report  states  that,  de¬ 
spite  the  allowance  for  personal  exemp¬ 
tions  and  the  standard  deduction,  wage 


withholding  results  in  40  million  annual 
refund  claims.  This  figure  is  used  to 
show  the  magnitude  of  the  probable 
overwithholding  on  dividends  and  inter¬ 
est  where  no  such  allowance  is  per¬ 
mitted. 

The  minority  report  ignores  the  fact 
that  much  of  the  overwithholding  on 
wages  is  voluntary  through  individuals 
claiming  less  than  the  number  of  exemp¬ 
tions  to  which  they  are  entitled.  This  is 
done  so  that  withholding  will  completely 
cover  the  wage  earner’s  tax  liability  or 
as  a  form  of  savings.  In  addition,  very 
few  of  the  40  million  taxpayers  who 
claim  refunds  complain  of  having  to  do 
so. 

Third.  Twenty-percent  withholding 
rate  exceeds  effective  rate  of  tax. 

The  minority  report  states  that  a  with¬ 
holding  rate  of  20  percent  is  higher  than 
the  average  effective  tax  rate  for  most 
recipients  of  interest  and  dividends. 

The  20-percent  withholding  rate 
equals  the  tax  rate  at  the  first  bracket. 
While  a  taxpayer  at  the  first  bracket 
will  have  a  somewhat  lower  effective  rate 
because  of  the  standard  deduction  and 
dividend  exclusion  and  credit,  it  is  not 
possible  to  set  a  withholding  rate  at  the 
exact  effective  rate  because  of  the  need 
for  an  even  gross-up  factor. 

In  addition,  many  interest  and  divi¬ 
dend  recipients  are  taxable  at  higher 
than  the  first  brackets.  For  example, 
about  two-thirds  of  the  dividend  and  in¬ 
terest  recipients  who  file  tax  returns  have 
gross  income  over  $5,000.  In  compari¬ 
son,  almost  two-thirds  of  those  individ¬ 
uals  reporting  wages  have  gross  income 
under  $5,000. 

Fourth.  Unclaimed  refunds  will  be 
large. 

The  minority  report  states  in  several 
different  places  that  withholding  will 
result  in  a  large  windfall  to  the  Govern¬ 
ment  in  the  form  of  unclaimed  refunds. 
As  an  example,  it  indicates  that  there 
are  some  32  million  bank  accounts  in¬ 
volving  withholding  of  less  than  40  cents, 
and  that  many  of  the  depositors  in  these 
accounts  will  not  undertake  to  file  either 
an  exemption  certificate  or  a  claim  for 
refund  with  the  result  that  these  with¬ 
held  funds  will  be  a  windfall  to  the  Gov¬ 
ernment. 

These  figures  are  very  misleading. 
The  32  million  accounts  evidently  in¬ 
clude  accounts  paying  no  interest  be¬ 
cause  they  are  dormant  accounts  or  ac¬ 
counts  where  no  interest  is  paid  as  a 
matter  of  bank  policy.  Therefore,  this 
figure  in  itself  is  open  to  question. 

However,  even  assuming  they  are  cor¬ 
rect,  it  is  by  no  means  true  that  all  the 
withheld  funds  will  be  forfeited  to  the 
Government.  First,  many  of  these 
small  accounts  will  be  automatically  ex¬ 
empt  through  the  exemption  for  all 
school  savings  accounts  without  regard 
to  the  filing  of  exemption  certificates. 
It  is  estimated  that  savings  accounts  of 
6  million  children  will  fall  in  this 
category. 

Second,  many  of  the  depositors  will 
have  other  income — such  as  wages — 
and,  as  a  result,  will  owe  tax  for  the 
year.  These  individuals  are  required  to 
file  income  tax  returns  on  which  they 
will  be  able  to  take  credit  against  their 


tax  liability  for  the  40-cent  withhold¬ 
ing.  The  returns  will  clearly  show  that 
these  individuals  must  report  their  in¬ 
terest  income  and  also  that  they  may 
take  a  credit  for  any  withheld  tax. 
There  should  be  no  reason  for  them 
to  forget  to  take  the  credit. 

Third.  Even  though  they  owe  no  tax 
for  the  year,  many  of  these  depositors 
will  be  required  to  file  tax  returns  be¬ 
cause  they  have  more  than  $600 — $1,200 
if  over  65 — of  income.  The  returns  will 
clearly  indicate  they  are  entitled  to  a 
refund. 

Fourth.  Many  of  these  individuals  will 
avail  themselves  of  the  exemption  cer¬ 
tificate  procedure. 

Therefore,  after  taking  into  account 
all  these  different  situations,  it  seems 
clear  that  only  a  very  small  number  of 
people  will  in  fact  forfeit  their  withheld 
tax. 

Fifth.  Estimate  of  unreported  tax  is 
overstated. 

The  minority  report  states  that  the 
Treasury  estimate  of  $800  million  of  un¬ 
reported  tax  is  grossly  overstated. 

These  revenue  figures  are  based  on 
Treasury  estimates  from  data  compiled 
from  1959  returns — the  latest  data  avail¬ 
able.  They  are  in  substantial  accord 
with  the  estimates  of  the  prior  Repub¬ 
lican  administration.  For  example,  Mr. 
David  A.  Lindsay,  former  General  Coun¬ 
sel  of  the  Treasury,  in  an  address  before 
the  Tax  Institute  Symposium  on  Sep¬ 
tember  29,  1960,  estimated  that  $4  bil¬ 
lion  of  interest  and  dividends  were  not 
reported  on  tax  returns  of  individuals. 
To  quote  him: 

Recent  studies  have  Indicated  a  gap  in  the 
amount  of  dividends  paid  to  individuals  and 
the  amount  of  the  dividends  reported  on 
individual  tax  returns  of  approximately  $1 
billion,  or  failure  to  report  about  10  per¬ 
cent  of  the  total  amount  of  dividends 
received. 

***** 

It  was  also  estimated  that  about  $3  billion 
of  interest,  which  is  about  one-half  of  the 
interest  received  by  individuals,  was  not 
reported. 

Sixth.  There  will  be  massive  overwith¬ 
holding. 

The  minority  report  repeatedly  states 
that  the  withholding  system  will  result 
in  “massive  overwithholding.”  In  this 
connection,  it  claims  that  very  few  people 
will  be  able  to  avail  themselves  of  the  ex¬ 
emption  procedures.  In  addition,  the 
minority  argue  that  the  quarterly  refund 
mechanism  will  be  available  to  only  a 
relatively  few  individuals. 

In  this  respect,  the  minority  report 
misstates  the  facts.  It  is  estimated  that 
22.5  million  individuals  receive  interest 
and  dividends.  Only  2  million  of  these 
individuals  will  be  subject  to  overwith¬ 
holding  and  only  1  million  of  them  to  the 
extent  of  more  than  $10  annually.  Of 
the  latter  1  million,  those  with  annual 
income  of  less  than  $10,000 — $5,000  if 
single — would  be  eligible  for  quarterly 
refunds. 

In  fact,  overwithholding  is  almost 
completely  avoided  by  the  exemption 
system.  Eight  million  nontaxable  indi¬ 
viduals  would  be  eligible  to  file  exemp¬ 
tion  certificates  and,  thereby,  completely 
exempt  their  dividends  and  most  forms 
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of  interest  from  withholding.  An  addi¬ 
tional  6  million  schoolchildren  would  be 
automatically  exempt  from  withholding 
on  their  school  savings  accounts. 

Now,  Mr.  Chairman,  I  will  speak  on 
the  treatment  of  foreign  investment  in¬ 
come  which  is  provided  by  the  Ways  and 
Means  Committee  bill.  Of  the  12  sec¬ 
tions  of  the  bill  dealing  with  foreign  in¬ 
come  and  assets,  the  minority  views 
concentrate  on  section  13,  dealing  with 
controlled  foreign  corporations.  I  will 
do  likewise. 

The  separate  views  of  the  Republican 
members  of  the  Ways  and  Means  Com¬ 
mittee  are  not  very  clear  as  to  just  why 
it  is  desirable  to  continue  to  allow  Ameri¬ 
can  controlled  foreign  investments  to 
continue  to  postpone  payment  of  U.S. 
tax  beyond  citing  a  long  parade  of  previ¬ 
ous  reports  which  have  favored  this.  The 
recommendations  of  these  reports,  how¬ 
ever,  related  to  the  special  time  and  cir¬ 
cumstance  when  the  report  was  written. 

The  importance  of  considering  the  cir¬ 
cumstances  of  each  report  is  made  clear 
on  page  B22  of  the  minority  views.  The 
statement  is  made  about  the  policy  of 
deferring  U.S.  tax  on  foreign  investment 
income  that  “the  concern  of  the  Treasury 
stems  from  the  fact  that  the  policy  suc¬ 
ceeded.  Western  Europe  was  trans¬ 
formed  from  a  debtor  to  a  creditor  of  the 
United  States.  The  policy  was  and  still 
is  sound.”  Look  at  that  statement  care¬ 
fully.  Tax  policy  is  credited  with  chang¬ 
ing  Western  Europe  from  a  debtor  to  a 
creditor  of  the  United  States.  The  other 
side  of  this  coin  is  that  the  United  States 
was  changed,  with  respect  to  Western 
Europe,  from  a  creditor  to  a  debtor.  This 
is  the  policy  that  they  argue  “still  is 
sound.”  It  is  sound,  on  their  argument, 
to  continue  to  build  up  U.S.  debts  to 
Western  Europe.  What  kind  of  policy  is 
this? 

The  committee  bill  recognizes  that 
encouragement  of  foreign  investment 
had  some  of  the  effects  that  the  minor¬ 
ity  views  attribute  to  it  but  it  also  recog¬ 
nizes  that  this  is  not  always  appropriate. 

From  the  standpoint  of  the  economy, 
there  is  always  some  benefit  to  invest¬ 
ment  and  consequently  we  tend  to  look 
on  foreign  investment  as  a  good  thing 
because  it  is  investment.  Some  of  the 
mystery  surrounding  foreign  investment 
might  be  removed  if  we  catalog  the  ben¬ 
efits  of  investment  and  then  ask  how 
these  are  affected  if  the  investment  takes 
place  abroad. 

Investment  increases  the  return  on 
capital  funds  through  the  profit  earned. 
In  addition,  investment  increases  pro¬ 
ductivity  and  thereby  jobs  and  wages. 
It  is  clear  from  our  own  economic  his¬ 
tory  that  the  increase  in  capital  invested 
in  American  industry  has  enormously 
increased  U.S.  output  and  the  share  of 
labor  in  this  increased  output  has  re¬ 
mained  remarkably  stable. 

Despite  all  of  the  mystery  surround¬ 
ing  foreign  investment,  which  is  accent¬ 
uated  by  dark  references  to  the  balance 
of  payments,  investment  of  American 
funds  in  foreign  countries  has  the  same 
kind  of  effects.  It  increases  the  return 
on  American  capital.  The  return  on 
American  capital  invested  abroad  is  apt 
to  be  relatively  good  compared  to  invest¬ 


ment  in  the  United  States,  because  funds 
are  being  placed  in  a  market  where  there 
is,  relative  to  the  United  States,  a  cap¬ 
ital  shortage.  On  the  other  hand,  many 
of  these  foreign  investments  have  par¬ 
ticular  risk  problems  associated  with 
them.  On  balance,  the  prospective  prof¬ 
its  must  offset  the  extra  risks  because 
foreign  investment  is  undertaken  freely. 

Foreign  investment,  like  investment 
in  the  United  States,  does  increase  pro¬ 
ductivity  and  wages.  Unlike  domestic 
investment,  however,  the  increase  in 
wages  and  productivity  is  paid  almost 
entirely  to  the  nationals  of  another  coun¬ 
try,  wherever  the  investment  takes  place. 

I  want  to  talk  particularly  about  how 
these  effects  of  investment  work  out  in 
the  relatively  developed  countries,  such 
as  Western  Europe,  Canada,  Australia, 
and  Japan.  Before  commenting  on 
these,  I  will  say  that  foreign  investment 
in  the  less  developed  countries  has  sig¬ 
nificant  advantages  to  the  United  States 
because  it  tends  to  bind  these  countries 
more  closely  to  the  Western  Alliance. 
For  investment  in  these  less  developed 
countries,  some  tax  advantage  is  reason¬ 
able  as  an  extension  of  the  international 
political  policy  of  the  United  States.  The 
committee  bill  provides  this. 

In  dealing  with  the  more  developed 
countries,  however,  we  are  dealing  with 
our  trading  partners  and  our  approach 
should  be  one  of  enlightened  self-inter¬ 
est  and  not  of  disguised  foreign  aid. 

Put  on  these  terms,  there  is  no  great 
advantage  to  the  United  States  in  in¬ 
creasing  productivity,  jobs,  and  wages  in 
countries  like  Japan  and  Germany  in¬ 
stead  of  in  the  United  States.  The 
United  States  does  not  have  an  unlim¬ 
ited  supply  of  investment  funds.  Ac¬ 
tually,  we  are  sufficiently  concerned 
about  our  available  investment  funds 
that  in  this  bill  we  are  providing  an  in¬ 
vestment  credit  designed  to  increase  in¬ 
vestment  in  American  industry. 

When  funds  of  American  investors  are 
invested  in  Western  Europe  or  Japan 
rather  than  in  the  United  States,  it  is 
true  that  the  American  investors  will  de¬ 
rive  dividend  income  from  this  invest¬ 
ment.  But  this  is  the  sort  of  return  on 
investment  which  would  arise  even  if  the 
investment  took  place  in  the  United 
States.  The  difference  is  that  the  in¬ 
vestment  return  through  increased  pro¬ 
ductivity,  higher  wages  and  more  jobs 
takes  place  in  Western  Europe  or  Japan 
rather  than  in  the  United  States. 

The  minority  views  seem  to  imply  that 
U.S.  capital  being  invested  abroad  has 
no  impact  on  the  United  States  unless 
it  is  used  to  produce  something  for  sale 
here  in  competition  with  U.S.  producers. 
This  is  a  very  narrow  view.  Basically  it 
is  a  use  of  capital  that  could  have  been 
employed  to  increase  productivity  in  the 
United  States.  No  matter  how  the  in¬ 
vestment  is  used  abroad — to  produce 
things  for  sale  in  the  United  States,  to 
cut  American  producers  out  of  an  ex¬ 
port  market,  or  to  develop  a  completely 
new  product — this  is  capital  not  avail¬ 
able  in  the  United  States. 

A  great  deal  of  the  investment  each 
year  is  out  of  the  internal  funds  of  cor¬ 
porations,  retained  profits  and  the  de¬ 
preciation  reserves.  When  American  in¬ 
vestment  takes  place  in  Western  Europe 


or  Japan,  these  retained  profits  and  de¬ 
preciation  reserves  will  now  be  in 
American-owned  foreign  corporations 
and  are  likely  to  be  reinvested  abroad 
instead  of  here.  Foreign  investment  has 
a  continuing  tendency  to  build  up  pro¬ 
ductivity,  jobs  and  wages  abroad,  rather 
than  at  home. 

How  is  all  this  related  to  trade?  So 
far  as  trade  in  commodities  is  concerned, 
the  United  States  still  has  a  favorable 
balance  although  our  wage  rates  are 
higher  than  those  of  any  other  country. 
The  fact  is  that  the  United  States  has 
such  an  advantage  in  productivity  aris¬ 
ing  from  the  level  of  education  of  our 
workers  and  from  the  quantity  of  capi¬ 
tal  which  our  workers  use  that  they  can 
pay  the  higher  money  wages  and  still 
compete  in  most  products.  In  many 
particular  lines  of  products,  the  rapid 
improvement  of  productivity  in  Western 
Europe  and  Japan  has  cut  into  this 
United  States  advantage  and  we  find 
ourselves  less  competitive. 

The  basis  of  the  controlled  foreign 
corporation  provisions  of  the  commit¬ 
tee  bill  is  simply  that  the  present  law 
does  not  justify  continued  unlimited  de¬ 
ferral  as  an  encouragement  to  invest¬ 
ment  of  new  U.S.  funds  in  the  developed 
countries.  Encouragement  to  U.S.  cap¬ 
ital  to  invest  in  the  developed  countries 
makes  investment  and  productivity  there 
higher  than  it  would  have  been  anyway, 
and  investment  and  productivity  here 
lower  than  it  would  have  been. 

An  American  business  firm  might  be 
considering  a  domestic  investment  that 
would  promise  a  return  on  the  invest¬ 
ment  of  20  percent  a  year,  which  after 
the  U.S.  taxes  would  be  reduced  to  10 
percent  a  year.  The  same  firm  might 
have  the  possibility  of  investing  abroad 
in  a  project  which,  after  making  an 
allowance  for  the  special  risks  of  foreign 
investment,  would  return  16  percent  a 
year  but  which  would  be  taxed  at  only 
25  percent. 

On  a  before-tax  basis,  the  U.S.  invest¬ 
ment  is  clearly  the  more  efficient,  a  20- 
percent  return  compared  to  a  16  percent 
return.  On  an  after-  tax  basis,  however, 
the  parent  company  would  realize  only 
10  percent  on  its  U.S.  investment  and 
12  percent  on  its  foreign  investment. 

This  is  the  distortion  of  investment  de¬ 
cisions  which  the  committee  bill  wants 
to  end.  The  committee  bill  does  not 
penalize  foreign  investment.  The  for¬ 
eign  tax  credits  are  still  available  as  they 
are  under  present  law,  but  by  reducing 
the  opportunity  for  the  parent  company 
to  defer  tax  on  income  earned  through 
a  foreign  subsidiary  we  simply  bring  the 
tax  treatments  closer  together.  A  for¬ 
eign  investment  which  is  relatively  in¬ 
efficient  compared  to  a  U.S.  investment 
will  be  less  likely  to  appear  efficient  on 
an  after-tax  basis. 

In  view  of  the  fact  that  American 
labor  has  a  substantial  interest  in  do¬ 
mestic  investment  to  increase  its  pro¬ 
ductivity  and  wages  in  this  country,  this 
is  a  minimum  requirement.  We  are  not 
penalizing;  we  are  just  reducing  the  spe¬ 
cial  encouragement.  The  fact  that  the 
investors  themselves  might  retain  a 
higher  portion  of  their  profit  when  the 
investment  is  foreign  should  not  be  con- 
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trolling  when  we  are  considering  the  in¬ 
terests  of  all  of  the  people  in  the  United 

States. 

The  Ways  and  Means  Committee  bill 
does  not  go  as  far  as  achieving  complete 
equality  in  applicable  tax  rates  on  U.S. 
funds  invested  in  developed  countries 
and  in  the  United  States.  The  commit¬ 
tee  was  impressed  with  the  problem  faced 
by  American  investors  who  have  a  going 
business  situation  in  the  developed  coun¬ 
tries.  A  heavier  tax  on  their  retained 
earnings  than  that  on  their  immediate 
foreign  competitors  would  be  a  handicap. 
The  committee  bill  permits  continued 
deferral  on  the  operating  income  of  an 
American-controlled  foreign  corporation 
which  is  reinvested  in  substantially  the 
same  trade  or  business  which  the  con¬ 
trolled  corporation  is  conducting. 

The  committee  bill  also  recognizes  the 
national  advantages  of  encouraging  in¬ 
vestment  in  the  less  developed  countries. 
Certain  income  which  is  invested  in  those 
countries  is  permitted  to  continue  to 
enjoy  deferral  even  though  the  invest¬ 
ment  in  a  less  developed  country  might 
be  in  a  new  trade  or  business. 

The  committee  bill  is  a  realistic  adap¬ 
tation  of  foreign  economic  policy  to  the 
1960’s.  It  is  not  subject  to  the  attack 
made  by  the  minority  views  in  the  com¬ 
mittee  report  that  this  does  not  con¬ 
form  to  the  foreign  economic  policy  of 
the  1940’s  and  the  1950’s  when  we  were 
participating  in  the  economic  -recovery 
of  Western  Europe  and  Japan.  In  the 
words  of  the  minority  views  themselves, 
we  have  gotten  Western  Europe  out  of 
the  debtor  class.  We  do  not  have  to  con¬ 
tinue  making  the  United  States  more  of 
a  debtor  by  encouraging  investment  that 
raises  productivity,  jobs,  and  wages  in 
Western  Europe  and  Japan  at  the  ex¬ 
pense  of  the  United  States. 

The  committee  bill  treatment  of  for¬ 
eign  investment  income  is  consistent 
with  the  word  “reciprocal”  in  our  recip¬ 
rocal  trade  program.  Reciprocal  trade 
is  based  on  open  competition.  By  re¬ 
moving  trade  barriers,  it  lets  countries 
realize  their  respective  productivity  ad¬ 
vantages  in  developing  foreign  markets. 
Under  freer  trade,  the  countries  of  West¬ 
ern  Europe  and  Japan  would  realize 
some  of  the  productivity  improvements 
that  have  come  about  through  recent 
investment  in  those  countries  in  the 
same  way  that  the  United  States  will 
be  able  to  realize  all  the  productivity 
improvement  arising  from  its  own  in¬ 
vestment.  In  this  open  competition  be¬ 
tween  productivities,  there  is  no  jus¬ 
tification  for  our  continuing  to  provide 
favorable  tax  treatment  to  investments 
which  increase  productivity  abroad  com¬ 
pared  to  investments  which  increase 
productivity  at  home. 

Mr.  Chairman,  I  urge  rejection  of  the 
motion  to  recommit,  and  I  urge  passage 
of  the  bill. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  desire  to  the  gen¬ 
tleman  from  New  York  [Mr.  Ostertag]. 

(Mr.  OSTERTAG  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  OSTERTAG.  Mi'.  Chairman,  I 
rise  in  opposition  to  this  tax  measure  in 
its  present  form  and  ask  unanimous  con¬ 


sent  to  revise  and  extend  my  remarks. 
Two  glaring  deficiencies  and  inequities 
in  the  Committee  bill  cause  me  to  rise 
in  opposition  to  the  bill,  even  as  it  is 
proposed  to  be  amended  by  the  com¬ 
mittee. 

The  first  of  these  is  the  7 -percent  in¬ 
vestment  credit — which  I  understand 
business  has  not  asked  for  and  does  not 
want — and  which  even  former  President 
Truman’s  economic  adviser,  Leon  Key- 
serling,  calls  a  tax  bonanza. 

Members  of  the  Ways  and  Means  Com¬ 
mittee  have  said  repeatedly  that  this 
proposal  perverts  the  tax  laws  into  an 
annual  subsidy  to  one  segment  of  the 
American  business  community  and  con¬ 
stitutes  a  discriminatory  loophole  which 
must  be  dealt  with  by  future  Con¬ 
gresses.  Note  that  the  windfall  from 
this  proposal  would  be  enjoyed  by  only 
one  segment  of  the  business  community. 
It  ignores  the  service  industries  and  the 
distribution  and  retail  segments  of  our 
economy.  It  favors  the  large  and  pen¬ 
alizes  the  small. 

The  Committee  has  recognized  that 
the  proposal  in  its  original  form  would 
have  created  tremendous  inequities  even 
among  the  relatively  few  businesses 
which  would  benefit  from  it.  So,  the 
committee  has  offered  an  amendment 
which  would  limit  the  windfall  to  any 
one  company.  When  we  find  that  a 
windfall  has  to  be  limited,  are  we  not 
required  to  find  that  the  whole  proposal 
is  a  bad  one?  Can  a  limitation  make  it 
better?  I  believe  there  is  no  such  thing 
as  being  a  little  bit  evil. 

In  addition,  let  me  point  out  that  this 
tax  proposal  would  not  accomplish  the 
objective  the  administration  claims  for 
it.  Almost  without  exception,  every 
major  organization  testifying  before  the 
Committee,  including  both  the  chamber 
of  commerce  and  the  AFL-CIO,  opposed 
the  proposal,  either  doubting  that  it 
would  produce  the  benefits  claimed,  or 
maintaining  the  plan  was  discrimina¬ 
tory. 

When  a  bad  bill  produces  limited 
windfalls  for  only  a  few — when  even 
these  few  do  not  want  it — and  when  the 
only  other  result  is  a  revenue  loss  of 
more  than  $1  billion,  we  have  no  choice 
but  to  refuse  to  enact  it  into  law.  I 
believe  the  Committee  has  no  choice  but 
to  agree  to  remove  this  section. 

Again,  Mr.  Chairman,  section  19  of 
the  bill,  providing  for  withholding  on 
interest  and  dividends,  attacks  the  his¬ 
toric  American  principle  of  voluntary 
self-assessment,  which  is  the  foundation 
on  which  the  American  tax  system  has 
produced  more  revenue — voluntarily — 
notwithstanding  excessively  high  rates, 
with  greater  compliance  than  any  other 
revenue  system  in  the  world. 

In  addition,  withholding  on  interest 
and  dividends  is  an  administrative  mon¬ 
strosity.  It  cannot  possibly  be  handled 
in  the  same  manner  as  withholding  on 
wages  and  salaries.  The  Ways  and 
Means  Committee  had  great  difficulty  in 
finding  procedures  they  thought  even 
workable,  and  the  procedure  adopted  by 
the  Committee  at  the  last  minute  will 
produce  administrative  chaos,  as  well  as 
the  further  inequity  of  massive  over¬ 
withholding.  Any  additional  revenue 


produced  by  the  measure — and  I  cannot 
believe  it  could  possibly  be  as  large  as 
the  administration  claims — would  have 
to  be  gobbled  up  by  the  increased  cost 
of  managing  this  tremendous  adminis¬ 
trative  job. 

But,  the  greatest  evil  in  this  withhold¬ 
ing  proposal  is  found  in  the  hardship 
to  the  small  investor  and  the  small  de¬ 
positor.  More  than  3  million  of  the 
shareholders  in  American  industry  are 
in  the  low-income  group.  We  have  ex¬ 
empted  $50  in  his  dividends  from  tax. 
Now,  we  are  asked  to  nullify  that  ex¬ 
emption  by  a  withholding  tax,  even 
where  there  is  in  all  likelihood  no  tax 
liability.  Many  of  these  shareholders 
will  find  the  filing  of  claims  too  onerous, 
or  will  overlook  filing  claims  for  the 
refund  of  nominal  amounts. 

In  addition,  more  than  7  million  de¬ 
positors  in  savings  and  loan  associations 
receive  interest,  or  dividends,  of  less  than 
$10.  And  there  are  32  million  bank  ac¬ 
counts  which  would  involve  the  with¬ 
holding  of  less  than  40  cents. 

The  claim  has  been  made  that,  since 
we  have  withholding  on  wages  and  sal¬ 
aries,  this  is  no  different.  On  the  con¬ 
trary,  there  is  a  world  of  difference.  In 
the  case  of  wages  and  salaries,  there  is 
only  one  employer-employee  relation¬ 
ship,  only  one  withholder,  only  one  re¬ 
porter.  But  with  this  proposal,  we  would 
enforce  a  withholding  relationship 
whose  ramifications  are  endless  and  be¬ 
yond  imagination. 

Beyond  this,  we  would  force  every  in¬ 
dividual  who  owns  a  few  shares  of  stock, 
every  individual  who  has  a  savings  ac¬ 
count,  in  other  words,  every  individual 
who  practices  the  good  old-fashioned 
American  virtue  of  thrift — we  are  going 
to  force  him  to  determine  what  has  been 
withheld.  We  are  going  to  force  him  to 
perform  mathematical  gymnastics  every 
year — or  every  quarter — to  determine 
what  the  Government  owes  him  as  a 
refund.  We  are  going  to  do  this,  be¬ 
cause  the  administration  and  the  Ways 
and  Means  Committee  could  find  no  an¬ 
swer  to  the  problem  of  asking  the  com¬ 
panies  and  financial  institutions  to  re¬ 
port  to  the  taxpayer  the  amounts  they 
have  withheld  on  his  account.  We  must 
protest  any  such  additional  burden  on 
the  already  overburdened  taxpayer. 

I  could  cite  further  horrors  about 
this  proposal — its  inequity  regarding 
churches,  charitable  organizations  and 
pension  funds,  the  tremendous  book¬ 
keeping  and  reporting  load  placed  on 
our  businesses  and  financial  institutions. 
But,  the  real  evil,  the  greatest  hardship, 
is  the  burden  on  the  individual,  and  par¬ 
ticularly  the  individual  who  needs  all  of 
the  product  of  his  labor. 

It  is  for  these  reasons,  Mr.  Chairman, 
that  I  believe  we  must  vote  to  strike 
these  provisions  from  the  bill.  I  hope 
all  Members  of  the  House  who  truly  have 
concern  for  the  best  interests  of  the  peo¬ 
ple  of  America  will  join  me  in  this  con¬ 
viction  and  belief. 

Mr.  BAKER.  Mr.  Chairman,  I  yield  7 
minutes  to  the  gentleman  from  New 
York  [Mr.  Barry], 

(Mr.  BARRY  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his 
remarks.) 
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Mr.  BARRY.  Mr.  Chairman,  I  believe 
that  the  Revenue  Act  of  1962 — H.R. 
10650 — is  seriously  defective  for  the 
reason  that  it  represents  an  attempt  to 
influence  foreign  policy  through  taxa¬ 
tion.  This  is  especially  objectionable 
since,  as  I  now  understand  it,  the  Ways 
and  Means  Committee  did  not,  in  fact, 
conduct  any  hearings  on  certain  com¬ 
plicated  provisions  of  the  present  bill 
dealing  with  controlled  foreign  cor¬ 
porations. 

It  is  true  that  the  majority  report 
recognizes  “the  need  to  maintain  active 
American  business  operations  abroad  on 
an  equal  competitive  footing  with  other 
operating  businesses  in  the  foreign  coun¬ 
tries” — page  62.  The  majority  report 
also  recognizes  that  “the  location  of  in¬ 
vestments  in  these  countries  is  an  im¬ 
portant  factor  in  stimulating  American 
exports  to  the  same  areas” — page  57. 

In  this  regard,  I  would  like  to  refer  to 
a  statement  by  the  Otis  Elevator  Co., 
which  appeared  in  the  Congressional 
Record  of  January  30,  1962.  It  points 
out  that,  although  Otis  has  preferred  to 
supply  foreign  markets  by  exporting 
from  the  United  States,  it  was  at  times 
necessary  to  locate  abroad  in  order  to 
maintain  its  position  in  elevator  mar¬ 
kets  throughout  the  world.  Despite  an 
initial  adverse  effect  on  the  balance  of 
payments,  Otis  has,  over  the  past  15 
years,  brought  into  the  United  States 
more  than  $12  million  for  each  million 
sent  out  in  loans  and  investment. 

The  statement  also  points  out  that 
over  90  percent  of  the  $63  million  worth 
of  equipment  Otis  has  exported  over  the 
past  15  years  has  gone  to  countries  where 
Otis  has  its  own  organization.  This  in¬ 
vestment,  therefore,  has  resulted  not  in 
an  export  of  jobs  as  is  often  claimed  by 
the  Treasury  Department,  but  is  the  di¬ 
rect  cause  of  a  great  many  jobs  which 
otherwise  would  not  now  exist. 

Apparently  the  Ways  and  Means  Com¬ 
mittee  was  unanimous  in  believing  it 
would  be  a  grave  foreign  policy  error 
for  the  U.S.  Government  to  carry  out 
the  request  of  the  Treasury  Department, 
that  full  U.S.  income  tax  be  imposed  up¬ 
on  foreign  subsidiaries  of  U.S.  com¬ 
panies  at  the  operating  level.  On  this 
subject,  the  committee  found: 

To  impose  the  U.S.  tax  currently  on  the 
U.S.  shareholders  of  American-owned  busi¬ 
nesses  operating  abroad  would  place  such 
firms  at  a  disadvantage  with  other  firms 
located  In  the  same  areas  not  subject  to 
U.S.  tax  (pp.  57-58) . 

Despite  these  reassuring  utterances 
from  the  committee’s  report,  an  exami¬ 
nation  of  the  actual  provisions  of  sec¬ 
tion  13  of  the  bill  itself  discloses  that 
the  committee  has  in  fact  adopted  much 
of  the  philosophy  which  these  quoted 
phrases  from  the  report  seem  to  reject. 
I  am  afraid  that  the  casual  reader  of  the 
bill  and  the  committee  report  might  be 
led  to  the  conclusion  that  the  bill  is 
merely  designed  to  reach  such  things  as 
passive  .  income  or  personal  holding 
company-type  income  or  tax-haven  in¬ 
come  or  income  siphoned  abroad  but  in 
truth  derived  from  activities  carried  on 
within  the  United  States. 

Let  me  say  that  if  the  proposed  new 
taxes  were  confined  to  these  kinds  of 


income,  it  could  properly  be  regarded  as 
a  true  tax-haven  measure  free  from  for¬ 
eign  implications.  According  to  my  in¬ 
formation,  this  area  of  the  bill  was  so 
limited  until  approximatley  2  weeks  ago, 
at  which  time  this  portion  of  the  bill 
was  suddenly  removed  from  normal  com¬ 
mittee  drafting  channels  and  substan¬ 
tially  overhauled  and  redirected  into  its 
present  condition. 

The  result  of  this  maneuver  is  the  bill 
now  before  us,  the  provisions  of  which 
have  been  public  for  only  10  days.  The 
Ways  and  Means  Committee  did,  in  fact, 
consider  and  reject  the  entire  original 
philosophy  of  the  Treasury  Department 
with  regard  to  a  current  taxation  of  for¬ 
eign  earnings,  as  noted  earlier.  The 
committee  and  its  staff  did  consider  and 
did  unanimously  adopt  provisions  de¬ 
signed  to  reach  true  tax -haven  opera¬ 
tions.  But  the  effect  of  the  present  sec¬ 
tion  13  has  never  been  the  subject  of  any 
hearings  by  any  committee  of  the  Con¬ 
gress,  except  in  a  very  general  way. 

Under  the  circumstances,  only  a  hand¬ 
ful  of  Members  of  the  Congress  and  the 
few  interested  public  at  large  have  had 
time  to  comprehend  the  revolutionary 
impact  which  these  complicated  measures 
will  have.  Moreover,  the  committee  bill, 
as  now  constituted,  would  have  the  fol¬ 
lowing  effect  on  our  economy: 

First.  Any  first-time  investment  in  a 
developed  country,  such  as  Western 
Europe,  would  be  a  so-called  nonquali¬ 
fied  investment  for  tax  purposes.  This 
means  that  no  American  manufacturer, 
no  matter  how  difficult  it  might  be  for 
him  to  export  his  product  to  Europe, 
would  be  able  to  enter  that  market,  ex¬ 
cept  under  a  tax  burden  which  would 
not  be  fully  borne  by  his  European  com¬ 
petitors.  This  does  not  sound  solely 
like  a  tax  measure  to  me,  but  rather 
as  an  indirect  attempt  to  regulate  the 
flow  of  competitive  American  capital. 

Second.  U.S.  manufacturers  already 
in  Europe  wil  be  allowed  to  go  into  pro¬ 
duction  of  new  lines  only  upon  payment 
of  this  added  U.S.  tax  at  the  European 
operating  level  which  will  retard  growth 
of  U.S.  firms  in  European  markets. 
Since  present  tax  laws  on  foreign 
dividends  are  merely  deferred  until 
brought  into  the  United  States  it  is  self- 
deluding  to  estimate  that  this  measure 
will  create  sufficient  new  tax  revenues 
to  materially  offset  the  cost  of  the  domes¬ 
tic  investment  credit. 

With  regard  to  our  competitive  ability, 
foreign  observers  seem  to  realize  the  dis¬ 
advantages  to  many  U.S.  companies 
which  apparently  the  administration 
fails  to  recognize.  For  example,  the 
March  10  issue  of  the  Financial  Post 
of  Toronto,  Canada,  carried  an  article 
entitled  “Here’s  Where  United  States 
Aids  Rivals  in  Other  Markets,”  which 
says  in  part : 

It  is  certainly  clear,  in  the  field  of  for¬ 
eign  trade,  that  a  foreign  corporation  con¬ 
trolled  by  Canadians,  or  an  overseas  trade 
corporation  in  Britain,  will  have  a  decided 
advantage  over  its  U.S. -owned  competitors 
after  the  New  Frontier  people  in  Washington 
achieve  their  ends.  The  new  law  will  also 
serve  to  trim  American  sails  in  Europe,  in¬ 
crease  the  downward  pressure  on  the  U.S. 
dollar,  and  indirectly  assist  Britain’s  fentry 
in  the  Common  Market. 


Let’s  hope  that  Ottawa  encourages  Cana¬ 
dian  business  to  take  full  advantage  of  the 
mistakes  south  of  the  border. 

Third.  The  claim  that  the  bill  reaches 
only  passive,  rather  than  operating,  sit¬ 
uations  is  not  correct.  All  large,  widely 
held  manufacturing  corporations  derive 
income  in  the  form  of  interest  from  in¬ 
stallment  sales,  rentals  of  equipment  and 
dividends  from  local  operating  affiliates. 
In  such  situations,  this  is  normal  oper¬ 
ating  business  income.  Yet  this  bill 
treats  such  income  as  personal  holding- 
company  income,  without  regard  to  the 
kind  of  operation  in  which  it  is  pro¬ 
duced. 

Fourth.  For  some  reason  not  made 
clear  the  drafters  of  this  bill  have  taken 
a  dislike  to  the  oversea  use  of  a  central¬ 
ized  multicountry  selling  company,  or¬ 
ganized  to  sell  U.S.  products  made 
abroad.  Let  us  suppose  the  case  of  an 
American  firm  in  the  Common  Market, 
which  has  been  manufacturing  various 
products  in  different  countries  over  a 
period  of  many  years.  Instead  of  hav¬ 
ing  an  operating  sales  force  attached  to 
each  plant,  the  company  concludes  to 
set  up  a  centralized  sales  company  and 
sales  force.  This  will  reduce  operating 
expenses  and  render  the  company’s  prod¬ 
ucts  more  competitive  throughout  the 
market  and  in  areas  outside  the  mar¬ 
ket,  such  as  north  Africa  and  the  Mid¬ 
dle  East.  For  some  undisclosed  reason 
the  drafters  of  this  measure  object  to 
that,  even  though  no  element  of  avoid¬ 
ance  of  U.S.  tax  is  in  any  way  involved 
in  this  situation. 

Fifth.  In  one  other  respect,  the  pro¬ 
visions  of  H.R.  10650  deal  with  operating 
foreign  earnings  rather  than  so-called 
tax-haven  income.  The  Treasury  De¬ 
partment,  under  this  bill,  would  have 
power  to  determine  what  amount  of  a 
company’s  foreign  income  should  be  at¬ 
tributed  to  patents,  copyrights,  formu¬ 
las  and  processes  originally  developed  in 
the  United  States.  This  could  cause 
many  problems  as  I  doubt  that  many 
American  oversea  subsidiaries  operate 
without  using  some  processes  which  were 
originally  developed  in  the  United  States. 
I  feel  certain  that  an  attempt  to  break 
down  gross  income  from  a  particular  sale 
of  a  product,  as  between  amounts  at¬ 
tributable  to  this  kind  of  intangible  proc¬ 
ess,  on  the  one  hand,  and  to  production, 
distribution,  advertising,  management 
and  on  the  other  hand,  would  present  a 
fantastic  problem.  Obviously,  this  bill 
goes  far  beyond  the  taxing  of  patents 
which  have  been  assigned  to  shell  cor¬ 
porations  overeas  and  there  licensed  to 
foreign  operators. 

We  should  not  consider  this  bill  as 
an  isolated  tax  measure  and  ignore  the 
effect  it  will  have  on  our  foreign  policy. 
Hearings  are  already  underway  to  con¬ 
sider  the  Trade  Expansion  Act  of  1962, 
in  which  the  President  asks  for  signif¬ 
icantly  increased  authority  to  lower 
American  tariffs  so  that  foreign  trade 
barriers  will  in  turn  be  lowered  for 
American  exports.  Many  companies, 
however,  cannot  compete  through  ex¬ 
ports  alone,  as  they  find  that  often  they 
must  compete  from  within  a  foreign 
market  or  get  out.  Surely  at  this  mo- 
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ment,  when  we  are  on  the  verge  of 
entering  a  new  era  of  foreign  trade,  it 
would  be  unwise  as  well  as  unfair  to 
penalize  those  companies  whose  foreign 
interests,  such  as  those  of  the  Otis  Ele¬ 
vator  Co.,  are  directly  responsible  for 
a  healthy  balance  of  exports. 

Finally,  we  must  remember  that  our 
foreign  relations  are  not  dependent 
solely  upon  our  diplomatic  corps,  but 
also  upon  our  private  firms  abroad.  By 
working  in  harmonious  cooperation  and 
competition  with  all  sectors  of  a  for¬ 
eign  community,  these  firms  are  not 
only  a  source  of  profit  to  the  United 
States  but  a  source  of  strength  in  tying 
together  the  free  community  of  nations. 
To  place  prohibitive  restrictions  against 
them  will  in  the  long  run  weaken  not 
only  our  own  country’s  position  abroad, 
but  the  entire  free  world. 

Mr.  Chairman,  although  taxation  has 
been  a  subject  of  keen  interest  to  me 
over  two  decades  I  cannot  qualify  as 
an  expert  on  the  meaning  of  this  bill, 
since  I  have  only  had  a  few  hours  to 
consider  these  complicated  provisions. 
Nevertehless,  I  will  say  this:  I  have  be¬ 
come  satisfied  that  many  features  of 
this  bill  impinge  heavily  upon  the  area 
of  our  national  foreign  economic  policy, 
and  are,  as  my  distinguished  collea¬ 
gue  from  Missouri  [Mr.  Curtis!  has 
noted,  isolationist  in  concept  and  dis¬ 
criminatory  in  effect.  Before  they  are 
enacted  "into  law  I  am  convinced  that 
interested  members  of  the  public  should 
be  given  a  full  opportunity  to  consider 
and  study  these  proposed  measures  and 
to  testify  as  to  their  desirability  and 
effect  before  the  appropriate  committees 
of  this  Congress. 

Personally,  I  doubt  very  much  that 
our  tax  laws  should  be  used  as  an  in¬ 
strument  to  retrench  America’s  posi¬ 
tion  in  the  world’s  markets.  Even  more 
do  I  doubt  that  this  should  be  done  in 
haste  and  without  adequate  hearing. 
The  House  should  not  pass  on  to  the 
Senate  ill-considered,  complicated,  or 
slovenly  legislation  on  the  unsound 
theory  that  the  Senate  will  correct  its 
imperfections. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
such  time  as  he  may  desire  to  the  gen¬ 
tleman  from  California  [Mr.  Roose¬ 
velt]. 

(Mr.  ROOSEVELT  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks.) 

Mr.  ROOSEVELT.  Mr.  Chairman,  the 
Committee  on  Ways  and  Means  is  to  be 
congratulated  for  their  combined  efforts 
in  the  development  of  their  report  ac¬ 
companying  H.R.  10650. 

The  tax  bill,  as  presented,  will  go  a 
long  way  toward  closing  the  present  tax 
loopholes  which  have  allowed  too  many 
Americans  to  escape  their  just  tax  ob¬ 
ligations. 

The  effect  of  this  bill  will  be  felt  in 
southern  California  where  so  many 
Americans  have  been  deprived  of  their 
income  as  a  result  of  the  general  exodus 
of  American  capital  and  American  mo¬ 
tion  picture  stars  to  foreign  countries 
because  of  tax  advantages  available  un¬ 
der  prior  tax  laws. 

The  limitation  of  $20,000  per  year  for 
the  first  3  years,  and  $35,000  per  year 


thereafter,  on  the  tax-free  income  that 
nonresidents  may  bring  home  will  act  to 
stop  the  trend  of  runaway  film  produc¬ 
tion.  I  hope  the  industry  realizes  south¬ 
ern  California  is  the  home  of  the  film 
industry  and  that  this  foreign  runaway 
production  should  come  home. 

Those  who  have  helped  make  this  in¬ 
dustry  successful — the  electricians,  the 
grips,  and  other  related  crafts — should 
not  be  penalized  because  the  producers 
and  stars  have  been  able  to  run  away 
through  a  tax  loophole. 

Again  I  wish  to  commend  Mr.  Mills, 
Mr.  King,  and  others  of  the  Committee 
on  Ways  and  Means  for  their  efforts 
which  have  'gone  a  long  way  toward  put¬ 
ting  a  stop  to  this  “run  away”  motion 
picture  film  production.  I  also  trust  the 
industry  will  realize  the  Congress  will  do 
whatever  is  necessary  in  the  future  to 
keep  this  industry  at  home  and,  because 
of  this  realization,  I  hope  they  will  more 
carefully  police  their  own  activities,  and 
unite  wherever  possible  for  measures  in 
the  general  interest  of  the  industry. 

It  is  true  that  some  inconvenience  will 
come  to  some  persons  who  will  have  no 
tax  liability  by  the  withholding  provi¬ 
sions  of  this  bill.  But  this  is  far  out¬ 
weighed  by  the  large  revenue  which  will 
be  collected  from  those  who  actually  owe 
it  and  who  today  are  receiving  an  un¬ 
deserved  and  unfair  exemption.  Once 
this  is  understood,  I  believe  most  good 
citizens  will,  perhaps  with  some  annoy¬ 
ance,  comply  fully  with  the  law. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
10  minutes  to  the  gentleman  from 
Florida  [Mr.  HerlongL 

Mr.  HERLONG.  Mr.  Chairman,  my 
concern  about  this  bill  has  been  with  the 
overall  revenue  effects  of  it  as  it  was 
brought  out  by  the  Committee  on  Ways 
and  Means  and  as  it  will  be  amended 
by  committee  amendments  which  will 
later  be  proposed. 

The  categorical  statement  has  been 
made  that  this  bill  as  brought  out  by 
the  Committee  on  Ways  and  Means  is 
not  in  balance  from  a  fiscal  standpoint. 

Mr.  Chairman,  I  want  to  state  at  this 
time  that  in  my  judgment  the  bill  as 
developed  by  the  Committee  on  Ways 
and  Means  will  not  operate  to  unbalance 
the  budget  for  fiscal  1963  or  later  years 
but  will,  on  the  contrary,  contribute  to¬ 
ward  a  surplus. 

In  estimating  the  revenue  conse¬ 
quences  of  a  measure  of  this  scope,  a 
number  of  considerations  must  be  taken 
into  account.  The  estimated  effects  will 
vary  with  the  basis  of  comparison  we  use 
and  the  time  periods  being  considered. 

One  convenient  and  commonly  used 
basis  for  evaluating  revenue  measures  is 
the  gross  full  year  effect  after  all  features 
of  the  bill  are  fully  effective.  This  means 
offsetting  the  gains  and  losses  directly 
and  immediately  involved  in  the  legisla¬ 
tion  without  allowance  for  indirect  or 
side  effects.  On  this  basis  the  direct 
estimated  revenue  effect  of  this  bill,  as 
it  will  be  amended  by  the  Committee 
on  Ways  and  Means,  would  be  to  increase 
revenues  by  $120  million  a  year.  This 
type  of  estimate  is  presented  in  a  table 
which  the  Treasury  Department  has  pre¬ 
pared  which  shows  the  extent  to  which 
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the  direct  loss  from  the  investment  credit 
is  offset  by  other  provisions  of  the  bill 
when  all  are  fully  effective.  These  es¬ 
timates  are  based  on  1962  levels  of  in¬ 
come,  and  this  is  another  thing  we  have 
to  take  into  consideration. 

This  relatively  simple  approach  is  use¬ 
ful  for  some  purposes,  but  it  has  obvious 
limitations  for  some  types  of  revenue 
estimates.  The  indirect  or  side  effects  of 
changes  in  economic  conditions  may  be 
highly  important  factors  that  must  be 
allowed  for  in  estimating  some  revenue 
changes.  For  example,  the  estimates  of 
tax  yields  in  the  President’s  budget  mes¬ 
sages  and  in  midyear  reviews  of  the 
budget  are  always  predicated  on  the  lev¬ 
els  of  income  and  profits  which  are  ex¬ 
pected  to  prevail  and  the  revenue  esti¬ 
mates,  as  you  know,  are  revised  as  ex¬ 
pectations  of  income  levels  change. 

It  should  be  noted  that  in  consider¬ 
ing  earlier  tax  bills  allowances  have  been 
made  for  the  stimulative  effects  of  pro¬ 
posed  tax  changes  on  revenues.  Spokes¬ 
men  for  the  previous  administration 
testified  before  the  Senate  Finance 
Committee  in  1954  that  the  revenue  loss 
that  might  be  expected  from  more  lib¬ 
eral  depreciation  allowance  would  be 
largely  recouped  through  the  resulting 
expansion  in  investment  corporate 
profits,  individual  incomes,  and  employ¬ 
ment. 

The  anticipated  effects  on  economic 
conditions  are  of  particular  significance 
for  the  current  bill.  The  purpose  of  the 
investment  credit  is  to  stimulate  in¬ 
creased  investment  and  increase  eco¬ 
nomic  growth.  The  indirect  effects  on 
the  economy  and  levels  of  income  must 
also  be  estimated  and  taken  into  account 
to  obtain  a  realistic  picture  for  Federal 
budget  purposes.  The  overall  result 
when  all  the  provisions  are  fully  effec¬ 
tive  will  thus  be  a  net  gain  in  revenue 
substantially  greater  than  the  $120  mil¬ 
lion  that  might  be  expected  if  we  still 
operated  on  a  static  basis  and  if  there 
were  no  improvements  in  our  economy 
by  reason  of  this  tax  credit. 

For  estimates  of  revenue  effects  for 
fiscal  year  1963  we  must  also  take  into 
account  the  varying  effective  dates  of 
provisions  in  the  bill.  Some  are  effective 
as  of  the  start  of  this  calendar  year,  some 
next  January  1,  and  one  becomes  effec¬ 
tive  on  July  1  of  this  year.  Accordingly, 
the  results  that  we  can  expect  in  the 
fiscal  year  starting  July  1,  1962,  will  be 
different  from  those  of  a  full  year  in 
which  all  of  the  provisions  have  had  the 
opportunity  to  become  fully  effective. 

Mr.  Chairman,  the  Treasury  Depart¬ 
ment  estimates  for  fiscal  1963  for  the 
bill  as  amended  by  the  Committee  on 
Ways  and  Means,  these  figures  show  a 
fiscal  year  revenue  loss  for  the  invest¬ 
ment  credit  of  $560  million.  Then  we 
offset  that  by  a  gain  of  some  $240  million 
from  other  provisions  of  the  bill.  The 
net  revenue  loss,  then,  for  fiscal  1963 
would  be  $320  million.  However,  these 
figures  give  inadequate  recognition  to 
the  stimulative  effects  of  the  credit. 
These  figures  allowed  for  some  expan¬ 
sion  of  investment  and  rise  in  incomes, 
which  was  computed  from  statistical  re¬ 
lationships  in  past  years  between  invest¬ 
ment  and  gradual  changes  in  the  cost 
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of  capital  goods  and  cash  flows.  But 
these  figures  do  not  allow  fully  for  the 
market  change  in  the  area  of  investment 
decisions  that  will  be  made  by  the  enact¬ 
ment  of  the  credit.  We  may  confidently 
expect  a  sharp  rise  from  the  old,  estab¬ 
lished  trends  as  the  advantages  of  the 
credit  bring  a  quick  and  substantial  shift 
in  the  relationship  between  net  invest¬ 
ment  costs,  cash  flows,  and  rate  of  return 
from  capital  goods. 

Mr.  Chairman,  when  full  recognition 
is  given  to  the  change  in  levels  of  invest¬ 
ment  and  incomes  that  will  result  from 
enactment  of  the  credit  we  must  antici¬ 
pate  larger  tax  bases  and  a  rise  in  tax 
revenue. 

Mr.  Chairman,  the  Secretary  of  the 
Treasury  has  said  that  in  view  of  all 
these  factors  he  is  confident  that  enact¬ 
ment  of  this  bill  without  any  amendment 
to  it,  except  the  committee  amendments, 
will  not  result  in  an  overall  revenue  loss 
to  the  Government  in  fiscal  1963,  but 
will,  in  fact,  provide  a  net  gain.  The  net 
gain  will  be  larger  in  successive  years 
as  the  rates  of  investment  and  economic 
growth  are  enhanced. 

Mr.  Chairman,  revenue  estimates  run¬ 
ning  some  15  to  16  months  ahead  are,  of 
course,  only  approximations  at  best. 
But  if  we  are  to  act  prudently  we  must 
endeavor  to  appraise  all  of  the  relevant 
factors  as  carefully  as  we  can.  I  believe 
the  analysis  and  appraisal  provided  by 
the  Secretary  of  the  Treasury  is  as  com¬ 
plete  and  sound  as  any  we  could  make  at 
this  time.  I  am  pleased  to  note  that  he 
shares  my  conviction  that  this  bill  as 
developed  by  the  Committee  on  Ways 
and  Means  will  make  a  net  contribution 
to  the  tax  revenue  in  fiscal  1963  and  an 
even  greater  contribution  in  future 
years. 

The  details  of  these  estimates  are  as 
follows: 

Table  1. — Treasury  Department  estimates  of 
revenue  effect 1  of  bill  as  amended  by  the 
Committee  on  Ways  and  Means  when 
changes  are  fully  effective,  without  taking 
into  account  the  effect  on  the  economy  of 
the  provisions 

[In  millions  of  dollars] 


Revenue  bill  of  1962: 

Investment  credit. .  —1,175 

Withholding  on  dividends  and  interest .  +650 

Mutual  banks  and  savings  and  loan  associa¬ 
tions . +200 

Entertainment  expenses .  +125 

Capital  gains  on  depreciable  property _  +100 

Mutual  fire  and  casualty  companies _  2+40 

Cooperatives .  +35 

Foreign  items: 

Controlled  foreign  corporations _  3+85 

Gross-up  of  dividends . . +30 

All  other  items  relating  to  taxation  of 
foreign  income,  etc .  +30 


Total .  +120 


1  At  levels  of  income  and  Investment  estimated  for  the 
calendar  year  1962  except  that  the  estimate  of  revenue  gain 
from  change  in  taxation  of  mutual  banks  and  savings  and 
loan  associations  is  based  on  income  levels  for  the  cal¬ 
endar  year  1963,  the  1st  year  affected. 

2  Assumes  transitional  period  has  been  completed  for 
fire  and  casualty  companies. 

3  The  revenue  estimates  for  the  controlled  foreign 
corporation  provision  do  not  take  into  account  additions 
to  the  tax  base,  in  the  form  of  royalties,  rents,  etc.,  which 
reliable  evidence  indicates  will  be  forthcoming  but  which 
cannot  be  quantified  with  an  acceptable  degree  of 
accuracy. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Mar.  26,  1962. 


Table  2. — Treasury  Department  estimates  of 
revenue  effect  of  bill  as  amended  by  the 
Committee  on  Ways  and  Means  ( see  note) 
for  the  fiscal  year  1963  taking  into  account 
its  estimate  of  effect  on  the  economy  of 
the  provisions 


[In  millions  of  dollars] 


Revenue 

effect 

Effective 

date 

Revenue  bill  of  1962: 

Investment  credit  (see 
note) . . . 

-560 

Jan.  1,1962 

Withholding  on  dividends 
and  interest...-  . . 

+195 

Jan.  1,1963 

Mutual  banks  and  savings 
and  loan  associations _ 

Do. 

Entertainment  expenses,. _ 

+40 

July  1,1962 

Capital  gains  on  depreci¬ 
able  property  . 

Mutual  fire  and  casualty 

companies _ _ 

Cooperatives _ _ 

Jan.  1, 1962 

Jan.  1,1963 
Do. 

Foreign  items: 

Controlled  foreign  cor¬ 
porations...  . . 

Gross-up  of  dividends. 

Do. 

Do. 

All  other  items  relat¬ 
ing  to  taxation  of 
foreign  income,  etc. . 

+5 

Do. 

Total  (see  note)... 

-320 

Note. — In  estimating  the  net  revenue  cost  of  the  in¬ 
vestment  credit,  its  favorable  effects  on  the  level  of  in¬ 
vestment  were  computed  from  statistical  relationships 
in  past  years  between  investment  and  gradual  changes 
in  the  cost  of  capital  goods  (profitability)  and  cash  flow. 
This  procedure  thus  does  not  take  into  account  the  espe¬ 
cially  favorable  impact  on  businessmen’s  decisions  to 
invest  of  the  sudden  improvements  in  these  factors  re¬ 
sulting  from  the  enactment  of  the  credit.  Taking  this 
into  account  should  produce  more  favorable  effects  than 
the  table  shows  for  the  investment  credit.  It  will  elimi¬ 
nate  the  overall  net  revenue  loss  for  the  bill  as  a  whole 
and  instead  would  yield  an  overall  net  gain. 

Source:  Office  of  the  Secretary  of  the  Treasury,  Office 
of  Tax  Analysis,  Mar.  26,  1962. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the  gen¬ 
tleman  from  California  [Mr.  Baldwin]. 

(Mr.  BALDWIN  asked  and  was  given 
permission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  BALDWIN.  Mr.  Chairman,  I  rise 
in  opposition  to  H.R.  10650.  This  bill 
in  its  present  form  would  not,  in  my 
opinion,  provide  any  financial  assistance 
to  our  U.S.  Treasury.  In  fact,  it  would 
actually  reduce  our  revenues  during  fis¬ 
cal  year  1963.  The  budget  for  fiscal  year 
1963  is  precariously  balanced  at  the  pres¬ 
ent  time.  The  President  this  week  sub¬ 
mitted  to  Congress  a  request  to  appro¬ 
priate  $600  million  for  an  immediate  pub¬ 
lic  works  program,  of  which  $350  million 
would  be  applicable  to  fiscal  year  1963. 
This  would  reduce  his  estimated  budget 
balance  for  fiscal  year  1963  to  only  $113 
million.  H.  R.  10650  would  turn  this  nar¬ 
row  surplus  into  a  deficit  for  fiscal  year 
1963. 

Although  this  tax  bill  proposes  to  close 
certain  loopholes  it  would  open  a  new 
loophole  in  the  form  of  a  7-percent  tax 
credit  for  purchase  of  equipment  by  busi¬ 
ness  concerns,  which  would  be  as  big  a 
new  loophole  as  all  existing  loopholes 
which  are  supposed  to  be  closed  by  this 
bill.  Therefore,  nothing  would  be  gained 
in  the  way  of  financial  revenues  for  the 
Treasury.  I  do  not  believe  we  should 
grant  a  7-percent  tax  credit  at  the  pres¬ 
ent  time  in  view  of  our  high  level  of  Fed¬ 
eral  expenditures.  I  see  no  justification 
to  allow  a  business  firm  not  only  to  write¬ 


off  100-percent  depreciation  on  equip¬ 
ment  but  also  to  be  able  to  take  a  7-per¬ 
cent  tax  credit  off  its  net  tax  bill  as  well. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the 
gentleman  from  California  [Mr.  Rous- 
selot]. 

(Mr.  ROUSSELOT  asked  and  was 
given  permission  to  revise  and  extend 

Viiq  VhlYlQvlfC!  ^ 

Mr.  ROUSSELOT.  Mr.  Chairman,  I 
rise  in  opposition  to  H.R.  10650,  the  Rev¬ 
enue  Act  of  1962. 

My  reasons  for  opposing  this  legisla¬ 
tion  are: 

First.  Enforcement  of  withholding  tax 
on  dividends  and  interest  would  be  a 
bureaucratic  nightmare.  Canada  has 
repealed  a  law  requiring  a  withholding 
tax  on  dividends  and  interest  because  it 
was  impossible  to  administer.  I  say 
that  instead  of  the  withholding  tax  we 
should  enforce  with  greater  vigor  the 
existing  tax  law  respecting  dividends 
and  interest. 

Second.  It  does  not  give  a  much  need¬ 
ed  tax  break  to  large  and  small  retail 
distributors.  I  believe  these  types  of 
businesses  should  be  allowed  to  defer 
taxes  in  an  amount  equal  to  20  percent 
of  their  investment  inventory. 

Third.  The  8-percent  investment  tax 
credit  for  manufacturing  firms  puts  the 
bill  in  the  red  by  at  least  $400  million. 
This  flies  in  the  face  of  the  admonition 
expressed  in  President  Kennedy’s  1962 
budget  message : 

To  plan  a  deficit  would  increase  the  risk 
of  inflationary  pressures,  damaging  alike 
to  our  domestic  economicy  and  to  the  in¬ 
ternational  balance  of  payments. 

I  think  a  far  sounder  approach  to  the 
problem  of  how  to  encourage  more 
capital  investment  is  to  allow  a  more 
liberal  depreciation  allowance  than  pres¬ 
ent  law  permits.  A  more  liberal  depre¬ 
ciation  allowance  for  all  businesses,  not 
just  a  few,  would  help  to  create  the  de¬ 
sire  on  the  part  of  businessmen  to  ex¬ 
pand  and  modernize  their  enterprises. 
This  creates  one  united  front  within  our 
free  enterprise  system.  The  bill  before 
us  is  discriminatory  against  small  busi¬ 
nesses. 

Fourth.  The  tax  on  foreign  subsidi¬ 
aries  of  domestic  corporations  provided 
for  in  H.R.  10650  is  discriminatory.  The 
subsidiaries  will  have  to  pay  taxes  to  the 
U.S.  Government  as  well  as  to  the  gov¬ 
ernments  of  the  countries  in  which  they 
are  located.  Secretary  of  Commerce 
Luther  Hodges  has  stated  that  foreign 
subsidiaries  are  an  important  adjunct  to 
our  domestic  economy.  It  seems  unwise, 
therefore,  to  increase  their  tax  burden 
and  thereby  weaken  their  ability  to  com¬ 
pete  with  foreign  corporations. 

Fifth.  For  some  years  there  has  been 
a  desire  to  place  an  equitable  tax  levy 
on  cooperatives;  however,  if  there  is  to 
be  a  tax  on  cooperatives  such  as  H.R. 
10650  proposes,  it  should  apply  to  all 
cooperatives.  I  strongly  urge  the  defeat 
of  H.R.  10650  so  that  a  new  bill  can  be 
considered  by  the  Ways  and  Means 
Committee. 
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Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the 
gentleman  from  Ohio  [Mr.  Harsha]. 

(Mr.  HARSHA  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  HARSHA.  Mr.  Chairman,  I  find 
myself  in  a  rather  unique  position  when 
considering  this  tax  measure.  On  the 
one  hand,  my  Republican  friends  have 
adopted  the  position  that  the  tax  credit 
proviso  is  not  the  most  acceptable  and 
best  method  for  providing  tax  relief  to 
certain  of  our  industries.  They  prefer 
an  accelerated  rate  of  depreciation. 
With  this,  I  find  I  must  agree.  How¬ 
ever,  on  the  other  hand,  I  find  consid- 
able  merit  in  the  tax  credit  approach 
and  I  would  like  to  explain  to  my  col¬ 
leagues  my  reasons,  with  the  hope  or 
thought  in  mind  that  if  not  today,  at 
some  future  date,  this  type  of  tax  incen¬ 
tive  be  added  to  the  law. 

While  I  agree  that  the  change  in 
depreciation  rates  will  provide  the  most 
equitable  tax  incentive  without  discrim¬ 
ination  to  all  concerned,  I  still  believe 
there  is  considerable  merit  to  the  tax 
credit  approach  for  new  investment. 

The  administration  has  admitted 
that  the  recovery  from  the  so-called 
recession  has  not  been  as  full  or  as  rapid 
as  was  anticipated.  Unemployment  is 
considerably  higher  than  desired.  So 
the  President  is  asking  for  an  additional 
$0.6  billion  to  construct  public  works 
projects  in  the  depressed  areas  to  help 
alleviate  unemployment  and  to  encour¬ 
age  economic  development.  The  de¬ 
pressed  area  legislation  was  passed  by 
this  Congress  to  encourage  business  ex¬ 
pansion  and  growth  in  these  areas  of 
substantial  and  persistent  underemploy¬ 
ment.  This  carries  with  it  a  price  tag 
of  roughly  half  a  billion  dollars.  These 
are  only  immediate  and  temporary 
measures  to  try  to  eradicate  this  prob¬ 
lem. 

While  a  tax  credit  as  suggested  in 
this  bill  would  be  a  long-term  answer 
to  these  problems,  this  method  of  en¬ 
couraging  business  expansion  has  been 
termed  by  some  as  a  windfall  to  some 
industries  and  a  loss  of  revenue  to  the 
Treasury,  unbalancing  the  budget.  Call 
it  what  you  will  it  does  no  more  to  un¬ 
balance  the  budget  than  the  $0.6  billion 
for  public  works  and  the  $0.5  billion  for 
area  redevelopment.  But  the  important 
feature  that  seems  to  be  overlooked  is 
that  by  this  tax  credit  incentive  new 
business  would  be  created,  existing  busi¬ 
ness  would  be  encouraged  to  expand 
thereby  providing  new  jobs,  enhancing 
the  economy  on  a  long-term  basis.  I 
repeat,  Mr.  Chairman,  on  a  long-term 
permanent  basis  not  just  a  temporary 
shot  in  the  arm  manner  to  boost  the 
economy  for  the  time  being. 

If  this  country  is  to  continue  to  com¬ 
pete  favorably  with  the  Common  Mar¬ 
ket  and  other  free  nations  in  the  field 
of  international  trade,  industry,  and 
business  must  have  better  tax  incentives 
to  expand  and  promote  growth  and  pro¬ 
duction.  Because  our  standard  of  living 
is  so  much  higher  than  that  in  the  Com¬ 
mon  Market  countries,  we  cannot  hope 
to  compete  unless  we  do  grant  more  tax 
incentives. 


This  House  will  soon  be  considering 
legislation  to  beef  up  the  unemployment 
compensation  payments  and  to  make 
permanent  the  increase  in  payments  we 
granted  last  year.  This  will  add  to  the 
expense  of  industry,  add  to  their  tax  bur¬ 
den  and  further  burden  the  national 
budget.  It  is  far  better  to  grant  tax 
relief  to  provide  additional  jobs  and  to 
get  the  unemployed  off  the  relief  and 
welfare  rolls  than  to  continue  to  spend 
money  for  their  assistance  while  unem¬ 
ployed. 

In  my  humble  opinion,  there  would  be 
no  loss  in  revenue  to  the  Treasury  by 
granting  such  a  tax'  incentive  because 
the  demand  for  new  equipment,  the  ex¬ 
pansion  of  business  would  create  enough 
new  jobs  to  more  than  offset  the  loss 
of  revenue  from  the  tax  credit.  In  addi¬ 
tion  thereto,  we  would  save  the  money 
spent  on  area  redevelopment,  short-term 
public  works  projects,  and  increased  un¬ 
employment  benefits. 

The  Sixth  District  of  Ohio  is  one  of 
the  depressed  areas  of  this  country.  Six 
out  of  the  nine  counties  have  been  offi¬ 
cially  designated  as  such  by  the  Depart¬ 
ment  of  Commerce.  Many  of  the  areas 
have  their  overall  economic  development 
programs  approved  and  are  proceeding 
with  specific  projects,  yet  no  appreciable 
change  has  been  made  in  the  rate  of 
unemployment. 

However,  the  Norfolk  &  Western  Rail¬ 
way  is  in  the  process  of  developing  a 
great  industrial  park  in  Scioto  County. 
The  Norfolk  &  Western  is  spending  their 
money  to  acquire  this  site  because  of 
their  faith  in  the  future  of  this  area. 
The  land  acquisition  alone  amounts  to 
approximately  $1  million.  This  tax 
credit  incentive  will  enable  diversified 
industry  to  expand  and  locate  on  this 
site.  It  will  create  new  permanent  jobs 
for  the  people  of  this  depressed  area, 
thereby  taking  them  off  the  relief  rolls 
and  relieving  the  State  and  Federal  Gov¬ 
ernments  of  this  financial  burden.  It 
will  certainly  expand  our  economic 
growth  and  add  materially  to  our  gross 
national  product.  But,  above  all,  it  will 
be  a  permanent,  lasting  addition  to  our 
economy  via  the  free  enterprise  system 
without  intervention  of  the  Federal  Gov¬ 
ernment.  And,  in  the  long  run,  mean 
more  to  the  people  of  this  country  than 
any  other  single  action  this  Congress 
could  take. 

I  would  earnestly  urge  my  colleagues, 
with  the  sincerest  conviction,  that  should 
this  tax  credit  proviso  be  deleted  from 
the  bill  today  that  it  be  included  at  a 
later  date  in  an  appropriate  measure. 
I  feel  that  it  will  go  a  long  way  to  answer¬ 
ing  the  problem  of  the  Common  Market 
and  expanding  our  own  growth  and 
economy. 

I  regret  that  I  am  going  to  have  to 
vote  for  the  motion  to  recommit  with 
instructions,  because  I  am  violently  op¬ 
posed  to  a  withholding  tax  on  dividends 
and  interest  and  this  will  have  the  effect 
of  voting  down  also  this  tax  credit  in¬ 
centive,  yet  I  strongly  favor  it.  That  is 
why  I  said  to  you  earlier  that  I  am  in  a 
difficult  position,  but  rest  assured  I  be¬ 
lieve  such  an  incentive  should  be  in  the 
law  to  encourage  new  business  and  in¬ 
dustrial  expansion. 


Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the  gen¬ 
tleman  from  Minnesota  [Mr.  Langen]. 

(Mr.  LANGEN  asked  •  and  was  given 
permission  to  revise  and  extend  his  re- 

nidirks  ) 

Mr.  LANGEN.  Mr.  Chairman,  it  is 
rather  unique  that  we  have  before  us 
today  a  major  tax  bill  that  proposes 
absolute^  no  increase  in  revenue.  This 
is  particularly  unique  when  you  consider 
the  financial  plight  of  this  nation. 

We  have  already  increased  the  tem¬ 
porary  debt  limit  by  $2  billion  and  will 
be  asked  to  increase  it  by  another  $8 
billion  before  this  session  ends.  About 
10  percent  of  our  national  budget  is  spent 
in  just  paying  the  interest  on  this  stag¬ 
gering  debt. 

It  is  argued  that  the  compromises  have 
leveled  the  inequities  of  the  original 
package;  that  no  longer  does  the  bill 
represent  a  loss  of  revenue.  I  wonder. 
Some  of  the  revenue-producing  provi¬ 
sions  of  the  bill  will  not  take  effect  until 
later  years,  so  the  prospect  for  fiscal 
1963  is  to  unbalance  the  budget  by  per¬ 
haps  several  hundred  million  dollars. 

Then,  just  what  is  this  tax  proposal, 
and  what  does  it  propose  to  accomplish? 
First  of  all,  it  contains  a  dozen  different 
tax  changes,  none  really  related  to  the 
others.  We  are  asked  to  vote  “yes”  or 
“no,”  with  no  change  to  consider  each 
unrelated  feature  on  its  own  merit.  I 
consider  this  a  poor  way  to  legislate. 

Even  if  this  tax  package  corrected  a 
host  of  glaring  inequities,  there  might  be 
some  reason  for  considering  it.  But  it 
does  note.  It  opens  as  many  new  loop¬ 
holes  as  it  closes.  And  in  my  opinion, 
these  are  discriminatory  loopholes. 

The  Revenue  Act  of  1962  does  ab¬ 
solutely  nothing  except  shift  the  tax 
burden  from  one  group  to  another;  a 
basic  shift  from  big  business  to  the 
individual. 

The  bill  attempts  to  give  consideration 
to  large  corporations  as  an  incentive  to 
expand  and  improve.  I  have  yet  to  hear 
any  enthusiastic  utterings  from  either 
big  business  or  labor.  In  fact,  a  rela¬ 
tively  small  group  of  the  largest  corpora¬ 
tions  will  really  benefit  from  this  wind¬ 
fall,  to  the  disadvantage  of  smaller  in¬ 
dustries  and  the  individual  taxpayer. 

I  certainly  recognize  the  need  to  speed 
the  economic  growth  of  this  Nation  by 
encouraging  investment  in  plant  and 
equipment.  I  have  seen  proposals,  how¬ 
ever,  that  I  feel  would  go  much  further 
toward  meeting  this  objective.  But  here 
we  are  today,  forced  to  consider  this 
whole  hodgepodge  tax  package,  includ¬ 
ing  the  provisions  for  business  incentive, 
on  a  take  it  or  leave  it  basis.  The  Amer¬ 
ican  public  deserves  a  bit  more  consid¬ 
eration  than  this. 

We  all  know  that  you  cannot  create 
bonanzas  for  big  business  and  still  bal¬ 
ance  the  ledger  without  penalizing  some 
other  group.  This  country  has  a  ready 
scapegoat,  the  little  man  who  needs  every 
dollar  he  can  lay  his  hands  on.  Take 
the  withholding  feature  on  interest  and 
dividend  income  as  an  example.  Even 
with  the  paupers  oath  exemption  in  the 
compromise,  we  force  a  great  many  peo¬ 
ple  to  live  on  20  percent  less  income  for 
a  whole  year  before  they  can  be  eligible 
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for  refunds.  And  I  fail  to  see  that  the 
resulting  muddle  of  overwithholding  is 
going  to  be  eliminated  in  practice. 

Sometimes  I  wonder  what  our  people 
back  home  think  when  they  finally 
realize  what  their  Congress  is  doing. 
They  certainly  realize  this  shift  of  the 
tax  burden  is  not  in  favor  of  the  in¬ 
dividual  and  is  not  in  the  interest  of 
balancing  future  budgets.  They  cer¬ 
tainly  must  come  to  the  conclusion  that 
their  Government  must  seriously  dis¬ 
trust  the  man  on  the  street  by  the  impli¬ 
cation  that  he  uses  every  conceivable 
loophole  to  avoid  paying  his  just  taxes. 
One  of  these  days  he  is  going  to  wonder 
just  who  owns  this  country.  And  when 
he  exerts  the  privileges  of  his  rightful 
ownership,  we  may  find  the  distrust  on 
the  other  foot. 

Not  all  of  the  features  of  this  bill  are 
bad.  But  enough  of  them  are  bad  to 
make  the  whole  package  objectionable, 
especially  when  we  are  not  allowed  to 
work  our  will  on  it.  With  the  increase  in 
the  debt  limit  facing  us,  I  see  no  merit 
in  a  measure  that  does  nothing  to  raise 
revenues.  Even  if  this  bill  corrected  in¬ 
equities,  it  might  be  good.  But  it  does 
not.  It  merely  shifts  the  tax  burden 
from  one  group  to  another,  creating 
more  inequities  than  it  solves. 

To  say  that  I  have  serious  reservations 
about  this  piecemeal  tax  package  is  the 
understatement  of  the  session.  I  am  sure 
many  other  Members  have  similar  res¬ 
ervations.  It  is  unfortunate  that  the 
taxpayers  of  our  Nation  must  lose  once 
more  by  the  refusal  of  this  body  to  allow 
their  elected  representatives  the  privi¬ 
lege  of  considering  more  responsible  al¬ 
ternatives. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the  gen¬ 
tleman  from  New  York  [Mr.  Derounian]  . 

(Mr.  DEROUNIAN  asked  and  was 
given  permission  to  revise  and  extend 
his  remarks.) 

Mr.  DEROUNIAN.  Mr.  Chairman, 
the  bill  that  is  before  you  today  is  a 
hodgepodge  of  lures,  a  hodgepodge  of 
conflicts.  Various  little  expedients,  en¬ 
ticements,  and  panaceas  have  been  put 
into  the  bill  in  hasty  fashion  right  and 
left  to  lure  a  vote  here  and  a  vote  there 
in  a  desperate  effort  to  get  this  unwise 
tax  package  passed  and  over  to  the 
Senate. 

The  administration  which  wants  to 
move  this  bill  is  promising  almost  all 
things  to  all  men  to  get  your  votes  on 
this  floor  knowing  perfectly  well  that 
once  you  have  sent  it  to  the  other  body 
you  will  have  lost  complete  control  of 
it.  Those  of  you  who  are  planning  to 
vote  for  the  bill  because  of  any  of  these 
scattered  panaceas  or  because  of  some 
particular  provision  for  which  you  may 
have  a  great  enthusiasm  are  certainly 
risking  great  disillusionment. 

This  is  particularly  true  for  the  big 
cureall.  Those  of  you  who  have  some 
special  reasons,  good  or  bad,  for  favoring 
the  investment  credit  need  not  expect  to 
find  it  continued  in  effect  very  long  if  it 
ever  is  enacted  into  law.  I  predict  that 
if  the  investment  credit  becomes  opera¬ 
tive  the  consequent  revenue  loss  will  be 


such  as  to  cause  Treasury  to  urge  its  re¬ 
peal  more  urgently  than  it  advocated  its 
enactment. 

I  think  most  of  you  know  in  your  souls 
that  the  investment  credit  is  a  subsidy 
which  the  business  community  of  the 
United  States  does  not  want  and  that  if 
enacted  it  is  just  a  temporary  pork  barrel 
subsidy,  mostly  going  to  big  business. 
Big  business -may  accept  the  sop  handed 
to  it  on  a  silver  platter  and  will  not  make 
one  additional  dime  of  equipment  ex¬ 
penditure  other  than  that  which  it  would 
make  anyway.  If  the  investment  credit 
were  the  only  subject  before  you  it  could 
not  muster  a  majority  vote  on  the  floor 
of  this  House.  It  is  just  that  bad. 

But  those  who  will  vote  for  this  credit 
will  be  augmented  by  the  splinter  votes 
of  those  of  you  who  find  some  little  al¬ 
lure  here  and  there  in  other  provisions 
of  the  bill  ji  some  of  the  hastily  added, 
but  temporary,  panaceas. 

Some  of  these  splinter  votes,  for  exam¬ 
ple,  will  be  the  votes  of  persons  who  did 
support  the  administration’s  efforts  to 
put  increased  taxes  on  mutual  savings 
banks,  building  and  loan  associations, 
et  cetera.  Just  to  get  the  bill  reported 
out  of  the  Ways  and  Means  Committee, 
the  tough  administrations  proposals  had 
to  be  severely  watered  down.  Many  of 
you  who  did  not  like  the  original  tax 
proposals  for  these  banking  institutions 
will  no  doubt  vote  for  the  bill  on  the 
basis  that  you  had  better  play  safe  and 
accept  the  watered  down  tax  provisions. 

But  the  impact  of  section  8  on  these 
institutions  was  only  watered  down  to 
make  this  part  of  the  bill  palatable  on 
the  floor  of  this  House.  Once  the  House 
passes  this  bill  with  these  provisions  in 
it  we  risk  not  recognizing  them  when 
they  may  return  to  us  with  the  full  ad¬ 
ministration  proposals  restored.  This 
will  be  at  a  time  when  we  will  have  lit¬ 
tle  or  no  effective  control  over  any  pro¬ 
visions  of  the  bill. 

Some  more  splinter  votes  are  pro¬ 
duced  by  the  truly  phony,  but  tempo¬ 
rary,  panaceas  which  were  hastily  put 
in  to  make  the  withholding  tax  provi¬ 
sions  less  unpalatable.  Notice  I  did  not 
say  “more  palatable.” 

These  panaceas  are  entirely  illusory. 
One  of  them  is  the  exemption  certificate 
for  children,  another  is  the  exemption 
certificate  for  those  persons  who  can 
swear  they  will  owe  no  income  tax  at  all, 
and  another  panacea  is  the  so-called 
quickie  quarterly  refund  for  small  tax¬ 
payers. 

If  you  have  taken  time  to  read  these 
provisions  of  the  bill  containing  these 
panaceas  you  will  be  shocked  at  their 
complexity  and  amazed  that  any  reason¬ 
able  person  would  think  the  millions  of 
lower  income  people  they  are  supposed 
to  benefit  could  make  use  of  them. 

But  they  are  put  in,  and  very  delib¬ 
erately,  with  the  thought  of  soliciting  a 
few  more  votes  on  the  House  floor  to 
help  get  a  majority  for  this  bill.  And 
you  have  been  and  will  be  given  all  sorts 
of  sweet  cliches  about  how  sweeping  and 
effective  these  panaceas  are.  But,  mark 
my  words,  the  passage  of  these  withhold¬ 
ing  provisions  in  the  House  bill  are  just 
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the  beginning.  The  Treasury  will  be 
back  seeking  more  stringent  rules.  We 
will  then  have  no  practical  say  about  the 
ground  rules  we  established  in  these 
temporary  items  that  procured  your  vote 
to  send  the  bill  to  the  Senate.  The  pro¬ 
posed  rules  will  not  work  and  the  Treas¬ 
ury  will  need  more  stringent  rules  to  re¬ 
place  those  it  is  now  willing  to  accept. 

When  some  of  the  supporters  of  this 
bill  tell  you  with  vigor  that  the  with¬ 
holding  tax  exemption  certificate  and 
refund  provisions  are  very  simple  and 
work  very  easily,  ask  them  about  the  98 
percent  of  the  30  million  voters  who  will 
wear  the  hair  shirt  of  the  withholding 
tax  who  cannot  possibly  use  the  exemp¬ 
tion  provisions. 

And,  also,  when  they  tell  you  such 
things — as  I  am  sure  they  will — ask 
them  this:  If  that  is  so,  why  did  the 
administration  repeatedly  oppose  ex¬ 
emption  certificates  on  the  ground  that 
they  would  be  unworkable  and  too  com¬ 
plex?  This  is  spread  throughout  Treas¬ 
ury  testimony  of  the  printed  Ways  and 
Means  hearings;  it  is  there  for  you  to 
read.  Pleasant  words  today  on  this  floor 
cannot  erase  or  obliterate  those  printed 
facts. 

Many  of  you  are  disturbed  about  the 
provisions  of  the  bill  which  put  crushing 
and  destructive  penalties  on  U.S.  busi¬ 
ness  overseas  and  I  refer  to  such  sections 
as  section  11,  section  13,  section  15,  and 
section  16.  But  many  of  you  cannot 
possibly  understand  them  as  written  be¬ 
cause  of  their  technical  complexity.  As 
a  result  many  of  you  are  being  lulled 
into  voting  for  this  bill  by  sweeping* 
cliches  by  administration  spokesmen  to 
the  effect  that  all  these  sections  do  is 
dispose  of  the  problem  of  those  little  old 
sham,  phony  paper  foreign  corporations, 
or  those  nasty  Americans  who  do  some 
tax  chiseling  abroad,  and  also  some 
mumbo-jumbo  about  the  balance  of  pay¬ 
ments,  plus  pontifications  about  equal¬ 
ity,  equity,  and  neutrality.  None  of 
these  party  line  approaches  that  are  be¬ 
ing  fed  to  you  by  evex-y  possible  medium 
tell  you  the  real  truth. 

These  are  commerce  control  clauses, 
not  revenue  legislation.  These  provi¬ 
sions  are  being  inflicted  on  all  American 
oversea  businesses  of  every  kind,  every 
single  company  that  flies  the  American 
flag  through  American  voting  control. 
Included  in  their  sweep  are  not  only  the 
small  fraction  bf  1  percent  of  the  tax 
dodgers  but  the  entire  group — 100  per¬ 
cent — of  American  controlled  oversea 
companies.  Every  single  company.  All 
honest  businesses  are  lumped  in  with  the 
tax  fraud  artists  and  treated  at  the 
fraud  level. 

Not  revealed  to  you  by  all  the  cliches 
and  sweeping  broadsides  that  have  been 
aimed  at  you  is  the  fact  that  these  pro- 
visions  are  very  carefully  tailored  to  cut 
the  throat  of  U.S.  business  overseas  and 
to  turn  their  oversea  markets  over  to 
foreign-owned  companies. 

Do  not  take  my  word  for  this,  just 
read  the  bill.  I  think  everyone  of  you 
owes  a  duty  to  his  country,  before  you 
vote  for  this  bill,  to  read  the  two  mi- 
nority  reports  which  discuss  these  sec- 
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tions.  They  are  true  and  they  are 
factual  and,  because  of  space  limita¬ 
tions,  even  they  do  not  disclose  the  en¬ 
tire  horror  picture  of  these  provisions  of 
the  bill. 

For  years  without  number  every  ad¬ 
ministration  has  encouraged  American 
business  to  go  overseas,  to  carry  the  flag 
and  build  up  the  rest  of  the  world.  For 
years  without  number  every  administra¬ 
tion,  except  this  one,  has  cheered  for 
U.S.  oversea  business.  Yet  one  section 
of  the  bill  is  carefully  contrived  to  pun¬ 
ish  American  oversea  business  for  hav¬ 
ing  gone  overseas,  and  to  punish  it 
retroactively  all  the  way  back  to  March 
1,  1913.  March  1,  1913  is  the  date  the 
U.S.  income  tax  was  first  imposed. 

The  section  is  section  16  and  if  you  do 
not  believe  it  is  retroactive  all  the  way 
back  to  March  1,  1913,  read  for  yourself 
its  true  effective  date.  Just  read  line  13 
of  page  161.  Just  pick  up  your  bill  and 
read  the  words  “after  February  28, 
1913.” 

Do  you  know  that  under  the  provi¬ 
sions  of  section  13  of  this  bill  American 
individuals  who  have  committed  the 
crime  of  being  controlling  stockholders 
of  a  good,  honest  business  corporation 
which  in  England  pays  a  53 -percent 
British  income  tax,  will  be  taxed  cur¬ 
rently  on  the  earnings  of  that  British 
corporation  at  the  individual  income  tax 
rates,  and  those  rates,  as  you  know, 
go  as  high  as  91  percent.  This  is  to  be 
done  even  though  British  income  tax  on 
that  British  company’s  earnings  has 
been  paid  at  the  British  53-percent  rate. 
Even  though  this  bill  would  tax  these 
stockholders  as  high  as  91  percent,  it  also 
denies  them  the  right  to  take  a  foreign 
tax  credit  for  the  53-percent  British  in¬ 
come  tax  paid.  This  is  not  taxation; 
this  is  confiscation.  And  I  am  not  talk¬ 
ing  about  tax  dodgers.  I  am  talking 
about  sturdy,  honest  American  business¬ 
men. 

This  section  13  does  do  this  and  no 
administration  spokesman  can  deny  it. 
Does  party  loyalty  require  that  you  vote 
and  cheer  for  this? 

Do  you  know — it  is  on  the  public 
records — that  one  of  the  principal  sup¬ 
porting  reasons  Secretary  Dillon  gave 
the  Ways  and  Means  Committee  for  the 
provisions  of  this  bill  which  are  delib¬ 
erately  intended  to  destroy  and  cripple 
U.S.  oversea  companies  is  this  shocker; 
that  he  wants  this  done  in  order  to  please 
the  finance  ministers  of  the  six  Euro¬ 
pean  Common  Market  countries? 

They  want  to  get  the  American-owned 
companies  out  of  their  countries  and 
Mr.  Dillon  wants  to  help  them  do  this — 
and  this  is  the  weapon  for  doing  it.  Do 
not  take  my  word  for  it;  read  page  33  of 
the  Secretary’s  printed  testimony  to  the 
Ways  and  Means  Committee. 

But  I  have  not  heard  of  a  single  one 
of  these  European  foreign  ministers  pro¬ 
posing  that  the  companies  of  his  own 
country  be  treated  this  way.  They 
preach  “Yankee,  go  home”  and  the  Sec¬ 
retary  agrees  and  this  is  his  weapon  to 
make  the  Yankee  businessman  come 
home. 

Who  are  you  going  to  vote  for:  the 
American  businessman  or  the  European 
finance  ministers?  This  issue  is  just 
that  raw. 


You  have  the  amazing  situation  on 
this  floor  today  that  many  of  the  sec¬ 
tions  of  this  bill,  if  voted  on  individually, 
would  be  voted  down.  Put  together  in 
a  package  with  the  panaceas  and  lures 
of  the  kind  I  have  mentioned  they  are 
expected  collectively  to  cook  up  enough 
votes  to  send  this  bill  to  the  Senate.  And 
I  must  repeat,  then  you  will  find  the 
lures  and  panaceas  removed.  What 
many  of  you  want  will  have  disap¬ 
peared — only  the  pain  will  remain.  But 
it  will  be  too  late  because  your  vote  will 
have  been  used  to  move  this  bill  this 
week. 

How  many  of  you  have  any  real 
stomach  for  voting  to  put  the  hair  shirt 
of  withholding  taxes  on  30  million 
American  voters  in  order  to  finance  a 
cockeyed  administration  economic  gad¬ 
get  which  would  feed  a  lot  of  pork  bar¬ 
rel  money  into  big  business.  How  popu¬ 
lar  are  you  going  to  be  at  home  when 
the  truth  of  this  seeps  back  to  your 
constituents? 

It  will  be  a  lame  excuse  to  try  to  de¬ 
scribe  to  constituents  the  last-minute 
razzle-dazzle  in  the  Ways  and  Means 
Committee  which  was  used  to  set  up  a 
smokescreen  to  the  effect  that  the  in¬ 
vestment  credit  really  would  not  cost 
anything  at  all  that  was  noticeable.  If 
it  were  going  to  cause  the  great  admin¬ 
istrative  revolution  that  its  proponents 
claim,  it  would  have  to  be  expensive. 
It  is  still  expensive,  but  you  are  being 
fed  a  party  line  in  every  administration 
speech  on  this  floor  that  it  will  do  great 
things  at  just  about  zero  cost.  It  is 
amazing  how  little  regard  some  people 
have  for  the  intellectual  acuteness  of 
Members  of  this  body. 

What  is  at  stake  in  this  bill  is  a  lot 
more  than  party  loyalty.  Basically,  the 
public  welfare  is  at  stake.  The  only 
driving  reason  to  pass  this  bill  in  this 
House  is  to  save  the  faces  of  the  admin¬ 
istration,  the  Treasury  and  of  some 
American  colleges  at  the  expense  of  the 
public  welfai’e. 

In  conclusion,  I  want  to  remind  you 
that  even  the  national  honor  is  at  stake 
in  this  bill.  A  number  of  provisions  of 
this  bill  directly  violate  a  great  many 
tax  treaties  to  which  the  United  States 
is  a  party.  When  we  signed  these 
treaties  we  pledged  our  national  honor 
to  respect  them.  But  section  21  of  the 
bill  as  a  two-line  unilateral  legislative 
fiat  nullifies  these  treaties.  Again,  do 
not  take  my  word,  read  section  21.  And 
do  not  let  anyone  tell  you  it  is  mean¬ 
ingless  and  just  affects  one  little  old 
clause  in  one  little  old  treaty.  Read 
the  minority  report  for  the  true  full 
facts. 

I  think  the  basic  issue  for  everyone 
of  you  in  this  bill  is  whether  you  wish 
to  save  the  national  interest  by  voting- 
down  the  bill  or  wish  to  decide  that  party 
loyalty  and  saving  the  administration 
face  is  more  important  than  the  public 
welfare.  The  issue  is  that  blunt  and 
that  brutal. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  consume  to  the 
gentleman  from  Michigan  [Mr.  Chamber- 
lain]. 

(Mr.  CHAMBERLAIN  asked  and  was 
given  permission  to  revise  and  extend  his 
remarks. ) 


Mr.  CHAMBERLAIN.  Mr.  Chairman, 
I  am  disappointed  in  this  bill.  Ever  since 
I  came  to  the  Congress  I  have  been  hear¬ 
ing  talk  of  major  tax  reform,  but  we 
never  get  around  to  doing  anything.  As 
one  who  has  consistently  advocated  the 
reduction  or  repeal  of  our  discriminatory 
excise  taxes,  I  want  to  take  this  oppor¬ 
tunity  to  call  attention  again  to  the  fact 
that  the  10-percent  tax  imposed  during 
the  Korean  war  to  discourage  automo¬ 
bile  production  is  still  on  the  books  al¬ 
though  almost  every  other  excise  tax  has 
been  reduced  or  repealed.  I  regret  that 
our  Ways  and  Means  Committee  has  not 
seen  fit  to  rectify  this  inequity  and  that 
they  see  nothing  wrong  with  imposing  a 
10 -percent  excise  tax  on  one  class  of 
manufacturing  and  not  so  taxing  other 
manufacturing.  As  I  have  urged  for  the 
past  6  years,  the  time  for  tax  reform  in 
this  area  is  long  overdue. 

Another  inequity  the  committee  has  ig¬ 
nored  in  reporting  this  bill  is  the  fact 
that  the  personal  exemption  has  re¬ 
mained  unchanged  since  1948  and  that 
inflation  during  this  period  has  in  effect 
reduced  the  tax  benefit  of  this  exemp¬ 
tion.  We  have  shown  considerable  con¬ 
cern  about  the  adjustment  of  the  salaries 
of  Federal  employees  to  compensate  for 
the  periodic  increases  in  cost  of  living. 
Why  should  we  likewise  not  be  concerned 
over  maintaining  the  dollar  value  of  the 
personal  exemption  for  our  Nation’s  tax¬ 
payers?  According  to  my  own  rough 
computations,  we  should  raise  the  per¬ 
sonal  exemption  to  more  than  $750  to¬ 
day  to  maintain  the  same  relative  tax 
advantage  accorded  the  taxpayer  in  1948 
when  the  $600  figure  was  enacted.  I  re¬ 
gret  we  have  not  yet  found  time  to  get 
about  the  much  needed  job  of  major  tax 
revision. 

Mr.  Chairman,  for  the  reasons  that 
have  been  brought  out  in  this  debate, 
I  intend  to  support  the  motion  to  recom¬ 
mit  this  bill. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Mis¬ 
souri  [Mr.  Hall]. 

(Mr.  HALL  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  HALL.  Mr.  Chairman,  I  would 
like  to  qualify  on  the  basis  of  the  pro¬ 
poser  of  two  additional  tax  revision  bills 
which  I  still  think  would  be  excellent 
legislation;  and  as  a  taxpayer-doctor  I 
cannot  support  this  bill  in  its  present 
form  for  many  reasons  involving  the  dis¬ 
trict  from  which  I  come,  and  the  people 
I  represent.  But  I  would  like  to  address 
myself  to  three,  primarily. 

Unfortunately  the  trend  in  Washing¬ 
ton  seems  to  be,  not  to  simplify  our  tax 
laws,  but  to  make  them  increasingly 
difficult  to  understand.  Instead  of  rec¬ 
ognizing  that  we  ought  to  start  again — 
from  scratch — and  make  our  tax  laws 
simple  and  understandable  to  those  who 
must  pay  taxes;  over  the  years  the  Con¬ 
gress  has  relied  instead  on  patchwork 
legislation,  amending  previous  laws, 
eliminating  old  loophooles,  and  some¬ 
times  creating  new  loopholes  in  the 
process. 

The  end  result  has  been  a  bureaucratic 
nightmare,  so  involved  and  so  detailed 
that  the  responsibility  for  determining 
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tax  liability  is  less  and  less  in  the  hands 
of  our  elected  officials,  and  more  and 
more  in  the  hands  of  nameless  clerks  in 
the  Office  of  Internal  Revenue,  who  im¬ 
plement  the  law  and  write  regulations. 
Sometimes  they  twist  the  original  legis¬ 
lative  intent. 

I  regret  to  say  that  the  legislation 
being  considered  this  week  on  the  floor 
of  the  House  falls  into  this  category.  New 
complex  regulations  are  being  piled  on 
top  of  old  complex  regulations  so  that 
the  end  result  will  resemble  a  patchwork 
quilt  understandable  only  to  the  most 
competent  tax  accountants,  and  subject 
to  different  interpretation  even  among 
them.  A  year  ago  the  President  indicate 
that  he  would  authorize  a  study  of  our 
tax  laws  in  order  to  form  a  basis  for 
overall  and  comprehensive  tax  revision. 

This  has  not  come  to  pass,  and  the  leg¬ 
islation  before  the  House  this  week  is, 
at  best,  a  temporary  expedient,  which 
does  not  begin  to  touch  upon  our  real 
problems  in  the  field  of  taxation. 

Secondly,  the  foreign  provisions  of  the 
proposed  Revenue  Act  of  1962,  hastily 
and  ill  conceived,  are  based  on  four  false 
assumptions. 

First  is  that  because  a  U.S.  corporation 
owns  over  50  percent  of  the  voting  stock 
of  a  foreign  corporation,  the  former  can 
cause  the  latter  to  do  what  the  executive 
branch  of  the  U.S.  Government  presently 
believes  these  foreign  corporations 
should  do.  This  ignores  the  corporate 
laws  of  foreign  countries,  the  conces¬ 
sions  and  permits  granted  by  foreign 
governments  for  such  ownership,  the 
minority  stockholders  in  such  corpora¬ 
tions,  the  economic  well-being  of  the 
foreign  corporations  and  the  economic 
and  political  interests  of  the  countries  in 
which  they  are  located,  and  the  customs 
and  traditions  of  those  countries.  To  be 
successful  and  endure,  a  foreign  corpora¬ 
tion,  regardless  of  stock  ownership,  must 
conduct  itself  in  the  economic  interest  of 
the  country  of  incorporation,  not  in  the 
interest  of  the  U.S.  Internal  Revenue 
Service  or  in  accordance  with  what  some 
members  of  the  present  administration 
of  the  U.S.  Government  think  it  should 
do. 

Secondly,  probably  recognizing  point 
one,  the  executive  branch  of  the  U.S. 
Government  says,  “So  what,  you’ll  be 
taxed  anyway.”  There  are  already  too 
many  provisions  of  the  present  revenue 
code  that  tax  on  the  basis  of  constructive 
receipt  of  income  instead  of  actual.  The 
proposed  bill  is  a  further  and  major  step 
in  that  direction.  This  is  a  vicious  doc¬ 
trine.  Regardless  of  how  well  tax  bills 
are  written,  they  cannot  be  made  exact 
quantitative  formulas  in  the  matters  in 
question.  This  leaves  in  the  hands  of 
the  thousands  of  agents  of  the  Internal 
Revenue  Service  the  arbitrary  power, 
with  only  lengthy  and  costly  recourse,  to 
determine  matters  of  great  importance 
and  in  effect  dictate  how  foreign  business 
should  operate. 

Thirdly,  contrary  to  the  protestations 
of  the  Treasury  Department,  the  long¬ 
term  effect  of  the  foreign  provisions  of 
the  bill  would  be  to: 

First.  Reduce  U.S.  tax  revenues.  A 
great  part  of  the  new  taxes  imposed  by 
the  bill  would  be  taxed  by  the  foreign 


countries  in  which  U.S.  subsidiaries 
operate,  and  revenue  now  received  by 
U.S.  industry  from  foreign  subsidiaries 
would  be  dried  up  by  the  advantages 
given  foreign  competition. 

Second.  The  present  foreign  business 
of  U.S.  firms  would  be  hampered  to  the 
point  that  they  would  probably  have  to 
cease  operations  and  their  business 
would  be  surrendered  to  foreign  com¬ 
panies. 

Third.  U.S.  exports  would  suffer  by 
reason  of  the  fact  that  a  large  part  of  ex¬ 
ports  from  the  United  States  is  made  to 
foreign  subsidiaries.  As  a  corollary, 
employment  in  the  States  would  suffer. 

Fourth.  The  position  of  the  United 
States  with  respect  to  the  balance  of 
payments  would  suffer  from  a  drying  up 
of  royalty,  dividend  and  other  income 
from  abroad  and  what  would  un¬ 
doubtedly  follow  is  a  flight  of  foreign 
capital  from  the  stock  of  U.S.  com¬ 
panies  by  reason  of  the  more  favorable 
position  of  foreign  companies  in  over¬ 
sea  markets. 

Finally,  or  fourth,  the  foreign  provi¬ 
sions  of  the  proposed  tax  bill  are  incon¬ 
sistent  with  the  administration  policy, 
with  which  I  fully  concur,  as  expressed 
in  H.R.  9900  with  respect  to  foreign 
trade.  The  results  of  the  application  of 
the  tax  bill  would  hinder  rather  than 'en¬ 
courage  foreign  trade.  Here  is  an  ex¬ 
cellent  example  of  the  right  hand  of  gov¬ 
ernment  not  knowing,  or  at  least  not  car¬ 
ing,  what  the  left  is  doing.  The  foreign 
tax  provisions  are  well  calculated  to 
alienate  allied  nations  and  lose  friend¬ 
ship  in  others. 

Third.  I  believe  it  totally  fails  to  ac¬ 
complish  its  avowed  purpose — the  step¬ 
ping  up  of  incentives  in  order  to 
create  new  jobs.  Thus  far  the  only  real 
progress  in  putting  men  back  to  work 
since  a  year  ago  January  has  taken 
place  in  two  fields.  First,  we  have  added 
almost  100,000  employees  on  the  Federal 
payroll;  and  second,  we  have  called  up 
approximately  155,000  reservists.  The 
former  method  is  indefensible  and  the 
latter  method  hardly  can  be  considered 
a  solution  to  problems  of  unemployment, 
nor  is  it  likely  to  result  in  an  increase 
in  our  gross  national  product. 

Reliance  on  an  investment-credit 
rather  than  on  an  accelerated  deprecia¬ 
tion  allowance  means  that  we  are  un¬ 
willing  to  listen  to  businessmen  on  ques¬ 
tions  involving  business. 

A  basic  fundamental  of  tax  legislation 
would  seem  to  be  that  it  not  be  discrim¬ 
inatory.  Yet  the  use  of  investments 
credits  is  discrimination  at  its  worst. 
Firms  which  have  expanded  on  then- 
own  without  tax  inducements,  will  be 
penalized  in  favor  of  their  competitors 
who  by  sitting  tight,  will  now  receive 
a  tax  windfall  for  their  delay. 

The  use  of  an  investment  credit  would 
have  very  limited  if  any  effect  on  the 
retail  and  service  industries,  and  in  our 
changing  economy  these  industries  have 
been  providing  a  larger  and  larger  share 
of  job  opportunities. 

On  the  other  hand  the  United  States 
ranks  among  the  very  lowest  countries 
in  the  world  in  its  allowances  for  de¬ 
preciation.  One  reason  that  our  over¬ 
sea  competitors  have  made  such  rapid 


4975 

inroads  in  American  markets  is  that 
they  have  the .  advantage  of  being  able 
to  write  off  obsolete  equipment  at  a  faster 
rate  than  their  American  counterparts. 
Combine  this  easier  depreciation  schedule 
with  our  foreign-aid  dollars,  and  a  lower 
wage  rate,  and  it  is  not  difficult  to  see 
why  we  are  being  caught  in  a  competi¬ 
tive  spider  web. 

Still  another  aspect  of  H.R.  10650  to 
which  I  strenuously  object  is  the  pro¬ 
vision  to  institute  a  20  percent  withhold¬ 
ing  tax  on  dividends  and  interest. 

Here  we  are  not  getting  at  the  wealthy 
stockholder  or  the  millionaire.  His 
stockholdings  are  such  that  he  would  not 
dare  to  evade  his  taxes.  We  are  instead 
reaching  the  widows,  the  retirees  and 
those  who  have  small  but  important  sav¬ 
ings  in  banks,  in  savings  and  loan  in¬ 
stitutions,  and  in  stocks,  others  are 
thrifty  or  frugal  enough  (still  to  be  en¬ 
couraged  in  the  United  States  of  Amer¬ 
ica)  hoping  to  have  put  a  fund  in  inter¬ 
est-bearing  trusts,  not  Federal  bonds,  for 
their  children’s  education.  There  are 
literally  hundreds  of  thousands  of  these 
people  with  limited  incomes.  A  great 
many  of  them  are  over  65  years  of  age. 

In  most  instances  a  20  percent  with¬ 
holding  tax  is  far  more  than  they  ulti¬ 
mately  are  required  to  pay.  These  are 
the  people  least  able  to  hire  accountants 
or  attorneys  to  handle  the  maze  of  paper¬ 
work  that  would  allow  them  to  be  exempt 
from  its  provisions.  They  have  a  dif¬ 
ficult  enough  time  filing  one  tax  report 
a  year,  let  alone  trying  to  keep  up  with 
quarterly  refunds.  There  are  many  such 
retired  persons  in  the  Ozarks,  and  may 
their  tribe  increase. 

These  are  the  people  we  are  threaten¬ 
ing  with  a  new  bureaucratic  nightmare. 

I  submit  that  the  great  majority  of  these 
people  are  honest,  they  do  pay  their  taxes, 
it  is  not  necessary  to  send  a  swarm  of 
internal  revenue  agents  to  harass  them 
as  was  done  recently  in  the  town  of 
Fordyce,  Ark. — see  Congressional  Rec¬ 
ord,  March  28,  1962,  page  A2411. 

These  are  the  same  people  for  whom 
the  costs  of  food,  of  shelter,  of  housing, 
of  medical  care,  pose  a  special  problem. 

I  will  not  be  a  party  to  any  bill  which 
adds  to  that  problem  and  therefore  I  will 
not  support  H.R.  10650  in  its  present 
form. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
such  time  as  he  may  require  to  the  gen¬ 
tleman  from  New  Jersey  [Mr.  Wall- 
hauser]. 

Mr.  WALLHAUSER.  Mr.  Chairman, 
the  Revenue  Act  of  1962,  in  my  opinion, 
will  not  accomplish  either  one  of  the 
purposes  of  a  revenue  act,  which  in  the 
first  place  would  seem  to  be  to  raise 
revenue,  or  in  the  second  place  should  be 
designed  to  stimulate  the  economy  and 
produce  more  income  for  the  citizens  of 
the  United  States,  but  actually  its  pass¬ 
age  could  well  have  the  contrary  effect. 

The  investment  credit  proposal,  which 
apparently  has  not  been  demanded  by 
the  main  beneficiaries,  will  provide  an 
unlooked  for  windfall  to  a  relatively 
small  group.  If  we  were  assisting  the 
individual,  or  if  we  were  rewarding,  in 
a  definite  and  proven  way,  industry  for 
providing  more  jobs,  one  could  find  no 
great  fault  with  this  effort,  but  my  opin- 
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ion  is  that  this  will  not  bring  about  the 
desired  result.  The  tax  on  savings  in¬ 
stitutions  could  well  hurt  the  housing  in¬ 
dustry  and  the  financing  of  homes  which 
is  so  important  in  the  economy  of  this 
Nation,  and  the  withholding  on  interest 
and  dividends  will  produce  massive  over¬ 
withholding  to  the  disadvantage  of  un¬ 
told  numbers  of  people  and  prove  to  be 
a  costly  and  unnecessary  headache  for 
those  whose  duty  it  would  be  to  admin¬ 
ister  this  section  of  the  act. 

In  general,  there  are  so  many  features 
of  this  legislation  that  could  be  classed 
as  either  unnecessary  or  unfair,  that  I 
have  come  to  the  conclusion  that  I  will 
have  to  vote  against  this  legislation  in 
its  present  form. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
5  minutes  to  the  gentleman  from  Mon¬ 
tana  tMr.  BattinJ. 

(Mr.  BATTIN  asked  and  was  given 
permission  to  revise  and  extend  his 
remarks.) 

Mr.  BATTIN.  Mr.  Chairman,  I  ap¬ 
preciate  the  time  of  the  Committee  and 
have  some  questions  and  observations 
concerning  the  tax  bill.  The  debate  so 
far  follows  along  the  lines  dealing  pri¬ 
marily  with  the  question  of  withholding 
on  interest  and  dividends.  I  would  like 
to  ask  the  gentleman  from  Wisconsin  if 
it  is  not  true  under  the  present  law,  that 
any  person  who  files  a  fraudulent  tax 
return,  that  is,  leaving  out  part  of  his 
or  her  income  which  is  derived  from 
any  source,  is  subject  to  imprisonment 
in  a  Federal  penitentiary? 

Mr.  BYRNES  of  Wisconsin.  Of 
course,  if  a  person  files  a  fraudulent  re¬ 
turn  and  it  is  proved  to  be  a  fraudulent 
return  that  person  would  be  subject  to 
a  criminal  penalty,  the  gentleman  is  ab¬ 
solutely  right. 

Mr.  BATTIN.  It  would  seem  to  me 
then,  following  the  law  that  we  presently 
have  on  the  statute  books,  it  is  not  so 
much  a  question  of  people  not  paying 
their  taxes,  but  it  is  a  question  of  failing 
to  enforce  the  present  laws.  Therefore, 
the  statements  made  today  are  an  in¬ 
dictment  of  a  great  many  people  in  this 
country.  To  say  on  this  floor  there  are 
a  lot  of  dishonest  people  in  the  United 
States  who  do  not  believe  in  paying  their 
share  of  the  taxes,  and  that  is  what  has 
been  said  here,  is  far  from  the  truth. 

I  would  prefer  to  think,  and  I  cer¬ 
tainly  believe  that  a  great  percentage  of 
the  people  in  this  country  are  honest  and 
they  do  pay  their  fair  share  of  the  taxes. 
The  figures  that  are  pulled  out  of  the 
air,  for  example,  a  loss  in  taxes  of  $850 
million  from  interest  on  income,  is  just 
a  figure.  Nobody  has  taken  this  floor 
during  the  2  days  of  debate  and  given 
any  legitimate  figure  and  information  as 
to  where  they  get  a  tax  loss  figure  of 
$850  million,  or  what  this  new  bill  would 
bring  in.  To  bring  in  legislation  just 
for  the  sake  of  trying  to  bring  a  bill  be¬ 
fore  the  House  for  consideration  that 
does  not  do  equity  to  the  people  involved, 
as  the  gentleman  from  Virginia  [Mr. 
Harrison]  says,  to  the  young  widows  who 
are  not  paying  their  tax  is  to  me  an  in¬ 
dictment  of  a  great  many  people,  liter¬ 
ally  hundreds  of  people  who  have  written 
to  every  Member  of  this  Congress  saying 
that  they  are  living  off  of  income  that 


they  receive  from  interest  and  dividends 
and  to  penalize  them  because  we  are  not 
enforcing  the  present  laws  of  this  coun¬ 
try  seems  to  me  to  be  a  rather  shabby 
way  to  treat  the  taxpayers  of  this 
country. 

Mr.  BAKER.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  BATTIN.  I  yield  to  the  gentle¬ 
man  from  Tennessee. 

Mi-.  BAKER.  I  compliment  the  gen¬ 
tleman  on  his  observation,  and  his  ex¬ 
cellent  remarks.  You  are  absolutely 
correct.  I  think  more  than  90  percent 
of  these  taxpayers  would  pay  their  tax 
if  they  were  properly  informed  and  they 
would  include  the  interest  and  dividends 
in  their  gross  income. 

The  criminal  sections  apply  equally 
to  that  part. 

Mr.  BATTIN.  I  thank  the  gentleman. 

Mr.  GEORGE  P.  MILLER.  Mr.  Chair¬ 
man,  I  make  the  point  of  order  that  a 
quorum  is  not  present. 

The  CHAIRMAN.  The  Chair  will 
count.  Fifty  Members  are  present,  not 
a  quorum.  The  Clerk  will  call  the  roll. 

The  Clerk  called  the  roll  and  the  fol- 
ilowing  Members  failed  to  answer  to 
their  names: 

[Roll  No.  50] 


Andrews 

Barrett 

Bates 

Bennett,  Mich. 

Brooks 

Carey 

Clancy 

Colmer 

Curtis,  Mass. 

Davis,  Tenn. 

Dent 

Dingell 

Evins 


Fogarty  Roberts,  Ala. 

Gray  Selden 

Hebert  Shelley 

Hoffman,  Mich.  Sheppard 


Holifield 
Johnson,  Wls. 
Jones,  Ala. 
Kearns 
Latta 
Moulder 
Nygaard 
Powell 
Rains 


Short 

Smith,  Miss. 

Spence 

Teague,  Tex. 

Tollefson 

Tupper 

Walter 

Wilson,  Ind. 


Accordingly  the  Committee  rose;  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Roosevelt,  Chairman  of  the  Com¬ 
mittee  of  the  Whole  House  on  the  State 
of  the  Union,  reported  that  that  Com¬ 
mittee,  having  had  under  consideration 
the  bill  H.R.  10650,  and  finding  itself 
without  a  quorum,  he  had  directed  the 
roll  to  be  called  when  397  Members  re¬ 
sponded  to  their  names,  a  quorum,  and 
he  submitted  herewith  the  names  of  the 
absentees  to  be  spread  upon  the 
Journal. 

The  Committee  resumed  its  sitting. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  5 
minutes  to  the  gentleman  from  Georgia 
[Mr.  FlyntL 

(Mr.  FLYNT  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  FLYNT.  Mr.  Chairman,  I  sup¬ 
port  the  Revenue  Act  of  1962  which  is 
designated  as  H.  R.  10650. 

Like  most  of  us  when  any  revenue  bill 
comes  up,  when  any  tax  bill  comes  up, 
there  is  a  normal  human  tendency  to 
view  it  with  misgivings.  That  was  my 
reaction  when  I  first  began  to  study 
the  bill  which  the  Committee  on  Ways 
and  Means  reported  to  the  House  of 
Representatives. 

When  I  first  began  to  study  this  bill, 
I  reached  the  conclusion  that  if  I  had 
drawn  it,  I  would  have  made  certain 
major  changes  in  it  to  begin  with.  Then 
upon  reading  it  further  and  upon  read¬ 
ing  portions  of  the  hearings  before  the 
Committee  on  Ways  and  Means,  and 


upon  reading  the  committee  report 
which  accompanied  H.R.  10650,  I  began 
to  see  that  there  was  good,  sound,  logical 
reasoning  for  nearly  every  single  provi¬ 
sion  in  this  revenue  act  of  1962. 

Time  will  not  permit  me  to  give  any 
more  than  just  a  brief  resume  of  what 
this  bill  would  do.  I  could  not  even  be¬ 
gin  to  read  the  index  in  the  time  that 
I  have  been  allowed.  Therefore,  the 
bulk  of  the  time  allotted  to  me  today  will 
be  used  to  discuss  two  things  which  we 
understand  will  be  contained  in  the  mo¬ 
tion  to  recommit. 

I  am  opposed  to  the  motion  to  recom¬ 
mit.  I  shall  vote  against  the  motion  to 
recommit. 

I  shall  vote  for  the  bill. 

Let  me  address  brief  remarks  to  what 
the  bill  as  a  whole  does.  First,  it  pro¬ 
vides  a  new  tax  on  certain  potential 
sources  of  revenue  which  may  not  have 
been  paying  their  fair  share  of  taxes 
under  the  revenue  laws  which  now  exist. 

Mr.  Chairman,  this  bill  provides  some 
limitation  on  the  deduction  of  entertain¬ 
ment  expenses. 

This  bill  provides  for  increased  tax¬ 
ation  of  our  mutual  thrift  institutions, 
mutual  savings  banks,  and  savings  and 
loan  associations. 

Mr.  Chairman,  this  bill  changes  the 
tax  treatment  of  mutual  fire  and  casual¬ 
ty  companies. 

Mr.  Chairman,  this  bill  changes  the 
tax  consequences  with  respect  to  the 
sale  of  depreciable  property. 

Mr.  Chairman,  this  bill  changes  the 
tax  treatment  of  the  earnings  of  coop¬ 
eratives. 

With  regard  to  those  sections  which 
provide  for  increased  taxation  of  our 
mutual  thrift  institutions,  mutual  sav¬ 
ings  banks,  and  savings  and  loan  associ¬ 
ations,  I  certainly  do  not  want  to  penal¬ 
ize  those  institutions  which  encourage 
thrift.  At  the  same  time,  when  certain 
of  those  institutions  reach  maturity  and 
attain  the  financial  stability  that  they 
no  longer  need  the  benefits  which  were 
provided  under  the  laws  which  made 
possible  their  creation  and  their  estab¬ 
lishment,  then  they  should  realize  they 
have  reached  maturity  and  should  as¬ 
sume  their  normal  share  of  the  tax  re¬ 
sponsibility  just  like  other  taxpayers 
whether  they  are  individuals  or  corpora¬ 
tions. 

It  is  both  the  obligation  and  responsi¬ 
bility  of  all  businesses  as  well  as  individ¬ 
uals  to  assume  the  burden  of  taxation. 
This  applies  not  only  to  mutual  savings 
institutions  but  also  to  cooperatives  and 
related  membership  type  corporations. 

Like  all  good  citizens  I  am  confident 
that  they  will  willingly  accept  the  pro¬ 
vision  of  this  bill. 

It  is  the  responsibility  of  every  seg¬ 
ment  of  the  economy  to  pay  its  fair  share 
and  to  assume  its  responsibility  toward 
paying  the  taxes  which  must  sustain  and 
support  the  Treasury  of  the  United 
States  if  we  are  to  maintain  fiscal 
strength  and  financial  stability  at  a  time 
when  we  need  them  perhaps  more  than 
ever  in  the  history  of  our  country. 

Mr.  Chairman,  this  is  the  first  major 
revision  of  the  Internal  Revenue  laws 
which  has  been  presented  to  the  House 
of  Representatives  during  the  five  terms 
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I  have  served  as  a  Member  of  this  body. 
I  want  to  take  this  opportunity  to  com¬ 
mend  the  Committee  on  Ways  and 
Means,  and  especially  the  chairman  of 
the  committee,  the  gentleman  from  Ar¬ 
kansas  [Mr.  Mills],  who  spoke  yester¬ 
day,  and  the  gentleman  from  Louisiana 
[Mr.  Boggs],  who  spoke  earlier  today, 
for  their  very  forthright  statements.  I 
want  to  commend  them  for  the  forth¬ 
rightness  and  accuracy  with  which  they 
have  .explained  every  single  essential  ele¬ 
ment  of  this  bill  which  is  before  us 
today. 

Let  me  come  to  a  major  point  that  I 
think  is  in  the  mind  of  each  of  us.  It 
is  one  about  which  I  had  some  concern 
initially,  and  at  the  time  I  read  it  and 
discussed  it  I  had  considerable  reserva¬ 
tion  about  that  provision  of  the  bill 
which  provides  for  withholding  of  divi¬ 
dend  payments  and  interest  payments  on 
certain  types  of  accounts.  When  I  asked 
these  questions  which  came  to  me,  as 
they  must  have  come  to  many  of  you,  I 
went  to  the  chairman  of  the  Committee 
on  Ways  and  Means,  discussed  them  with 
him  item  by  item  and  question  by  ques¬ 
tion;  and  in  every  instance  he  gave  me 
what  I  thought  was  a  fair  answer,  a  rea¬ 
sonable  answer,  which  answered  every 
question  I  had  raised  to  him  and  which 
I  feel  answered  every  single  question 
which  has  been  raised  in  the  many  let¬ 
ters  which  I  have  received  from  con¬ 
stituents  who  reside  in  the  district  I  rep¬ 
resent. 

Let  me  make  this  as  clear  as  I  can: 
The  withholding  provision  does  not  im¬ 
pose  a  new  tax  on  anybody.  It  collects 
no  tax  that  would  not  be  due  in  the 
absence  of  this  provision.  It  levies  no 
increased  tax  on  anybody  except,  Mr. 
Chairman,  those  persons  who  for  one 
reason  or  other  during  the  years  prior 
to  now  have  evaded  a  substantial  por¬ 
tion  of  tax  liability  on  income  from  these 
sources. 

Mr.  WIDNALL.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  FLYNT.  I  yield  to  the  gentleman 
from  New  Jersey. 

Mr.  WIDNALL.  Does  not  this  with¬ 
holding  tax  take  away  from  the  people 
that  which  they  are  entitled  to  and 
which  the  Government  is  not  entitled  to 
and  that  they  will  have  difficulty  getting 
it  back? 

Mr.  FLYNT.  I  will  say  to  the  gentle¬ 
man  from  New  Jersey  that  I  disagree 
with  the  premise  upon  which  his  ques¬ 
tion  is  based.  I  do  not  believe  they  have 
to  sue  the  Government  or  the  Internal 
Revenue  Service  to  get  back  any  money 
due  them  under  the  law  as  it  is  written, 
and  certainly  if  it  is  not  in  it  it  can  be 
corrected  at  the  proper  time. 

All  the  taxpayer  has  to  do  is  to  file  a 
claim  for  exemption  at  the  source  say¬ 
ing  that  he  has  reason  to  believe  there 
will  be  no  tax  liability  upon  him,  and 
then  no  taxes  will  be  withheld  from  his 
dividends  or  interest.  I  ask  the  chair¬ 
man  of  the  Committee  on  Ways  and 
Means  if  I  have  stated  the  situation  cor¬ 
rectly  on  that  point. 

Mr.  MILLS.  The  gentleman  has  cor¬ 
rectly  stated  the  situation. 


Mr.  FLYNT.  Furthermore,  in  regard 
to  the  question  of  withholding  of  taxes 
on  dividends  or  interest,  if  there  is  no 
tax  liability  there  is  no  tax  withheld  for 
the  individual  under  18  years  of 
age,  as  I  understand  it,  regardless  of 
what  his  tax  liability  may  be.  All  they 
have  to  do  is  file  a  document  with  the 
Internal  Revenue  Service. 

There  is  no  tax  withheld  on  them 
anyway  so  long  as  the  institution  knows 
they  are  under  18  years  of  age.  Nor¬ 
mally,  every  taxpayer,  regardless  of  age, 
regardless  of  their  financial  circum¬ 
stances,  if  they  will  file  a  truthful  state¬ 
ment  that  they  have  reason  to  believe 
there  is  no  tax  liability  on  them  for 
the  coming  year,  then  all  they  have  to 
do  is  to  file  that  with  the  institution 
which  would  normally  pay  them  the 
dividend  and  the  interest  to  which  they 
would  be  entitled. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  FLYNT.  I  yield  to  the  gentle¬ 
man  from  Wisconsin. 

Mr.  BYRNES  of  Wisconsin.  I  think 
it  has  been  overlooked  by  the  chairman 
of  the  committee  and  by  the  gentleman 
here  that  these  exemption  certificates 
have  to  be  filed  every  year.  That  is 
number  one.  And,  number  two,  they  are 
not  filed  with  the  Revenue  Service,  they 
are  filed  with  anybody  with  whom  you 
have  an  account.  If  you  have  stock  in 
10  different  companies  you  have  to 
make  sure  that  on  file  with  each  one  of 
those  individual  companies  is  a  certi¬ 
ficate,  and  you  have  to  do  that  every 
single  year. 

Mr.  FLYNT.  I  may  say  to  the  gen¬ 
tleman  if  I  had  accounts  or  stocks  with 
10  or  more  corporations  or  10  or  more 
savings  institutions  I  should  be  delight¬ 
ed  to  file  the  necessary  exemption  cer¬ 
tificate  or  pay  the  tax  due. 

The  question  has  come  up  that  some 
people  would  be  penalized  and  that  some 
people  would  suffer  hardship  and  in¬ 
convenience  by  this  new  provision.  I 
do  not  believe  that  to  be  the  case.  I 
believe  that  people  with  no  tax  liability 
will  be  excluded  from  the  withholding 
on  their  dividends,  savings,  and  savings 
bond  interest  by  filing  a  simple  exemp¬ 
tion  certificate  with  the  payor  of  the 
dividend  or  interest  certifying  what? 
Certifying  that  he  has  reason  to  believe 
he  will  not  be  liable  for  the  payment 
of  any  income  tax  for  the  year  in  ques¬ 
tion.  For  those  under  the  age  of  18 
the  exemption  certificate  can  be  filed 
whether  or  not  the  individual  expects 
to  have  any  tax  liability. 

Those  who  have  some  tax  liability 
but  less  than  the  amount  withheld  will 
apply  for  a  quarterly  refund  on  a  sim¬ 
ple  form  supplied  by  the  Internal  Rev¬ 
enue  Service.  Refunds  will  in  most  cases 
be  received  in  a  month,  as  they  are  now 
being  received  by  the  35  million  tax¬ 
payers  who  have  income  from  salaries 
and  wages,  who  are  already  paying 
withholding  from  their  salary  or  pay 
check,  whether  paid  weekly,  monthly, 
bimonthly  or  on  any  other  basis  with¬ 
in  the  calendar  year. 


I  have  been  convinced  that  withhold¬ 
ing  is  necessary,  that  it  is  in  the  best 
interest  of  the  Treasury  of  the  United 
States,  and  above  that,  Mr.  Chairman,  it 
is  in  the  best  interest  of  those  taxpayers 
who  year  in  and  year  out  and  month  in 
and  month  out  pay  and  pay  willingly 
the  necessary  tax  burden  which  is  theirs. 

Withholding  of  taxes  on  interest  and 
dividend  payments  is  essential  as  a  mat¬ 
ter  of  equity  and  as  a  matter  of  fiscal 
responsibility. 

There  is  absolutely  no  reason  why 
those  who  receive  all  or  part  of  their 
income  from  interest  and  dividends 
should  not  have  their  taxes  withheld — 
as  wage  and  salary  earners  have  been 
for  20  years.  What  is  being  considered 
is  not  a  new  or  additional  tax  but  simply 
a  method  of  collecting  taxes  which  are 
now  owed  the  Government  but  not  being 
paid. 

In  addition,  the  fiscal  soundness  of  the 
pending  bill  depends  heavily  upon  enact¬ 
ment  of  the  withholding  section,  which 
is  the  largest  single  source  of  uncollected 
taxes  owed:  $650  million. 

Individuals  would  suffer  no  hardship 
and  little  inconvenience. 

Withholding  will  pay  for  itself  hun¬ 
dreds  of  times  over. 

The  estimated  administrative  cost  of 
the  withholding  system  is  $19  million 
per  year  but  $650  million  in  presently 
evaded  taxes  will  be  collected. 

Withholding  is  necessary.  Publicity 
campaigns  aimed  at  increasing  the  level 
of  voluntary  reporting  of  interest  and 
dividend  income  have  simply  not  worked, 
and  attempted  enforcement  by  tax  re¬ 
turn  audits  has  been  unproductive. 

The  alternatives  are  less  effective  and 
more  costly.  Automatic  data  process¬ 
ing — even  when  the  system  is  fully  in 
operation,  which  it  will  not  be  for  sev¬ 
eral  years — is  no  solution  to  the  prob¬ 
lem  of  mass  nonreporting.  Automatic 
data  processing  does  not  collect  taxes. 
Even  with  a  vast  increase  in  informa¬ 
tion  returns  which  would  have  to  be 
filed  by  business,  it  would  merely  identify 
suspected  tax  evaders.  Use  of  automatic 
data  processing  would  have  to  be 
coupled  with  an  increase  of  thousands 
in  Internal  Revenues  enforcement  staff. 
Even  then,  only  the  largest  suspected 
evasions  could  be  checked.  At  the  most 
this  system  would  collect  about  $200 
million  in  evaded  taxes  and  would  cost 
some  $27  million. 

The  system  will  be  simple  and  con¬ 
venient  for  payors  of  interest  and  divi¬ 
dends.  They  will  make  their  payment 
of  withheld  taxes  to  the  Government  in 
one  lump  sum  quarterly.  They  will  not 
be  required  to  keep  detailed  records  of 
individuals  to  whom  they  make  dividend 
and  interest  payments.  In  addition, 
they  will  be  permitted  to  retain  use  of 
the  withheld  taxes  for  certain  specified 
periods  before  they  are  turned  over  to 
the  Government — a  provision  which  will 
help  offset  the  cost  of  withholding. 

A  strong  reason  for  including  the 
withholding  provision  on  income  from 
interest  and  dividends  is  that  about  $15 
billion  in  dividends  and  interest  were  re¬ 
ported  by  individuals  on  tax  returns 
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in  1959,  the  latest  year  for  which  com¬ 
plete  Treasury  data  are  available.  In 
addition,  there  were  about  $3.7  billion 
in  dividends  and  interest  that  should 
have  been  reported  in  that  year  but 
were  not.  Most  of  this  amount  was 
subject  to  tax  and  the  Treasury  Depart¬ 
ment  estimates  that  this  underreport¬ 
ing  resulted  in  a  revenue  loss  of  about 
$800  million  in  taxes  for  the  year.  With¬ 
holding  will  result  in  the  collection  of 
about  $650  million  of  this  amount  and 
it  is  believed  that  almost  all  of  the  re¬ 
maining  gap  will  be  accounted  for  when 
the  automatic  data  processing  system  is 
fully  developed. 

Certainly  this  is  a  loophole  which 
should  be  closed  and  one  which  can  be 
closed  by  enactment  of  the  committee 
bill  but  not  by  the  motion  to  recommit. 

Mr.  Chairman,  may  I  briefly  discuss 
the  investment  credit  provision.  I  am 
convinced,  as  I  hope  many  of  you  will 
also  become  convinced,  that  if  we  are  to 
successfully  compete  with  those  nations 
which  are  presently  a  part  of  the  Euro¬ 
pean  Common  Market,  it  is  going  to  be 
necessary  for  us  to  do  everything  we  can 
to  make  it  possible  for  American  in¬ 
dustry  to  cut  its  production  costs  wher¬ 
ever  it  can.  I  believe  this  investment 
credit  provision,  coupled  with  a  liberali- 
ized  depreciation  schedule,  to  be  sub¬ 
mitted  by  the  Commissioner  of  Internal 
Revenue,  will  make  it  possible  for  Amer¬ 
ican  industry  to  compete  on  nearly  an 
equal  basis  with  its  counterpart  industry 
anywhere  in  the  world.  I  believe  we  can 
successfully  compete  if  our  tax  structure 
is  realistic.  , 

In  conclusion,  Mr.  Chairman,  let  me 
emphasize  that  one  of  the  main  pur¬ 
poses  of  this  investment  credit  provision 
is  to  create  additional  jobs  for  Ameri¬ 
cans. 

Mr.  Chairman,  I  have  every  confidence 
that  this  Internal  Revenue  Act  of  1962 
will  be  fairly  enforced;  that  it  will  ac¬ 
complish  the  purpose  which  the  majority 
of  the  Committee  on  Ways  and  Means 
feel  should  be  accomplished.  I  support 
the  bill  as  reported  by  the  majority  of 
the  Committee  on  Ways  and  Means. 

Mr.  Chairman,  I  shall  therefore  op¬ 
pose  the  motion  to  recommit  and  on  final 
passage  I  shall  vote  for  the  bill  as  re¬ 
ported. 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
10  minutes  to  the  gentleman  from  Indi¬ 
ana  [Mr.  HalleckI. 

Mr.  HALLECK.  Mr.  Chairman  and 
members  of  the  Committee,  I  am  sure 
the  gentleman  from  Georgia  [Mr. 
Flynt]  ,  who  just  preceded  me,  had 
nothing  to  do  with  the  quorum  call,  and 
I  certainly  had  nothing  to  do  with  it. 
However,  I  am  glad  we  do  have  a  few 
more  folks  here.  I  am  quite  sure  there 
is  no  filibuster  on;  at  least,  I  hope  there 
is  not,  because  possibly  we  might  as  well 
go  on  and  dispose  of  this  matter  this 
evening. 

Now,  I  would  like  to  say  at  the  outset 
a  word  of  commendation  for  those  who 
have  spoken  on  this  very  complex  and 
difficult  matter.  I  have  listened  to  the 
debate.  I  just  want  to  say  that  it  has 
been  constructive,  thoughtful,  and  help¬ 
ful.  Divergent  viewpoints  have  been  ex¬ 
pressed,  and  that  is  as  it  should  be.  I  do 


not  know  how  much  I  can  add  to  what 
has  already  been  said,  but  I  am  going  to 
try  it,  anyway,  and  possibly  I  can  clarify 
the  positions  that  some  of  us  take. 

Mr.  Chairman,  I  have  been  majority 
leader  of  this  House  of  Representatives 
on  two  different  occasions,  in  the  80th 
and  83d  Congresses.  In  the  80th  Con¬ 
gress,  Harold  Knutson,  of  Minnesota, 
was  chairman  of  the  Committee  on  Ways 
and  Means.  In  the  83d  Congress  Dan 
Reed,  of  New  York,  was  chairman  of  the 
Committee  on  Ways  and  Means,  as  my 
very  good  and  able  friend,  the  gentleman 
from  Arkansas  [Mr.  Mills],  is  now 
chairman  of  the  great  Committee  on 
Ways  and  Means.  And,  may  I  say,  as  I 
am  sure  he  knows,  that  certainly  for  him 
I  have  only  the  highest  respect  and 
admiration. 

So,  having  said  as  much,  I  think  I 
can  sincerely  and  truthfully  say  that  I 
know  something  of  the  burdens  that  are 
carried  by  the  majority  when  they  bring 
a  tax  bill  to  the  floor.  That  is  as  it 
should  be,  because  they  have  the  primary 
responsibility.  But,  by  the  same  token, 
those  in  the  minority  have  their  obliga¬ 
tion  to  try  to  assist  as  best  they  can  in 
writing  good  tax  legislation.  . 

So,  Mr.  Chairman,  we  shall  have  a  mo- 
tion  to  recommit  on  our  side  that  I  trust 
will  prevail.  As  I  remember  it,  we  had 
in  the  80th  and  83d  Congresses  substan¬ 
tial  tax  reductions  for  the  American  peo¬ 
ple,  and  we  on  our  side  were  happy  to 
write  this  tax  reduction  into  law  first 
in  the  80th  Congress,  which,  if  I  remem¬ 
ber  correctly,  was  passed  over  a  Presi¬ 
dential  veto,  and  that  meant,  of  course, 
that  there  was  very  substantial  support 
for  the  bill  on  the  Democratic  side  of 
the  aisle. 

Before  I  speak  on  the  motion  to  recom¬ 
mit,  I  just  want  to  refer  to  what  has 
already  happened.  We,  on  our  side,  tried 
to  vote  down  the  previous  question,  be¬ 
cause  we  felt  that  under  the  limited  rule 
that  would  be  applied — not  an  open  rule 
but  a  limited  rule — we  could  offer  three 
amendments  that  could  have  been  de¬ 
bated  in  a  limited  way,  with  each  being 
considered  on  its  own  merits.  Our  ef¬ 
fort  against  the  previous  question  did  not 
prevail,  so  the  vote  came  on  the  rule.  It 
is  a  matter  of  record  that  while  I  sup¬ 
ported  the  opposition  to  the  previous 
question  in  order  to  try  to  amend  the 
rule,  I  voted  for  the  rule  in  order  to 
bring  this  matter  to  the  floor,  because  I 
realized  that  we  still  had  the  privilege 
of  offering  a  motion  to  recommit  and 
that  the  vote  on  the  rule  was  in  reality 
simply  the  beginning  of  the  legislative 
process  that  I  think  we  should  carry  on. 

Now,  as  to  the  motion  to  recommit. 
There  were  some  references  made  in  the 
debate  yesterday  to  what  some  called 
Republican  irresponsibility.  Well,  as  I 
view  this  motion  to  recommit,  there  is 
nothing  irresponsible  about  it.  I  might 
say  if  one  wanted  to  kick  these  charges 
around  one  might  say  that  perhaps 
there  is  something  a  little  irresponsible 
in  a  bill  here  presented  by  the  commit¬ 
tee  that  in  my  considered  judgment  is 
not  a  balanced  bill,  but  one  which  would 
result  in  several  hundreds  of  millions  of 
dollars  lost  in  revenue.  I  do  not  know 
how  responsible  it  is  to  bring  in  here 


what  is  called  a  tax  investment  credit. 
The  strangest  thing  about  it  all  is  that 
so  far  as  I  can  discover  the  great  major¬ 
ity  of  the  business  people  who  are  sup¬ 
posed  to  be  the  beneficiaries  of  this  ac¬ 
tion  are  against  it.  I  might  say  that 
this  business  of  what  is  referred  to  as 
withholding  of  interest  and  dividends, 
now  made  in  my  opinion  unworkable  and 
administratively  impossible,  results  in, 
I  am  quite  sure,  without  regard  to  what 
anyone  might  say  about  filing  notifica¬ 
tion,  not  in  withholding  of  amounts  due, 
but  overwithholding  of  income  needed  by 
millions  of  people  in  this  country  living 
on  dividends  and  interest. 

The  motion  to  recommit  is  simple  and 
understandable.  First  of  all,  in  its  gen¬ 
eral  effect  it  will  remove  any  adverse 
revenue  implications  that  exist  in  the 
committee  bill.  I  say  that  because  it  will 
add  in  my  opinion  probably  $500  million 
in  revenue  in  the  coming  year  to  the 
already  hard-pressed  Treasury  of  the 
United  States.  It  will  eliminate  what 
I  believe  is  an  unwarranted  subsidy  or 
windfall  for  certain  business  interests  of 
the  country  under  the  tax  credit.  There 
has  been  some  talk  about  how  we  Re¬ 
publicans  just  do  not  want  people  to 
have  jobs.  Well,  first  of  all,  as  to  who 
wants  this  tax  credit,  we  have  a  cham¬ 
ber  of  commerce  in  the  State  of  In¬ 
diana.  I  would  say  on  the  whole  it 
is  composed  of  smaller  businessmen. 
There  are  some  larger  ones  in  the  or¬ 
ganization.  But  here  is  what  they  have 
just  sent  to  me  with  respect  to  the  in¬ 
vestment  credit  provision: 

It  was  the  recommendation  of  a  majority 
of  the  committee  that  this  proposal  not  be 
approved  by  the  Congress  for  the  reason 
that  it  had  many  of  the  characteristics  of 
an  outright  subsidy  and  discriminated 
against  businesses  that  had  gone  ahead  with 
expansion  and  modernization  of  plants  in 
previous  years.  The  committee  majority  was 
of  the  opinion  that  a  general  revision  in 
depreciation  schedules  and  overall  tax  reform 
would  serve  as  a  greater  and  more  lasting 
stimulus  than  the  investment  credit. 

Now,  that  is  the  business  side  of  our 
economy. 

I  have  here  a  letter  from  Andrew  J. 
Biemiller  whom  all  of  us  refer  to  as 
“Andy.”  He  served  here  with  us,  and 
he  and  I  have  been  good  friends  for 
years.  He  writes  for  the  American  Fed¬ 
eration  of  Labor  and  Congress  of  Indus¬ 
trial  Organizations.  One  would  think 
that  the  AFL-CIO  would  be  primarily 
interested  in  jobs.  If  this  tax  credit 
gimmick  is  going  to  provide  jobs,  then 
why  would  Mr.  Biemiller  write  to  me  as 
follows: 

Although  the  AFL-CIO  is  unhappy  with 
the  investment  tax  credit  proposal  in  the 
bill,  it  is  far  preferable  to  the  accelerated 
depreciation  provision  which  will  be  pro¬ 
posed  in  the  motion  to  recommit. 

Mr.  Chairman,  for  the  information  of 
all  of  us — and  I  trust  the  information 
will  get  to  Mr.  Biemiller — there  will  be 
no  arrangement  for  accelerated  depre¬ 
ciation  in  the  motion  to  recommit.  So, 
if  the  AFL-CIO  is  unhappy,  as  they  say, 
with  the  investment  tax  credit  idea,  then 
they  must  be  satisfied  that  that  arrange¬ 
ment  is  not  going  to  provide  real  jobs. 

Mr.  Chairman,  when  we  get  ready  to 
draw  a  motion  to  recommit — and  may  I 
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say  this  to  some  of  my  friends  on  our 
side  of  the  aisle,  because  it  is  primarily 
a  minority  responsibility — there  are  all 
sorts  of  different  ideas  about  what  it 
ought  to  be. 

Some  say  it  ought  to  be  a  straight 
motion  without  instructions.  Others 
say  it  ought  to  be  a  motion  with  in¬ 
structions.  When  you  get  down  to  the 
business  of  a  motion  to  recommit  with 
instructions,  I  think  every  one  of  us 
ought  to  recognize  that  you  cannot 
write  complex  legislation  in  that  fashion 
and  probably  should  not  undertake  it.  I 
think  that  is  one  reason  why  the  motion 
to  recommit  will  not  deal  with  this  mat¬ 
ter  of  accelerated  depreciation. 

I  think  I  should  say  this,  in  all  sin¬ 
cerity,  too,  that  at  this  juncture  of  the 
affairs  of  this  session  of  the  House  of 
Representatives,  a  straight  motion  to 
recommit  would  probably  mean  the  end 
of  legislation  in  this  direction.  And  if 
that  is  true  then  the  same  result  exactly 
is  achieved  by  the  vote  on  final  passage 
of  the  bill. 

Mr.  Chairman,  the  motion  to  recom¬ 
mit  will  simply  strike  out  two  sections. 
And  in  connection  with  striking  out 
those  two  sections  it  will  help  tremen¬ 
dously  in  the  fiscal  situation  of  our 
hard-pressed  Government. 

Just  a  further  word  about  the  so- 
called  investment  credit.  As  I  have  said, 
I  think  it  is  discriminatory.  I  do  not 
think  it  is  sound  tax  policy.  After  the 
credit  is  given,  there  still  would  be 
granted  100  percent  depreciation. 

Section  19,  which  likewise  would  be 
stricken  out,  as  I  say,  refers  to  the  with¬ 
holding  of  interest  and  dividends.  I  say 
it  will  be  overwithholding.  I  say  that 
with  the  improved  methods  in  the  Inter¬ 
nal  Revenue  Service,  with  a  better  real¬ 
ization  on  the  part  of  the  people  who 
receive  these  interest  and  dividends  that 
they  should  pay  taxes  on  them,  I  cannot 
see  any  reason  why  we  cannot  move 
without  what  I  say  would  add  to  the 
harassment  of  millions  of  taxpayers  all 
over  the  country. 

Mr.  Chairman,  let  me  make  one  other 
thing  clear.  As  I  said,  it  has  been  inti¬ 
mated  in  a  place  or  two,  if  not  openly 
charged,  that  when  we  move  to  strike 
out  section  19,  the  withholding  provi¬ 
sion,  that  somehow  or  other  we  are  for 
tax  evasion.  Nothing  could  be  farther 
from  the  truth.  No  one  condones  tax 
evasion;  certainly  I  do  not.  But  I  do 
not  want  to  compound  the  confusion 
that  certainly  would  result  if  this  sec¬ 
tion  goes  into  effect. 

I  sometimes  wonder  why  it  was  put  in 
here,  except  that  apparently  it  was  felt 
by  the  administration  that  they  had  at 
least  to  create  the  appearance  of  hav¬ 
ing  a  balanced  bill,  a  bill  that  would  not 
result  in  a  loss  of  revenue.  As  I  say,  if 
you  want  to  be  sure  that  we  do  not  have 
an  unbalanced  bill  then  I  say  to  you  vote 
for  the  motion  to  recommit. 

If  this  bill  is  just  the  beginning,  if  a 
balanced  bill  is  the  goal,  let  us  make  sure 
that  we  do  not  start  off  with  the  wrong 
kind  of  a  beginning.  There  are  21  sec¬ 
tions  in  this  bill.  The  motion  to  re¬ 
commit  would  strike  out  two  of  them.  I 
have  heard  it  said  here  time  and  again 


that  this  strikes  out  the  heart  of  the 
bill;  that  it  destroys  the  bill;  that  there 
is  nothing  left.  We  always  hear  about 
crippling  amendments.  If  we  adopt  this 
motion  to  recommit,  in  my  opinion,  it 
would  not  strike  out  the  heart  of  the  bill ; 
nothing  at  all  like  it.  It  does  do  away 
with  two  sections  that  in  my  opinion  are 
not  necessary  and  should  not  be  adopted 
at  this  time. 

Mr.  Chairman,  I  certainly  hope  that 
the  motion  to  recommit  is  adopted. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  10 
minutes  to  the  gentleman  from  Missouri 
[Mr.  Bolling]. 

Mr.  BOLLING.  Mr.  Chairman,  it  is 
a  little  difficult  to  get  up  at  this  hour, 
at  a  point  when  Members  are  beginning 
to  cry  for  a  vote;  but  I  have  had  the 
privilege  of  spending  about  10  years  on 
the  Joint  Economic  Committee,  an  as¬ 
signment  which  I  have  taken  very  seri¬ 
ously.  I  have  been  rather  fascinated  by 
some  of  the  discussion  I  have  heard,  par¬ 
ticularly  from  the  other  side  of  the  aisle. 

I  am  sure  there  is  no  partisanship  at 
all  in  the  recommittal.  There  was  no 
partisanship  at  all  in  the  phalanx  of 
votes  which  attempted  to  set  up  a  unique 
method  of  considering  a  tax  bill.  One 
does  not  have  to  look  very  far  back  in 
the  record  to  see  that  when  the  Republi¬ 
can  Party  was  in  the  majority  in  the 
House  of  Representatives,  it  took  exactly 
the  same  attitude  on  a  tax  bill  under 
those  circumstances  that  we  who  are  in 
the  majority  take  today.  I  am  sure  no 
one  would  deny  that.  That  is  the  ordi¬ 
nary  standard  approach  and  the  phalanx 
yesterday,  the  unanimous,  I  believe,  Re¬ 
publican  vote,  was  a  sure  indication  that 
this  bill  was  going  to  receive  completely 
nonpartisan,  nonpolitical  consideration. 

Now  let  us  take  a  look  at  this  question 
of  recommittal.  If  we  are  talking  of  leg¬ 
islating  in  a  constructive  way;  if  we  are 
talking  about  passing  legislation  in  a  con¬ 
structive  fashion,  then  I  ask — what  is 
constructive  about  a  motion  to  recommit 
which  offers  no  alternatives  to  the  two 
sections,  but  simply  strikes  them  out. 
What  is  constructive  about  saying,  “No, 
we  will  not  have  any  part  of  an  effort  to 
solve  this  fundamental  problem  that  con¬ 
fronts  America  in  dealing  with  the  world 
situation” — a  problem  that  has  been 
studied  and  restudied  and  concerning 
which  problem  this  is  the  first  real  effort 
to  do  something?  And  that  is  the  ques¬ 
tion  of  the  investment  credit  provision. 

For  years  and  years  I  have  heard  my 
friends  on  the  Republican  side  talking 
about  how  we  could,  if  we  would  only 
unleash  private  enterprise,  more  effec¬ 
tively  compete  with  the  Soviet  Union. 
Then  when  the  Democrats  bring  in  a 
bill  which  tries  to  give  private  enter¬ 
prise  a  more  equitable  situation  in  rela¬ 
tion  to  all  our  friends  in  Western  Eu¬ 
rope,  where  they  can  write  off  invest¬ 
ments  much  more  quickly  than  we  can 
in  this  country,  then  the  Democrats  are 
attacked  as  being  in  favor  of  a  bonanza 
for  business.  What  is  the  true  inward 
attitude  with  reference  to  this  problem? 
It  is  no  secret — everybody  in  business 
knows  what  the  real  underlying  reason  is 
for  being  against  the  investment  credit 
provision — they  want  more,  and  on  more 
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favortable  terms.  This  is  not  enough. 
They  want  a  more  advantageous  pitch, 
from  their  point  of  view. 

Mr.  Chairman,  this  is  the  fair  and 
above  board  way  to  meet  this  problem. 
This  provides,  frankly,  for  an  incentive — 
frankly,  it  provides  a  subsidy  to  increase 
the  amount  of  investment  in  automated 
machinery  and  the  amount  of  investment 
in  new  and  modernized  equipment. 
When  I  tell  you  that  every  country  in 
Western  Europe  has  mox-e  favorable 
terms  for  writing  off  investments,  it  is 
not  a  myth.  And  it  is  not  an  exaggera¬ 
tion  to  say  that  with  one  or  two  excep¬ 
tions  the  free  countries  of  Western  Eu¬ 
rope  are  all  experiencing  greater  eco¬ 
nomic  growth  than  the  United  States. 
Certainly,  we  have  to  learn  to  compete 
more  effectively.  Certainly,  we  have  to 
do  things  in  the  field  of  trade.  But  this 
is  a  good  beginning.  It  is  a  good  start. 
But  our  Republican  friends  on  the  other 
hand  would  offer  us  nothing  as  an  alter¬ 
native.  They  just  say,  “You  are  going 
to  try  to  make  a  start,  but  we  want  noth¬ 
ing  in  this  direction.”  That  much  is 
clear.  They  take  a  purely  negative  po¬ 
sition  on  investment  credit — no  alterna¬ 
tive — nothing — just  strike  it  out. 

The  other  section  which  they  wish  to 
strike  out  and  about  which  they  cry 
these  crocodile  tears  and  about  which 
they  tell  us  that  in  time  when  we  get 
these  automatic  data  processing  ma¬ 
chines  in  operation — and  I  know  some¬ 
thing  about  this  and,  fortunately,  one 
of  those  automatic  data  processing  in¬ 
stallations  is  going  into  my  district  and 
I  know  when  it  is  going  to  be  set  up  and 
it  is  certainly  going  to  be  a  number  of 
years  from  now  even  if  it  is  on  sched¬ 
ule — as  I  was  saying,  this  provision  about 
which  they  cry  these  crocodile  tears  and 
say  that  everything  will  be  all  right  when 
these  machines  get  into  operation  should 
be  adopted  now  because  we  need  to  see 
now,  today,  that  this  loophole  is  closed. 
There  are  many  other  loopholes  and  I 
hope  when  we  have  passed  this  tax  bill, 
and  it  becomes  law,  that  the  great  Com¬ 
mittee  on  Ways  and  Means  and  this  time 
in  a  more  bipartisan  manner  will  go 
to  work  to  see  if  we  cannot  close  a  great 
many  of  the  other  loopholes  that  exist. 

This  business  of  crying  for  the  widows 
and  the  orphans  on  the  withholding  tax 
provision  is  as  phony  as  the  thing  we 
used  to  experience  when  we  used  to  have 
the  office  of  rent  control.  The  big 
owners  of  apartment  houses  never  came 
to  see  us;  they  always  sent  in  to  us  the 
ones  who  had  just  one  or  two  apartments 
to  rent.  They  always  came  and  told  us 
what  a  terrible  hardship  they  were  go¬ 
ing  to  experience.  The  people  who  are 
really  fighting  this  withholding  on  inter¬ 
est  and  dividends  are  not  the  widows 
and  the  orphans  misled  by  propaganda, 
because,  despite  the  fact  that  they  may 
have  to  file  a  certificate  once  a  year,  this 
does  not  represent  a  hardship. 

If  you  say  that  some  people  will  have 
more  withheld  than  is  necessary,  what 
is  the  answer?  That  is  exactly  the  pres¬ 
ent  situation  that  we  have  when  we  with¬ 
hold  on  salaries  and  wages ;  a  great  many 
people  find  at  the  end  of  the  year  that 
they  have  had  too  much  withheld. 
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What  is  the  difference  between  income 
from  dividends  and  interest  and  income 
from  wages  and  salaries?  Why  should 
not  they  be  treated  with  complete 
equity? 

So  what  I  am  saying  in  effect  is  that 
this  bill  takes  a  major  step  forward  in 
a  critical  area  of  the  U.S.  economy,  and 
that  is  to  encourage  investment.  Mr. 
Khrushchev  has  said,  and  said  repeat¬ 
edly,  that  he  will  bury  us;  and  when  he 
talks  about  burying  us  he  is  not  talk¬ 
ing  about  burying  us  with  bombs.  He 
has  said  that  he  would  bury  us  in  what 
he  calls  peaceful  economic  competition. 
We  have  the  opportunity  in  this  invest¬ 
ment  credit  section  of  the  bill  to  strike 
a  blow  at  his  attempt  to  bury  us;  and 
in  the  withholding  section  of  the  bill 
we  have  a  chance  to  bring  equity  to  a 
tax  structure,  greater  equity  to  a  tax 
structure  which  is  not  as  equitable  as 
it  could  be. 

Mr.  BAKER.  Mr.  Chairman,  I  ask 
unanimous  consent  that  the  gentleman 
from  New  York  IMr.  GoodellI,  the  gen¬ 
tleman  from  Wisconsin  IMr.  Schade- 
bergI,  and  the  gentleman  from  Illinois 
IMr.  Michel  I  be  permitted  to  extend 
their  remarks  on  this  bill  at  this  point 
in  the  Record. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Tennessee? 

There  was  no  objection. 

Mr.  GOODELL.  Mr.  Chairman,  I  rise 
in  opposition  to  the  bill. 

As  far  as  I  can  make  out,  the  only 
people  for  the  bill  are,  for  some  mys¬ 
terious  reason,  in  the  Kennedy  admin¬ 
istration. 

Top  union  officials  opposed  the  invest¬ 
ment  tax  credit  proposal  of  the  bill  which 
would  give  companies  an  extra  7 -per¬ 
cent  credit  for  expansions  meeting  with 
Government  approval.  The  AFL-CIO 
said  it  “would  grant  a  major  tax  wind¬ 
fall  to  corporations  without  accomplish¬ 
ing  its  basic  purpose  of  increasing  the 
efficiency  of  American  productive  capac¬ 
ity.”  A  survey  revealed  that  only  1 
out  of  68  corporations  felt  the  tax  credit 
would  have  any  significant  effect  on 
major  expansion  programs. 

Approval  of  the  provision  is  unique  in 
the  history  of  the  Ways  and  Means  Com¬ 
mittee.  I  am  amazed  the  committee 
would  insist  on  providing  a  tax  benefit 
so  overwhelmingly  opposed  by  virtually 
all  segments  of  our  society.  The  bill,  by 
dictating  what  expansion  is  worth  a  tax 
credit,  amounts  to  a  drive  to  put  Uncle 
Sam  on  the  board  of  directors  of  every 
company  in  America. 

The  bill  also  provides  for  the  with¬ 
holding  of  taxes  on  dividends  and  inter¬ 
est  with  a  complicated  procedure  for 
exemptions  thrown  in  at  the  last  minute 
in  an  attempt  to  save  the  bill. 

Big  investors  have  not  stirred  much  on 
this  issue,  but  average  workingmen  and 
retired  persons  have  been  pouring  an 
avalanche  of  mail  into  Washington 
against  the  plan. 

What  it  amounts  to  is  that  individual 
taxpayers  will  be  further  harassed  by  the 
Government  with  special  certificates, 
forms,  filings  and  redtape  in  order  to 
keep  the  money  that  they  did  not  owe 
to  the  Government  in  the  first  place. 


I  do  not  think  that  we  have  to  hit  the 
average  honest  taxpayer  over  the  head 
with  a  sledge  hammer  in  order  to  catch 
up  with  the  evaders. 

The  bill  piles  complicated  new  features 
on  a  tax  code  already  beyond  the  com¬ 
prehension  of  most.  It  is  a  burdensome 
travesty  of  reform. 

Mr.  SCHADEBERG.  Mr.  Chairman, 
I  am  opposed  to  this  bill. 

It  seems  to  me  that  in  this  day  in 
which  this  87th  Congress  has  deemed 
it  necessary  to  raise  the  national  debt 
limit  by  $15  billion  and,  as  is  common 
knowledge,  will  be  asked  to  raise  the 
debt  limit  by  another  $8  billion  before 
the  end  of  this  1962  fiscal  year,  it  is 
highly  inadvisable  and  irresponsible  to 
grant  a  7-percent  investment  windfall 
over  and  above  the  100-perccnt  writeoff 
business  and  industry  by  law  can  obtain 
for  new  equipment  and  fixtures.  We  can 
hardly  justify  this  in  view  of  the  increas¬ 
ing  attempt  of  this  administration  to 
reach  deeper  and  deeper  into  the  tax¬ 
payer’s  pocket  for  additional  revenues. 

In  this  same  bill  we  find  that  the  Ways 
and  Means  Committee  deems  it  neces¬ 
sary  to  withhold  taxes  on  interest  and 
dividends.  On  the  surface  this  appears 
to  be  reasonable,  if,  of  course,  you  ac¬ 
cept  as  I  do  not,  the  principle  of  with¬ 
holding — the  right  of  Government  to 
take  a  portion  of  the  taxpayer’s — citi¬ 
zen’s — earned  dollar  before  he  receives  it, 
but  a  careful  investigation  of  the  with¬ 
holding-on-dividends  proposal — section 
19  of  the  bill — reveals  that  this  proposal 
will  be  especially  harmful  to  our  elder  cit¬ 
izens,  those  this  administration  claims 
needs  socialized  medical  care  because  of 
their  unfortunate  financial  circum¬ 
stance.  Let  us  put  this  in  proper  per¬ 
spective:  Why  cannot  our  elder  citizens 
care  for  the  themselves?  Is  it  not  be¬ 
cause  of  inflation  which  has  devaluated 
their  savings?  As  the  years  pass  by 
and  our  citizens  approach  retirement 
years,  many  of  them  have  decreasing  in¬ 
come.  Having,  with  no  little  sacrifice  on 
their  own  part,  invested  their  small  sav¬ 
ings,  we  now  want  to  withhold  20  per¬ 
cent  of  the  income  on  their  savings. 
This  is  a  hardship  on  those  who  can 
least  afford  it,  since  those  who  have  little 
income — and  thus  the  withholding  is  not 
a  sizable  amount — will  be  placed  in  the 
position  of  having  to  claim  from  the 
Government  that  to  which  under  law 
the  Government  has  no  legitimate  right 
and — if  made  legal — no  moral  right.  Not 
only  will  the  person  not  have  use  of  the 
money  withheld — which  is  needed,  but  in 
many  cases  the  individual  will  have  to 
secure  professional  advice  to  recover 
what  was  withheld.  He  will  be  the  vic¬ 
tim  of  technicalities  that  will  result  in 
loss  of  much-needed  income.  We  ought 
to  be  at  least  as  interested  in  people  as 
we  are  in  their  tax  dollar. 

The  facts  are  that  this  proposal  will 
require  additional  help  by  the  Internal 
Revenue  Department  to  meet  the  addi¬ 
tional  load  of  correspondence  associated 
with  the  attempt  of  the  ones  whose  tax 
on  dividend  was  withheld  to  recover  pay¬ 
ment. 

It  is  my  undei-standing  that  dividends 
and  interest  over  $10  have  to  be  reported 
to  the  Government  on  form  1099.  It  is  a 


simple  thing  to  compare  form  1099 
against  the  individual  income-tax  re¬ 
turns. 

Let  us  simplify,  not  further  compli¬ 
cate,  our  tax  structure. 

Mr.  MICHEL.  Mr.  Chairman,  on 
April  20  of  last  year  the  President  sent 
to  Congress  a  message  containing  a  series 
of  proposals  on  the  review  of  certain 
of  the  present  tax  laws.  Included  in 
these  proposals  was  a  recommendation 
that  Congress  correct  the  present  in¬ 
equity  in  the  application  of  the  tax  to 
certain  cooperatives. 

The  President  said: 

Contrary  to  the  intention  of  Congress,  sub¬ 
stantial  Income  from  certain  cooperative  en¬ 
terprises,  reflecting  business  operations,  Is  not 
being  taxed  either  to  the  cooperative  or¬ 
ganization  Itself  or  Its  members. 

The  President  pointed  out  that  this 
inequity  had  resulted  from  court  de¬ 
cisions  which  held  that  patronage  re¬ 
funds  in  certain  forms  are  nontaxable. 
The  President  further  recommended 
that  the  law  be  clarified  so  that  all 
earnings  are  taxable  either  to  the  co¬ 
operative  or  to  their  patrons. 

If  my  colleagues  will  bear  with  me  for 
a  few  moments,  I  would  like  To  review 
the  history  of  the  situation  which  led 
up  to  the  recommendations  of  the  Presi¬ 
dent. 

In  1951  Congress  amended  the  Inter¬ 
nal  Revenue  Code  to  provide  that  earn¬ 
ings  of  farmers’  marketing  and  pur¬ 
chasing  cooperatives  are  taxable  in  the 
hands  of  either  the  cooperatives  of  their 
patrons.  Earnings  distributed  to  pa¬ 
trons,  in  the  form  of  cash,  securities, 
other  scrip,  or  book  credits  were  to  be 
considered  taxable  income  of  these 
patrons. 

However,  Federal  appellate  courts 
have  held  that  some  cooperative-issued 
securities  or  other  scrip  were  of  ques¬ 
tionable  value,  did  not  in  fact  represent 
income  to  the  patrons,  and  therefore 
were  not  taxable  to  them. 

The  result  is  that  the  earnings  of  some 
cooperatives  have  not  been  taxed,  that 
is,  neither  the  cooperative  nor  their 
patrons  paid. 

This  situation  has  led  to  extended 
consideration  of  means  whereby  the  ob¬ 
jectives  of  the  1951  amendments  could 
be  implemented. 

In  1957  the  Treasury  Department 
recommended  a  withholding  system  on 
noncash  cooperative  dividends.  The 
Congress  did  not  take  action  on  this 
proposal. 

In  1959  the  Treasury  proposed  that 
Congress  tax  cooperatives  on  all  earn¬ 
ings  which  are  not  cither  first,  paid  to 
patrons  in  cash;  or  second,  paid  to  pa¬ 
trons  in  scrip  redeemable  within  3  years 
and  bearing  interest  of  at  least  4  percent. 

In  response  to  the  request  of  the  Pres¬ 
ident,  the  Ways  and  Means  Committee 
conducted  hearings  last  year  and  has  now 
brought  forth  a  bill  which  purports  to 
provide  for  the  clarification  of  the  pres¬ 
ent  law.  However,  in  my  humble  opin¬ 
ion,  I  submit  that  the  only  thing  which 
has  been  done  by  the  committee  and 
which  is  part  of  the  tax  reform  bill  be¬ 
fore  you  today  is  to  take  from  the  pa¬ 
tron  20  percent  of  something  which  he 
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does  not  have  and  turn  it  over  to  the 
Treasury,  and  it  forces  the  cooperative 
to  be  the  collection  agent. 

I  refer  to  the  provision  of  the  bill 
which  will  require  that  the  cooperative 
withhold  at  least  20  percent  of  the  pa¬ 
tronage  dividend  allocated  to  the  patron. 
The  real  question  as  to  whether  or  not 
the  scrip  certificate  or  allocation  made 
by  the  cooperative  constitutes  taxable 
income  to  the  patron  has  not  been  solved. 

Under  the  16th  amendment,  Congress 
has  the  power  to  lay  and  collect  taxes 
on  incomes,  from  whatever  sources  de¬ 
rived.  The  principle  has  long  been  rec¬ 
ognized  by  the  courts  that  what  is  not 
in  fact  income  cannot  be  made  income 
by  legislative  action  or  by  regulations 
of  the  executive  branch. 

In  his  appearance  before  the  Ways  and 
Means  Committee,  May  3,  Secretary  Dil¬ 
lon  pointed  out  that  several  court  deci¬ 
sions  have  nullified  the  intent  of  the  1951 
legislation  and  have  held  that  a  patron 
does  not  realize  income  on  scrip  having 
no  market  value.  For  example,  in  the 
Carpenter  case — 1955 — the  U.S.  Court  of 
Appeals  for  the  Fifth  Circuit  held  that 
the  revolving  fund  certificates  under 
consideration  in  that  case  did  not  con¬ 
stitute  income  to  the  patron.  The  court 
added,  and  I  read: 

It  Is  fundamental  In  Income  taxation  that 
before  a  cash  basis  taxpayer  may  bo  charged 
with  the  receipt  of  Income  ho  must  receive 
cash  or  property  having  a  fair  market  valuo, 
or  such  cash  or  property  must  be  unquali¬ 
fiedly  subject  to  his  demand  (210  Fed.  2d 
635). 

In  the  Long  Poultry  Farms  case — 
1957 — the  U.S.  Court  of  Appeals  for  the 
Fourth  Circuit  commented  as  follows: 

It  is  argued  that  undor  implied  agreement 
arising  out  of  the  provisions  of  the  bylaws 
taxpayer  in  effect  received  in  cash  the 
amount  of  the  credit  and  reinvested  it  in 
the  revolving  fund  of  the  cooperative;  but 
this  is  simply  to  exalt  fiction  and  ignore 
reality. 

•  '•••* 

To  require  the  Inclusion  in  lncomo  of 
contingent  credits,  such  as  are  here  In¬ 
volved,  would  be  to  require  the  patrons  of 
cooperatives  to  pay  tax  upon  Income  which 
they  have  not  received,  over  which  they  have 
been  given  no  control  and  which  they  may 
never  receive.  Apart  from  the  question  of 
constitutionality  of  such  a  requirement, 
which  would  be  a  serious  one,  it  is  a  safe 
assumption  that  Congress  never  Intended 
to  Impose  upon  the  patrons  of  cooperatives 
the  hardship  and  burden  which  the  taxabil¬ 
ity  of  these  contingent  credits  would  involve 
(249  Fed.  2d  726). 

Those  supporting  this  tax  proposal 
reason  that  the  patron  being  made 
aware  of  the  new  provision  will  have 
consented  to  this  method  of  taxation  at 
the  time  of  entrance  into  the  coopera¬ 
tive.  I  doubt  seriously  whether  the 
courts  will  sustain  this  view.  In  my 
opinion,  patrons  will  resent  this  effort 
to  pass  along  to  them  a  tax  liability 
which  is  not  correctly  their  responsibil¬ 
ity.  It  places  the  Government  in  a  po¬ 
sition,  as  I  indicated  before,  of  collect¬ 
ing  by  the  withholding  method  a  tax 
which  the  patron  does  not  owe  under  the 
Interpretation  of  the  courts.  This,  I 
feel,  is  an  injustice  to  the  patron  and  it 


could  have  serious  repercussions  on  the 
many  patron  members  of  farm  coopera¬ 
tives.  For  example,  those  few  farmers 
who  enjoy  prosperity  to  the  extent  that 
their  taxable  income  exceeds  the  20- 
percent  level,  would  be  required  to  take 
funds  from  their  own  receipts  to  pay  the 
difference  in  the  tax  as  it  would  be  as¬ 
sessed. 

It  does  not  seem  quite  right  to  me  to 
make  farmers  or  other  patrons  pay  tax 
out  of  his  own  pocket  when  he  receives 
no  cash  dividend  over  which  he  can  ex¬ 
ercise  real  dominion  or  control,  and  I 
submit  that  the  courts  could  hold  that 
he  has  not  received  any  taxable  income 
because  he  does  not  have  readily  realiz¬ 
able  economic  value. 

Under  the  provisions  of  this  bill,  20 
percent  of  the  so-called  patronage  divi¬ 
dend  or  allocation  would  be  withheld  by 
the  cooperative  except  in  certain  cases, 
and  the  balance  of  the  dividend  under 
the  bylaw-consent  provision  would  be 
held  by  the  cooperative  and  reinvested 
for  an  indefinite  period  of  time  and  with 
no  assurance  that  it  would  ever  be  paid 
to  the  patron.  The  only  alternative  for 
the  patron  in  this  situation  would  be 
for  him  to  withdraw  his  membership 
from  the  cooperative. 

If  the  courts  sustain  this  point  of  view 
which  I  have  presented  to  you  this  aft¬ 
ernoon — and  I  have  no  doubt  but  what 
they  will — the  administration  will  be  in 
the  same  untenable  position  it  is  in  at 
the  present  time  in  regard  to  collecting 
this  tax  from  the  patrons  or  from  the 
cooperatives. 

I  am  sure  my  colleagues  appreciate 
the  fact  that  in  certain  areas  of  this 
country  the  farmer  is  limited  in  mem¬ 
bership  to  a  single  cooperative,  and  he 
has  no  alternative  but  to  join  this  co¬ 
operative  if  he  wants  to  market  his  farm 
products.  To  impose  this  withholding 
tax  on  such  a  patron  and  force  him  to 
maintain  his  membership  in  such  a  co¬ 
operative  appears  to  me  to  be  an  ex¬ 
tremely  burdensome  load  and  could  be 
only  interpreted  by  the  patron  as  the 
cost  of  membership  in  such  an  organi¬ 
zation. 

(Mr.  AVERY  asked  and  was  given  per¬ 
mission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

[Mr.  AVERY’S  remarks  will  appear 
hereafter  in  the  Appendix.] 

Mr.  BAKER.  Mr.  Chairman,  I  yield 
the  balance  of  the  time  on  this  side  to  the 
gentleman  from  Wisconsin  [  Mr.  ByrnesI. 

The  CHAIRMAN.  The  gentleman 
from  Wisconsin  is  recognized  for  35 
minutes. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman - 

Mr.  BELCHER.  Mr.  Chairman,  will 
the  gentleman  yield? 

Mr.  BYRNES  of  Wisconsin.  I  yield. 

Mr.  BELCHER.  In  the  past  few 
minutes  I  have  heard  the  gentleman 
from  Missouri  and  the  gentleman  from 
Georgia  trying  to  explain  what  this  bill 
would  do  for  business.  I  represent  one 
of  the  fine  industrial  cities  of  the  coun¬ 
try.  Not  less  than  200  of  the  business¬ 
men  of  this  city  have  written  me  about 


this  investment  credit,  not  a  single  one 
supporting  it. 

I  am  in  this  position  if  I  should  vote 
for  this  bill  of  having  to  ask  the  gentle¬ 
man  from  Georgia  and  the  gentleman 
from  Missouri  to  come  out  to  my  district 
and  explain  one  by  one  to  each  of  these 
fine  successful  businessmen  in  my  dis¬ 
trict  just  exactly  what  they  face  and 
show  how  this  would  increase  their  oper¬ 
ation  or  provide  more  jobs. 

I  just  doubt  very  seriously  if  the  gen¬ 
tleman  from  Georgia  and  the  gentleman 
from  Missouri  would  consent  to  come  out 
to  my  State  and  explain  this  to  my  busi¬ 
nessmen. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  I  am  going  to  attempt  to  be 
just  as  dispassionate  as  I  possibly  can 
in  discussing  the  merits  of  this  bill  and 
the  motion  to  recommit.  First,  how¬ 
ever,  let  me  set  the  record  straight.  The 
President,  I  understand,  at  his  press 
conference  today  accused  the  Republi¬ 
cans  of  attempting  to  kill  the  bill  and 
all  the  proposals  that  are  in  it. 

I  think  the  President  should  either 
have  a  little  better  liaison  as  to  what 
is  happening  up  here  or,  at  least,  make 
some  check  before  he  indulges  in  state¬ 
ments  like  that.  There  is  no  effort  to 
kill  this  bill  as  such.  There  is  every 
effort  being  made  to  improve  the  bill 
and  put  it  in  a  condition  where  this 
House  can  be  proud  to  pass  it.  We  do 
not  want  to  be  put  in  a  position  of  pass¬ 
ing  a  bill  that  in  the  future  we  will  be 
embarrassed  by  having  approved. 

This  bill  contains  21  sections.  Gen¬ 
erally  speaking,  18  of  those  sections  arc 
fairly  well  worked  out  and  represent  de¬ 
sirable  changes.  Some  of  the  things 
that  the  President  even  suggested  we 
were  trying  to  kill  today  are  in  the  17 
or  18  sections  that  we  on  our  side  par¬ 
ticipated  in  improving  and  encouraging 
adoption  of.  On  those  18  matters  all 
of  us  on  the  committee  as  individuals 
in  a  bipartisan  or  nonpartisian  manner 
attempted  to  bring  equity  into  the  solu¬ 
tion  of  the  problem  that  exists.  I  will 
vote  for  the  bill  with  all  of  these  18  sec¬ 
tions,  if  we  can  eliminate  the  2  items  we 
will  talk  about  in  the  motion  to  recom¬ 
mit. 

Do  you  know  what  the  remaining  18 
sections  will  do  for  the  revenue?  They 
will  add  $500  million  to  the  fiscal  posi¬ 
tion  of  our  Government.  You  cannot 
say  that  is  not  of  some  significance. 
They  talk  about  our  trying  to  gut  the 
bill  and  get  rid  of  the  bill  completely. 

If  our  motion  to  recommit  is  adopted 
and  this  bill  is  passed,  you  will  still  have 
made  some  very  Important  changes  in 
the  tax  laws  and  you  will  improve  the 
fiscal  situation  by  $500  million  a  year, 
instead  of  putting  it  in  a  deficit  position, 
which  would  be  the  case  if  you  adopted 
the  bill  without  the  motion  to  recommit. 

There  are  three  sections  I  would  like 
to  deal  with  and  on  which  there  is  con¬ 
troversy.  Peculiarly  enough,  it  seems  it  ’ 
was  only  when  we  got  down  to  these 
items  that  they  were  not  concerned 
about  what  the  Republicans  wanted  to 
do  to  try  to  assist  them.  We  tried  to 
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be  helpful  in  writing  provisions  that 
would  meet  the  situation. 

First,  let  us  take  the  taxation  of  for- 
eign-controlled  corporations.  There  are 
other  sections  in  this  bill  that  close  up 
real  loopholes  in  this  foreign  field,  and 
I  am  for  them.  I  supported  them 
wholeheartedly.  There  is  another  prop¬ 
osition,  however,  that  we  ended  up  with 
the  last  day  of  the  session  and  reversed 
the  action  taken  by  all  members  of  the 
committee  on  a  proposition  that  was 
proposition  that  was  presented  to  us  by 
the  staff  of  the  Joint  Committee  on  In¬ 
ternal  Revenue  to  take  care  of  the  prob¬ 
lem  that  exists  here  and  really  hit  at  the 
abuses.  But,  the  whiplash  came  from 
downtown,  and  I  am  not  talking  neces¬ 
sarily  about  the  White  House.  I  am 
talking  about  the  AFL-CIO.  They  said 
if  you  do  not  expand  this  we  are  going 
to  have  to  be  against  your  bill. 

So,  what  happened?  On  a  purely  par¬ 
tisan  vote  they  reversed  what  the  com¬ 
mittee  did.  The  committee  had  turned 
down  the  Treasury’s  proposals  three  or 
four  times,  if  I  am  not  mistaken.  But 
they  reversed  the  position  they  had 
taken,  as  far  as  adopting  the  staff  pro¬ 
posal  was  concerned,  by  a  purely  par¬ 
tisan  vote.  They  said,  No,  we  have  to 
get  into  this  area.  We  want  to  discour¬ 
age  Americans  from  being  able  to  oper¬ 
ate  aboard.  This  is  the  most  astound¬ 
ing  feature  of  this  legislation.  At  a 
moment  when  our  Government  is  pre¬ 
pared  to  pour  more  billions  into  foreign 
aid  to  provide  economic  development  for 
ocher  parts  of  the  world,  the  Treasury 
Department  is  asking  for  new  restric¬ 
tions  which  are  plainly  designed  to 
reduce  American  industrial  activity 
abroad. 

Mr.  Chairman,  this  is  inconsistent 
with  the  statement  of  the  President 
urging  the  stimulation  of  private  enter¬ 
prise  participation  in  oversea  economic 
development  activity.  It  is  inconsist¬ 
ent  with  the  statement  of  his  predeces¬ 
sor,  Secretary  Dillion,  when  he  was  ur¬ 
ging  the  Committee  on  Ways  and  Means 
only  21  months  ago  to  provide  tax  in¬ 
centive  measures,  when  he  called  for 
his  deferral  of  income  abroad  by  U.S. 
business  corporations,  It  is  inconsist¬ 
ent  with  the  State  Department  proposal 
in  connection  with  the  alliance  for  prog¬ 
ress.  It  is  against  the  commitment  that 
we  signed  as  an  article  to  the  OECD, 
that  agency  on  which  we  depend  for 
development  and  assistance.  It  is  in¬ 
consistent  with  the  maintenance  by  the 
Commerce  Department  of  a  costly  bu¬ 
reau  devoted  to  finding  better  invest¬ 
ments  abroad  for  American  business. 

It  is  inconsistent  with  the  almost  50 
years  of  U.S.  policy  designed  to  encour¬ 
age  and  assist  American  businessmen  in 
expanding  our  markets  and  facilities 
overseas  for  the  benefit  of  the  American 
worker  and  the  American  investor  and 
the  American  exporter  and  the  U.S. 
Treasury,  which  benefits  from  the  in¬ 
come  brought  back  home  from  such  en¬ 
terprise;  yes,  and  benefit  the  American 
balance  of  payments  which  result  from 
the  bringing  back  of  funds  earned 
abroad.  It  is  inconsistent  with  the  pat¬ 
tern  established  by  other  industrial  na¬ 
tions  of  the  world  through  their  progres¬ 


sive  administrations,  including  this  one 
up  to  now.  Mr.  Chairman,  I  refer  to 
the  pattern  of  encouraging  and  enabling 
our  own  businessmen  to  compete  at  least 
on  equal  terms  with  their  competitors  of 
other  nationalities.  This  provision  is 
inconsistent  with  the  standard  of  fair¬ 
ness  toward  American  businessmen 
which  our  own  Government  has  urged 
to  invest  billions  of  dollars  abroad  to 
seek  expanding  markets.  It  is  incon¬ 
sistent  with  commonsense,  and  it  is  in¬ 
consistent  with  the  national  interest. 

Since  Woi'ld  War  II,  Mr.  Chairman, 
our  American  business  concerns  have 
penetrated  with  great  initiative  and 
great  courage  into  all  corners  of  the  free 
world — many  of  them  areas  which  have 
historically  been  the  exclusive  preserve 
of  European  firms  and  cartels.  They 
have  done  so  in  the  belief,  supported  by 
the  statements  of  every  President,  in¬ 
cluding  the  present  one,  that  such  pene¬ 
tration  of  foreign  markets  was  in  the  na¬ 
tional  interest. 

They  have  competed  successfully  on 
their  own  grounds  abroad  with  such  for¬ 
eign  industrial  giants  as  the  $9  billion 
Royal  Dutch  Shell  complex  and  the  $2 
billion  Unilever  concern,  both  of  which 
are  of  mixed  British  and  Dutch  owner¬ 
ship,  with  Volkswagen,  Siemens,  and 
Krupp  of  German,  with  Philips  of  Hol¬ 
land,  Hitachi  of  Japan,  Fiat  of  Italy, 
Imperial  Chemicals,  British  Petroleum, 
and  others — all  companies  with  sales  or 
assets  in  the  billion-dollar  class.  They 
have  faced  the  vigorous  competition  of 
Pirelli,  Renault,  and  Thyssen,  SKF  and 
Petrofina,  of  Mitsubishi,  of  Mannes- 
mann,  Montecantini,  and  others.  They 
have  competed  with  them  not  only  in 
their  own  countries  but  in  the  all-im¬ 
portant  third-country  markets  of  the 
world,  such  as  the  growing  markets  of 
South  America,  Africa,  and  Middle  East. 
They  have  done  this  without  subsidy, 
without  many  of  the  Government  helps 
which  are  available  to  the  European  and 
the  Japanese,  and  without  obscure  bank¬ 
ing  and  insurance  tieins. 

And  they  have  done  these  things,  Mr. 
Chairman,  with  honor  to  themselves  and 
honor  to  their  country.  They  have 
played  by  the  rules,  and  better,  they  have 
maintained  the  high  standards  of  ethics, 
employee  and  community  relations,  fair 
play,  and  good  products  and  services. 
Today  in  all  parts  of  the  world  the  brand 
names  of  American  products  are  popular 
and  friendly  symbols  of  American  life. 

These  business  ambassadors  have  con¬ 
ducted  themselves  so  well  that  they  have 
not  been  subjected  to  the  taunt  “Yankee 
go  home.”  But  if  the  Treasury  has  its 
mysterious  way  in  this  legislation  they 
will  hear  the  cry  from  Washington  of 
“Yankee  come  home.”  And  those  who 
are  considering  investments  abroad  are 
already  hearing  the  words,  “Yankee 
stay  home.” 

Now,  we  have  had  the  suggestion  made 
that  if  we  close  this  up  we  are  going  to 
be  able  to  provide  for  the  exportation  of 
jobs;  that  this  investment  means  we  will 
have  no  jobs  for  workers  here  and  they 
will  be  going  abroad.  Well,  this  argu¬ 
ment  that  this  bill  will  provide  jobs  for 
Americans  is  merely  a  demogogic  appeal 
which  has  no  real  basis  in  fact. 


Now,  my  colleague,  the  gentleman 
from  Louisiana  [Mr.  Boggs],  who  is 
present  here,  agreed  with  me  on  this 
point  at  one  time,  because  he  went  over 
to  the  Senate  Finance  Committee  in  1960 
and  he  appeared  on  a  bill  over  there 
which  he  was  sponsoring.  And,  what 
did  he  say? 

In  addition  to  that  I  found  that  a  lot  of 
these  old  shibboleths  that  make  the  rounds 
just  are  not  so.  For  instance,  that  invest¬ 
ment  means  the  export  of  American  jobs. 
This  is  one  we  hear  quite  frequently. 

In  other  words,  it  is  just  one  of  these 
cats  under  the  bed.  That  is  what  the 
Congressman  from  Louisiana,  the  pres¬ 
ent  whip  of  the  majority,  told  the  U.S. 
Senate  in  I960.  And,  I  agreed  with  him 
and  I  agree  with  him  now. 

Mr.  BOGGS.  Mr.  Chairman,  will  the 
gentleman  yield? 

Mr.  BYRNES  of  Wisconsin.  I  yield 
to  the  gentleman  from  Louisiana. 

Mr.  BOGGS.  If  the  gentleman  is  so 
touchy  about  that,  why  did  he  not  make 
it  a  part  of  his  motion  to  recommit? 

Mr.  BYRNES  of  Wisconsin.  I  will  be 
glad  to  go  into  that,  because  I  had  in¬ 
tended  to  do  so  before  I  finish.  We  did 
make  that  effort.  We  made  the  effort 
when  we  proposed  that  you  give  us  a  rule 
to  make  it  possible  to  offer  a  substitute 
for  this  provision,  a  substitute  that  the 
committee  had  agreed  on  up  to  the  final 
day. 

That  is  what  we  asked  you  to  vote  for, 
to  give  us  that  opportunity  to  make  that 
our  alternative  and  to  make  that  pro¬ 
posed  substitute.  You  turned  it  down. 
I  am  not  dumb  enough  that  I  am  going 
to  have  to  be  turned  down  twice  by  the 
same  people.  As  far  as  I  am  concerned, 
I  lost  that  battle,  but  the  battle  will 
continue. 

Mr.  BOGGS.  If  the  gentleman  will 
yield,  the  gentleman  still  has  the  oppor¬ 
tunity,  does  he  not? 

Mr.  BYRNES  of  Wisconsin.  I  have 
learned  what  the  chances  of  that  oppor¬ 
tunity  are,  and  you  showed  us  that  just 
the  other  day  by  turning  down  our  pro¬ 
posal  to  have  a  substitute  rule. 

Mr.  Chairman,  I  would  like  to  assess, 
though,  a  little  bit,  this  argument  that 
the  U.S.  oversea  firms  are  costing  Amer¬ 
icans  jobs. 

Mr.  BOGGS.  Mr.  Chairman,  will  the 
gentleman  yield  once  more? 

The  gentleman  referred  to  me. 

Mr.  BYRNES  of  Wisconsin.  I  thought 
I  yielded  to  the  gentleman.  Go  ahead; 
all  right. 

Mr.  BOGGS.  I  believe  it  will  save 
time,  and  we  will  yield  the  gentleman 
additional  time. 

The  argument  the  gentleman  ad¬ 
vances  so  far  as  having  been  defeated 
on  the  third  pi-oposition,  would  also 
apply  to  the  other  propositions,  would 
it  not,  since  he  was  also  defeated  on  his 
other  parts  of  his  motion  to  recommit. 

Mr.  BYRNES  of  Wisconsin.  No,  sir; 
just  on  one,  not  all  of  them. 

Mr.  BOGGS.  If  the  gentleman  will 
yield  further,  on  his  open  rule  proposi¬ 
tion,  the  gentleman  had  three  of  them. 

Mr.  BYRNES  of  Wisconsin.  I  am  not 
going  to  yield  further,  because  this  has 
nothing  to  do  with  the  subject  which  I 
quoted  the  gentleman  on. 
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But  I  would  like  to  assess  this 
argument  that  U.S.  oversea  firms  are 
costing  Americans  jobs.  In  that  great 
majority  of  cases  American  business  has 
gone  abroad  because  it  has  found  it 
necessary  to  do  so  in  order  to  hold  or  to 
penetrate  foreign  markets  in  order  to 
meet  foreign  competition. 

I  might  say  that  there  are  American 
firms  abroad  which  do  export  to  the 
United  States,  but  most  U.S.  firms  in  the 
foreign  lands  are  selling  their  total  out¬ 
put  in  the  foreign  market.  That  was 
the  evidence  before  the  committee. 

Let  us  first  consider  the  U.S.  firm 
abroad  which  exports  to  the  United 
States.  The  fact  that  the  foreign  sub¬ 
sidiary  is  American  owned  is  not  in  any 
real  sense  the  cause  of  any  loss  of  jobs  in 
the  United  States.  The  economic  facts 
of  fife  are  such  that  if  an  American- 
owned  foreign  subsidiary  were  not  man¬ 
ufacturing  a  given  product  which  was 
being  exported  to  the  United  States,  you 
can  be  quite  sure  that  this  same  product 
would  be  manufactured  abroad  and  ex¬ 
ported  to  the  United  States  by  a  foreign 
company.  Let  us  not  delude  ourselves 
in  the  thinking  that  Great  Britain,  West¬ 
ern  Germany,  Japan,  or  any  other  indus¬ 
trial,  advanced  country  does  not  have 
the  economic  know-how,  the  capital,  and 
the  will  to  produce  quality  products 
which  can  be  exported  and  sold  in  the 
U.S.  market.  If  American  jobs  are  be¬ 
ing  lost  by  the  importation  of  products 
from  abroad,  the  problem  will  not  be 
cured  by  putting  an  American-foreign 
subsidiary  out  of  business  and  turning 
that  business  over  to  a  foreign-owned 
corporation.  In  any  specific  case,  if  we 
want  to  protect  American  workmen  from 
the  competition  of  foreign  imports  the 
real  answer  is  in  the  tariff  laws  and  the 
remedy  is  to  apply  effective  tariff  pro¬ 
tection  against  the  importation  of  such 
products.  This  is  a  matter  about  which 
I  am  gravely  concerned  and  it  is  a  mat¬ 
ter  which  I  am  sure  many  of  us  want  to 
explore  in  great  depth  in  our  considera¬ 
tion  of  the  proposed  Trade  Expansion 
Act  of  1962. 

It  is,  therefore,  obvious  that  in  those 
cases  where  American-owned  firms  are 
exporting  to  the  United  States,  the  pro¬ 
posed  restrictions  on  these  firms  operat¬ 
ing  abroad  will  not  themselves  in  any 
way  benefit  the  workers  in  our  own  do¬ 
mestic  industry.  The  only  real  effect  of 
such  restrictions  will  be  to  penalize 
American-owned  firms  abroad  and  turn 
the  business  over  to  foreign-owned  com¬ 
panies.  If  under  the  policies  of  the  ad¬ 
ministration  we  are  to  further  lower  our 
tariffs  to  the  benefit  of  foreign  imports,  it 
is  far  better  that  at  least  we  permit  U.S. 
enterprises  to  participate  in  this  trade 
through  their  oversea  affiliate  rather 
than  to  leave  the  market  entirely  to  for¬ 
eign-owned  firms. 

By  far  the  great  majority  of  U.S.  firms 
operating  abroad  today  sell  their  output 
in  the  foreign  country  where  they  are 
operating  or  in  other  foreign  markets. 
Because  of  foreign  tariffs,  import  quotas, 
exchange  restrictions,  and  nationalistic 
laws  favoring  the  development  of  local 
industry  it  is  not  always  possible  to  ef¬ 
fectively  compete  in  these  foreign  mar¬ 
kets  with  exports  from  the  United  States. 


If  Americans  wish  to  share  in  these 
markets  it  is  therefore  necessary  for 
them  to  establish  oversea  subsidiaries. 

If  the  proponents  of  this  bill  prevail 
and  crippling  restrictions  are  placed  on 
U.S.  firms  abroad  then  it  will  be  no 
longer  possible  for  U.S. -owned  foreign 
subsidiaries  to  continue  to  share  in  these 
foreign  markets.  And  if  the  U.S.  firms 
are  forced  to  retire  from  these  markets 
under  the  “Yankee  come  home”  philos¬ 
ophy,  this  business  will  then  fall  to  the 
foreign  competitors.  Here  again  the  re¬ 
sult  would  be  the  surrender  of  world 
markets  to  foreign  competitors. 

Actually,  rather  than  exporting  jobs, 
U.S.  private  investment  abroad  provides 
jobs  at  home.  These  investments 
abroad  provide  a  market  for  the  export 
of  U.S. -made  machinery  and  equipment 
as  well  as  raw  materials,  intermediates, 
components,  and  spare  parts  used  in 
processing  finished  products  and  main¬ 
tenance.  On  the  other  hand  if  these  in¬ 
dustries  are  owned  and  controlled  by 
nationals  of  Western  European  or  other 
countries  it  quite  naturally  can  be  as¬ 
sumed  that  they  will  turn  to  their  moth¬ 
er  countries  for  their  equipment  and  raw 
materials.  This  would  reduce  exports 
from  the  United  States,  and  the  related 
U.S.  jobs,  to  say  nothing  of  the  loss  of 
dividends  that  now  flow  back  to  the 
United  States  from  American-owned 
firms  abroad  to  provide  dividends  to  the 
shareholders  of  the  U.S.  parent  com¬ 
panies  and  tax  revenues  to  the  U.S. 
Treasury. 

Let  me  give  you  another  little  example 
of  this  job  proposition  that  is  talked 
about.  I  would  like  to  quote  from  the 
Secretary  of  Commerce,  and  this  is  not 
going  away  back  here.  This  was  just 
March  16.  Let  me  quote  him  in  a 
speech  he  made.  He  said  this : 

U.S.  Investment  abroad  is  important  to 
our  export  expansion  program.  Direct  in¬ 
vestment  in  manufacturing  facilities  abroad 
stimulates  our  export  of  capital  equipment. 
Our  export  of  parts  and  raw  materials  and 
our  export  of  finished  products  do  fill  out 
the  lines  of  subsidiaries  producing  and  sell¬ 
ing  abroad. 

That  is  jobs  here  that  that  investment 
created,  and  the  Secretary  of  Commerce 
tells  you  so. 

Mr.  Chairman,  he  goes  further  and 
says  this: 

To  the  extent  the  United  States  invests 
abroad,  the  financial  strength  and  the  com¬ 
petitive  capability  of  American  companies 
reinforces  our  domestic  economy.  To  the 
extent  that  the  earnings  of  these  invest¬ 
ments  are  returned  to  the  United  States, 
they  make  a  direct  contribution  to  improv¬ 
ing  our  balance  of  payments. 

The  very  thing  that  we  keep  saying 
we  want  to  do. 

Mr.  Chairman,  this  bill  closes  the  door 
to  do  it.  That  is  why  we  are  against  it 
and  are  trying  to  make  a  correction  in 
this  bill  as  far  as  the  taxation  of  con¬ 
trolled  foreign  corporations  are  con¬ 
cerned.  We  are  not  trying  to  kill  the 
bill.  We  are  trying  to  eliminate  this 
bill  which  will  handicap  the  purpose  that 
the  Secretary  of  Commerce  has  told  us 
should  be  our  objective.  That  is  what 
we  are  trying  to  do. 

Mr.  Chairman,  why  should  not  Amer¬ 
icans  be  able  to  compete  abroad  on  an 


equal  basis  with  the  German  and  French 
and  British  counterparts?  If  they  re¬ 
duce  their  foreign  taxes  by  operating, 
let  us  say,  in  Switzerland,  for  their 
sales  operation,  who  benefits?  The 
United  States  benefits  because  when 
they  bring  that  money  back  we  insist 
that  in  toto  there  should  have  been  a  52- 
percent  tax  paid.  So,  if  they  have  al¬ 
ready  paid  20  percent,  we  assess  the  bal¬ 
ance.  If  they  have  already  paid  52  per¬ 
cent  to  the  Germany  Government  or  the 
French  Government,  we  get  nothing. 
Sometimes  I  just  cannot  fathom  the 
logic  of  some  of  these  proposals. 

Mr.  Chairman,  let  me  talk  about  the 
subsidy  to  business  on  which  the  Presi¬ 
dent  put  such  great  reliance  for  accom¬ 
plishing  such  wonderful  objectives.  In 
fact,  we  are  going  to  have  no  more  prob¬ 
lem  with  the  Soviets,  one  would  con¬ 
clude  from  listening  to  the  gentleman 
from  Missouri  who  preceded  me,  because 
this  is  just  going  to  put  us  so  far  ahead 
that  we  will  not  have  to  worry  about  the 
Soviets  or  the  Communists  or  any  other 
problems  like  that.  But  the  gentleman 
from  Missouri  mentioned  that  he  serves 
on  the  Joint  Economic  Committee.  I 
wonder  if  the  gentleman  was  present  be¬ 
fore  that  committee  when  Leon  Keyser- 
ling,  the  former  economic  adviser  to 
President  Truman  testified  this  year  and 
commented  on  the  tax  credit  proposal. 
What  did  he  call  it?  To  refresh  the 
gentleman’s  memory,  he  called  it  a  tax 
bonanza.  I  do  not  often  agree  with 
some  of  the  economic  philosophy  of  Leon 
Keyserling,  but  with  this  one  I  do. 

The  administration  presented  the  pro¬ 
posal  on  the  basis  that  we  should  put 
our  depreciation  law  on  a  par  with  that 
of  other  countries.  That  has  been  ex¬ 
pressed  here.  That  is,  we  have  got  to 
get  our  depreciation  laws  on  a  par  with 
those  of  some  of  our  foreign  competi¬ 
tors.  But  this  does  not  change  depre¬ 
ciation  laws  one  iota.  They  also  suggest 
that  it  is  necessary  to  spur  moderniza¬ 
tion  and  I  am  going  to  suggest  to  you 
that  there  is  a  very  serious  question 
whether  it  can  do  that  to  any  degree. 
But  what  about  depreciation?  It  is  not 
depreciation  reform,  and  that  is  what  is 
needed,  and  that  is  what  we  attempted 
to  give  you  when  we  asked  for  a  rule 
which  would  make  a  depreciation  reform 
provision  eligible  as  a  substitute  for  this 
bonanza  section.  But  that  has  nothing 
to  do  with  this  provision  here. 

Under  this  proposal — and  I  hope  you 
will  follow  me  on  this,  because  it  is  not 
so  complicated:  in  fact,  it  is  very  simple, 
what  this  bill  does  under  this  proposal. 
A  businessman  goes  out  and  buys  an 
item  and  pays  $20,000  for  it;  let  us  say 
a  machine,  or  something  of  that  kind, 
that  he  uses  in  his  business.  It  is  de¬ 
preciated.  He  gets  a  subsidy  for  buy¬ 
ing  that  of  $1,400,  or  7  percent.  The 
Government  might  just  as  well,  to  all 
intents  and  purposes,  write  him  a  check 
at  that  time  and  say:  “You  send  us  the 
bill  and  prove  that  you  have  this  item 
and  it  is  in  place  and  operating  and 
that  it  has  cost  you  $20,000;  here  is  your 
check.”  But  we  do  make  him  wait  until 
he  files  his  income  tax  return  and  then 
instead  of  sending  the  check  his  return 
shows  what  he  owes  Uncle  Sam  and  he 
can  deduct  $1,400.  There  is  not  much 
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difference  between  the  two.  It  is  just 
that  he  has  to  wait  a  little  longer  under 
that  system. 

Now,  what  does  the  taxpayer  do  then? 
Alhtough  this  equipment  really  cost 
only  $18,600 — that  is,  $20,000,  less 
$1,400 — he  puts  the  equipment  on  his 
books  at  $20,000,  and  through  deprecia¬ 
tion  he  gets  his  $20,000  back.  In  fact, 
what  he  has  gotten  back  is  $21,600  from 
the  Government  for  an  investment  of 
$20,000  over  the  period  of  time. 

To  me,  that  is  the  gimmick ;  that  is  the 
bonanza;  that  is  the  windfall.  It  is  not 
depreciation  reform,  because  it  has  noth¬ 
ing  to  do  with  how  he  depreciates  this 
item.  The  committee  would  not  even 
permit  us  to  say  to  this  man  at  least, 
“Put  it  on  your  books  for  $18,600,”  be¬ 
cause  that  is  all  he  paid  for  it.  Oh,  no, 
we  could  not  do  that. 

What  about  the  incentive  to  expand 
and  modernize?  And  mark  you  this :  this 
credit  is  given  not  for  any  increase  in 
investment  over  what  they  are  investing 
now,  as  proposed  in  the  original  Treas¬ 
ury  suggestion.  The  original  proposition 
that  came  from  the  President — yes,  at 
least,  that  had  that  merit,  that  you  only 
got  the  credit  as  you  invested  more  than 
you  had  been  investing.  But  not  this 
one — not  as  it  comes  to  us  today.  You 
get  it  for  just  getting  what  you  planned 
to  do  all  the  time  and  you  even  get  it  for 
the  fact  that  by  happenstance  the  ma¬ 
chine  was  put  into  operation  in  your 
plant  after  the  first  of  this  year  even 
before  the  bill  is  passed.  That  is  a  bo¬ 
nanza.  That  is  a  windfall  in  my  book. 
The  taxpayer  is  going  to  get  credit  for 
doing  just  what  he  planned.  There  are 
some  that  have  to  expand  and  have  to 
go  in  and  make  certain  investments. 
There  are  certain  of  your  utilities.  There 
is  one  large  utility  that  will  get  $80 
million  a  year  for  doing  what  it  has  to 
do  to  serve  its  customers  and  for  doing 
what  it  intended  to  do,  but  you  are  going 
to  give  them  a  handout.  They  do  not 
want  it.  Why?  Because  it  disrupts 
their  whole  bookkeeping  operation. 

The  inequities  in  this  thing  are  multi¬ 
tudinous.  I  hope  some  of  you  would  at 
least  just  skim  through  the  minority 
report  where  we  set  out  some  of  those 
inequities.  But  let  me  say  this:  Nobody 
is  for  this  credit.  The  gentleman  from 
Indiana  [Mr.  Halleck]  referred  the  let¬ 
ter  from  the  APL-CIO.  I  would  call 
your  attention  to  their  statement  which 
they  issued  in  Florida  and  you  can  see 
whether  it  is  going  to  stimulate  business 
and  create  jobs. 

I  refer  the  Members  to  the  statement 
issued  by  the  American  Federation  of 
Labor-CIO  executive  council,  which  met 
at  Bal  Harbour,  Fla.,  on  February  23, 
1962.  This  is  pretty  current,  too.  They 
knew  what  was  in  the  bill.  They  knew 
what  the  economic  situation  was  that  we 
faced.  But  what  did  the  executive  coun¬ 
cil  of  this  organization  say? 

I  quote: 

The  APL-CIO  has  strongly  and  vigorously 
opposed  the  investment  tax  credit  proposal 
as  one  that  would  grant  a  major  tax  windfall 
to  corporations  without  accomplishing  its 
basic  purpose  of  increasing  the  efficiency  of 
American  productive  capacity. 


Yet,  we  find  all  the  great  economists 
on  the  Democratic  side  today  telling  us 
the  great  wonders  that  are  going  to  be 
produced.  No,  the  major  business  or¬ 
ganizations,  the  major  labor  organiza¬ 
tions,  in  effect,  say,  “It  stinks” — and  I 
join  them. 

You  have  not  heard  much  about  the 
farmers.  The  farmers  have  something 
to  say  about  this  too  and  we  finally  find 
the  American  Farmers  Union  and  the 
American  Farm  Bureau  in  agreement. 
On  the  other  provision,  we  found  the 
NAM  and  the  AFL-CIO  in  agreement. 
Now  we  even  find  these  two  great  farm 
organizations  in  bed  together.  Let  me 
tell  you  what  they  say : 

The  overwhelming  majority  of  farmers  due 
to  catastrophic  low  prices  do  not  enjoy  the 
privilege  of  contributing  income  taxes  to 
their  Government. 

That  is  one  of  the  items  we  also  have 
in  the  motion  to  recommit  to  strike  out. 

Then  they  go  on  to  say : 

Also  urge  your  influence  to  delete  provi¬ 
sion  giving  huge  private  corporations  op¬ 
erating  at  less  than  full  capacity  over  $1% 
billion  and  private  electrical  power  monopoly 
over  $100  million  in  tax  subsidies  which 
would  result  in  the  flight  of  capital  overseas 
and  further  aggravate  the  dollar  crisis. 

It  is  signed  “James  G.  Patton,  presi¬ 
dent,  National  Farmers  Union.” 

What  about  the  American  Farm  Bu¬ 
reau?  They  have  a  longer  list  but  they 
point  out  that  they  are  opposed  to  this 
bill.  They  say: 

Our  major  objections  to  this  legislation  are 
(1)  to  section  2,  the  credit  for  investment 
in  certain  depreciable  property. 

They  make  the  following  statement: 

Sec.  2.  Credit  for  investment: 

The  proposed  investment  credit  is  a  selec¬ 
tive  form  of  tax  relief — in  reality  a  subsidy. 
This  is  clearly  indicated  by  the  fact  that  the 
proposed  credit  would  be  allowed  as  a  de¬ 
duction  from  the  amount  due  as  taxes  rather 
than  as  an  adjustment  in  the  amount  of 
income  subject  to  tax  and  the  fact  that  it 
would  not  reduce  the  basis  of  capital  assets 
for  depreciation  purposes.  The  result  would 
be  to  give  some  taxpayers  a  competitive  ad¬ 
vantage  at  the  expense  of  others.  Further¬ 
more,  the  adoption  of  this  special  treatment 
for  some  taxpayers  would  postpone  the  day 
when  the  present  burdensome  level  of  in¬ 
come  tax  rates  can  be  reduced  for  all  tax¬ 
payers.  It  would  be  far  better  to  liberalize 
the  treatment  of  depreciation. 

Reports  indicate  that  a  motion  may  be 
made  to  recommit  the  bill  with  instructions 
for  the  Ways  and  Means  Committee  to  make 
certain  changes,  including  the  addition  of 
an  inventory  investment  credit.  In  our 
opinion,  the  proposal  for  an  inventory  credit 
is  as  objectionable  as  the  proposed  invest¬ 
ment  credit  and  for  approximately  the  same 
reasons. 

I  would  suggest  that  they  in  this  same 
letter  take  the  same  position  as  the 
Farmers’  Union,  opposed  to  the  with¬ 
holding  tax  on  dividends  and  interest. 
They  also  make  this  statement: 

Sec.  19.  Withholding  tax  on  dividends  and 
interest : 

We  are  opposed  in  principle  to  the  applica¬ 
tion  of  a  withholding  tax  to  dividends  and 
interest. 

The  problems  involved  in  applying  with¬ 
holding  to  dividends  and  interest  are  en¬ 
tirely  different  from  those  involved  in  the 


withholding  of  taxes  from  wages  and  salaries. 
The  application  of  withholding  to  dividends 
and  interest  inevitably  would  lead  to  con¬ 
fusion  and  inequity  for  individual  taxpayers, 
to  say  nothing  of  the  greatly  increased  paper¬ 
work  that  would  be  required  of  concerns 
responsible  for  withholding. 

The  Republicans  do  favor  acceleration 
of  depreciation  and  depreciation  reform, 
something  that  business  can  depend  on, 
can  plan  on.  Let  me  point  this  out,  and 
I  think  it  is  one  of  the  bases  for  the  great 
concern  that  American  business  has 
about  the  possible  adoption  of  this  credit. 
They  know  it  cannot  be  anything  else  but 
temporary.  There  was  even  language 
when  it  was  first  submitted  to  us  that 
indicated  that  that  might  have  been  the 
intention  of  the  drafters,  and  then  they 
came  back  and  said,  “No,  we  think  that 
ought  to  be  permanent.”  But  it  can  only 
be  temporary,  and  everybody  knows  it. 
It  is  just  a  loophole.  The  temporary  na¬ 
ture  of  this  provision  will  be  assured  as 
soon  as  the  taxpayers  wake  up  and  find 
out  who  will  be  getting  the  windfall  re¬ 
sulting  from  the  passage  of  this  credit, 
and  they  are  going  to  be  down  here  in 
droves,  saying,  “Repeal  that.”  The 
businessmen  know  that  they  cannot 
make  any  plan  to  buy  a  machine  that 
will  be  installed  3  years  from  now  on  the 
basis  of  this  credit,  because  they  cannot 
get  the  credit  until  3  years  from  now 
when  the  plant  is  in  operation,  and  by 
that  time  the  law  will  probably  be  re¬ 
pealed.  A  true  depreciation  reform 
would  be  meaningful,  and  we  could  live 
with  it.  It  would  not  be  just  a  plain 
subsidy.  How  much  will  this  invest¬ 
ment  credit  really  cost?  The  staff  of 
the  Joint  Committee  on  Internal  Reve¬ 
nue  estimated  $20  billion  by  1972. 

Here  is  their  estimate: 

Estimated  Revenue  Loss  Under  Investment 
Credit  Provision  of  H.R.  10650  as  Amended 
by  Ways  and  Means  Committee  Floor 
Amendment,  1962-72,  Assuming  an  Annual 
Increase  of  5  Percent  in  Investment  in 
Eligible  Assets  1 

Revenue  loss  attributable  to  investment 
credit  on  assets  acquired  or  constructed  in 
calendar  year 


[Millions] 


On  current  revenue  loss 
basis 2 

Including  deferred  revenue 
loss  3 

Calendar  year 

Revenue 

loss 

Calendar  year 

Revenue 

loss 

1962_ . . 

$1,  400 
1,470 
1,540 
1,620 
1,700 
1,780 
1,870 
1,960 
2,060 
2,160 
2,  270 
7,  710 
19,  820 

1962 

$1,400 
1,500 
1,610 
1,730 
1,810 
1,900 
2, 000 
2, 100 
2,200 
2,310 
2,  430 
8,040 
20, 980 

1963 _ _ 

1963  . 

1964 . . . 

1964  __ 

1965 . . . 

1965 . 

1966 . . 

1966  .. 

1967 . . 

1967 _ 

1968 . 

1968  __ 

1969 _ 

1969 

1970 _ _ 

1970 _ 

1971 . 

1971 . 

1972 . . 

1972  _ 

1962-66  * _ 

1962-66  *  . 

1962-72  . . 

1962-72  4_... 

1  This  is  the  level  of  increase  assumed  bv  the  Secretary 
of  the  Treasury  in  address  on  Mar.  19,  1962. 

2  Without  allowance  for  fact  that  some  of  the  revenue 
savings  arising  out  of  the  $25,000  limitation  will  be  lost 
in  subsequent  years  through  operation  of  the  carry¬ 
forward  provision. 

3  With  allowance  for  the  assumption  that  50  percent 
of  the  revenue  savings  arising  out  of  the  $25,000  limita¬ 
tion  will  be  lost  in  subsequent  years  through  operation 
of  the  carryforward  provision. 

*  Detail  will  not  necessarily  add  to  totals  because  of 
rounding. 
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We  Republicans  urged  a  20-percent 
increase  in  the  amount  of  depreciation 
that  could  be  taken.  We  still  urge  that, 
but  we  are  opposed  to  this  so-called  de¬ 
preciation  reform. 

The  President  said  in  his  press  confer¬ 
ence  this  afternoon  that  the  tax  burden 
should  be  spread  equally.  This  handout 
does  not  spread  it  equally.  Let  me  make 
that  statement  very  positively.  It  is  as 
inequitable  as  can  be.  How  he  can  make 
that  statement  and  then  say  we  should 
support  this  particular  proposal  I  can¬ 
not  understand.  If  this  proposal  can¬ 
not  be  replaced  by  true  depreciation  re¬ 
form  it  should  be  beaten;  and  the  mo¬ 
tion  to  recommit  will  so  provide.  If  it 
is  stricken  out  then  the  committee  can 
move  on — and  I  am  talking  about  the 
Ways  and  Means  Committee — move  on 
to  the  consideration  of  true  deprecia¬ 
tion  reform. 

Now  let  me  talk  to  the  third  item  that 
we  object  to,  and  that  is  the  matter  of 
withholding  on  dividends  and  interest. 
We  are  told  that  this  is  simple.  I  state 
to  you  in  all  sincerity  I  am  absolutely 
convinced  that  this  provision  is  going  to 
create  a  nightmare  of  redtape  for  those 
who  have  interest  income  or  any  divi¬ 
dend  income  or  who  have  any  connec¬ 
tion  with  the  paying  of  interest  and 
dividends.  It  cannot  help  but  do  it. 
There  are  350  million  savings  and  share¬ 
holder  accounts  in  this  country,  accounts 
where  the  dividend  and  interest  amount 
to  over  $10.  I  suppose  that  today’s  in¬ 
terest  will  approach  $250  but  look  at  all 
the  accounts  below  that.  They  are  not 
taken  into  consideration  in  this  $350 
million.  So  you  can  add  hundreds  of 
millions  more.  It  does  not  take  into  ac¬ 
count  either  the  patrons  of  cooperatives 
who  have  their  accounts;  it  does 
not  take  care  of  policyholders  in  insur¬ 
ance  companies  and  payments  of  inter¬ 
est  and  additions  to  policies  they  hold. 
A  modest  estimate  is  at  least  500  million 
accounts  that  will  be  subject  to  filing  an 
exemption  certificate.  Some  will  not  file 
and  then  there  will  be  overwithholding 
on  many  of  them. 

Let  me  tell  you  something  about  this 
exemption  certificate  on  which  the  chair¬ 
man  placed  so  much  reliance  to  the  ex¬ 
tent  that  he  has  now  made  it  into  a  fair 
proposition. 

It  is  peculiar  that  the  Treasury  De¬ 
partment  in  our  executive  session  when 
we  were  considering  this  matter  said, 
“Oh,  you  cannot  do  that  because  that  will 
make  it  unworkable.’’  They  said  we 
might  apply  it  limitedly  for  a  while  to 
those  over  65,  but  they  recognized  at  that 
time  that  you  cannot  exempt  all  of  these 
people,  all  of  these  accounts.  You  would 
make  an  impossible  situation  for  us,  they 
said. 

The  committee  removed  the  exemption. 
Then  they  came  back  and  gave  it  to 
everyone.  I  suppose  if  we  had  some 
more  time,  if  this  bill  was  not  up  today, 
we  would  have  another  session  of  the 
committee  and  we  might  even  have  a 
change  in  the  investment  credit  feature, 
because  we  have  had  a  change  there 
since  we  reported  the  bill  out  last  week. 

There  is  no  matching  of  any  records 
of  the  payer  corporation  or  company 
with  what  the  taxpayer’s  records  show 


or  what  he  says  as  to  how  much  has 
been  withheld.  There  is  no  attempt  to 
balance  them  or  match  them  and  see 
that  it  is  properly  enforced.  Also,  I  do 
not  know  where  the  gentleman  gets  the 
idea  that  we  are  going  to  have  a  revolu¬ 
tion  in  the  Revenue  Service,  that  if  you 
apply  for  a  refund  you  will  get  it  back  in 
2  or  3  weeks.  The  American  people  will 
be  glad  to  learn  of  this  miracle  that  is 
coming  about.  If  they  have  to  process 
all  of  these  certificates  and  applications 
for  refunds  we  are  going  to  be  waiting  a 
long  time  to  get  that  done. 

There  is  nothing  in  this  to  assure  us 
that  you  are  going  to  have  any  more 
accurate  reports  of  dividends  or  interest 
received,  there  is  nothing  in  here  to  as¬ 
sure  that  people  will  not  file  for  a  refund 
who  are  not  entitled  to  it,  because  there 
is  no  way  to  determine  it.  They  do  not 
match  them  up  today. 

We  say  they  can  be  matched  today. 
That  they  can  match  the  reports  that 
are  filed  by  banks  and  by  corporations 
with  the  Internal  Revenue  Service,  and 
they  can  do  a  better  job  of  enforcement 
and  use  this  effort  that  we  made  in  the 
last  2  years  to  encourage  a  better  com¬ 
pliance.  I  am  not  suggesting,  and  no¬ 
body  on  this  side  suggests,  that  people 
should  get  by  without  paying  their  le¬ 
gitimate  tax,  but  we  do  say  we  should  not 
get  our  administrative  machinery  so 
overburdened  with  redtape  that  we  will 
make  our  whole  tax  system  look  ridicu¬ 
lous  and  the  voluntary  compliance  part 
of  it  fall  down. 

Mr.  Chairman,  I  wrote  people  in  my 
district  who  communicated  with  me  a 
year  or  so  ago  when  we  were  working  on 
this  subject.  They  wrote  me  they 
thought  the  withholding  of  dividends 
and  interest  was  a  bad  thing.  I  wrote 
them  and  said  that  if  a  feasible  and  ad¬ 
ministrative  way  can  be  found,  and  that 
is  what  the  committee  is  working  on,  to 
try  to  find  a  feasible  way  to  do  it,  if  it 
can  be  found  I  am  going  to  be  for  with¬ 
holding,  even  though  it  is  different  than 
withholding  on  wages.  Hut  I  have  had 
to  come  to  the  conclusion  that  we  have 
not  come  up  with  it  yet  and  a  feasible 
way  to  do  it  is  not  in  this  bill  without 
creating  an  undue  burden  on  our  people 
who  have  500  million  accounts  scattered 
all  around  the  country. 

We  therefore  propose  in  our  motion  to 
recommit  to  strike  this  section. 

Let  me  talk  about  the  budget  and  fiscal 
effects  a  minute  because  that  does  con¬ 
cern  some  people.  The  majority  of  the 
committee  went  back  to  cut  down  the 
cost  of  the  bill.  There  has  been  a  lot  of 
figure  juggling  in  this  whole  thing.  We 
have  heard  about  this  bill  being  in  bal¬ 
ance.  We  heard  talk  about  the  other 
bill  being  in  balance. 

First  we  had  the  items  in  the  bill  as 
reported  by  the  committee.  These  are 
found  in  your  committee  report.  Then 
the  majority,  as  I  stated,  got  scared  that 
the  deficit  would  be  too  big,  so  they  went 
back  and  they  added  an  amendment  to 
the  bill.  This  amendment  will  be  pre¬ 
sented.  But,  what  will  the  bill  cost  now 
after  this  amendment  is  adopted? 

The  staff  of  the  Joint  Committee  on 
Internal  Revenue  Taxation  has  fur¬ 
nished  us  with  a  report.  When  fully  ef¬ 


fective,  according  to  the  staff  of  the 
Joint  Committee  on  Internal  Revenue 
Taxation,  this  bill  is  still  $295  million  a 
year  out  of  balance.  As  far  as  fiscal 
1963  is  concerned,  this  bill  is  still  $1,090 
million  out  of  balance.  Now,  that  is  the 
estimate  of  the  staff  of  the  Joint  Com¬ 
mittee  on  Internal  Revenue  Taxation, 
and  I  will  stand  by  their  estimates  much 
before  I  will  stand  by  any  Treasury  esti¬ 
mates. 

I  will  insert  the  prepared  table  at  this 
point : 


Revenue  estimates  for  H.R.  10650 
[In  millions] 


Treasury 

Staff 

(a)  Fully  effective  (table  1,  p.  5, 

of  report) : 

Estimate  in  report _  __ 

Committee  amendment... 

Final  result _ 

(b)  Fiscal  1963  (table  3,  p.  6,  of 

report) : 

Estimate  in  report _ _  . 

Committee  amendment... 

Final  result _ _ _ 

-$505 

+625 

-$775 

+480 

+120 

-295 

-1,425 

1  +625 

-1,550 

+460 

-800 

-1, 090 

(c)  Fiscal  1963  (with  adjustment 
for  incentive  table  4,  p.  7) : 

Estimate  in  report . 

Committee  amendment. 

Final  result . . . 

-660 

+350 

-310 

i  Using  full  year  effect. 


Treasury  Lopes  final  result  for  fiscal  1963 
will  be  no  loss,  for  reasons  indicated  in  foot¬ 
note  1  to  table  4  in  report.  [Not  printed  in 
Record.] 

Now,  also,  contrary  to  what  the  chair¬ 
man  told  you  yesterday,  these  losses  are 
not  taken  into  account  in  the  budget, 
and  I  would  ask  you  to  turn  to  the 
budget  of  the  United  States,  the  small 
one  that  they  put  out,  and  read  on  page 
20  where  the  President  says: 

Any  net  reduction  in  fiscal  1963  revenues 
resulting  from  the  adoption  of  the  invest¬ 
ment  credit  is  expected  to  be  offset  by  addi¬ 
tional  revenue  resulting  from  the  enactment 
of  measures  to  remove  defects  and  inequities 
in  the  tax  structure. 

And  he  goes  on  with  these  other  items 
that  were  supposed  to  be  in  the  bill. 
This  budget  does  not  take  into  considera¬ 
tion  any  fiscal  effect  of  this  bill  presently 
before  us  and,  as  I  just  pointed  out,  you 
are  still  voting  for  a  deficit,  a  shortage 
of  receipts,  of  over  $1  billion  in  1963  un¬ 
less  you  get  rid  of  this  investment  credit. 

Now,  what  will  be  the  effect  if  the  mo¬ 
tion  to  recommit  is  adopted?  If  you 
adopt  the  motion  to  recommit  and  strike 
out  the  investment  credit  and  the  sec¬ 
tion  on  withholding,  where  are  you  left 
fiscally?  According  to  the  staff  of  the 
Joint  Committee  on  Internal  Revenue 
Taxation,  you  will  have  a  plus  of  $500 
million.  If  you  use  the  figures  of  the 
Treasury,  it  will  be  $560  million-plus. 

I  trust,  Mr.  Chairman,  that  the  motion 
to  recommit  will  be  adopted  and,  if  it  is, 
I  shall  vote  for  the  bill  and  for  the  pas¬ 
sage  of  the  bill,  but  if  the  motion  to  re¬ 
commit  is  defeated,  then  the  bill  should 
be  defeated  and  let  those  who  insist  on 
the  $1  billion  tax  bonanza  take  the 
responsibility. 

(Mr.  VANIK  (at  the  request  of  Mr. 
Mills)  was  given  permission  to  extend 
his  remarks  at  this  point  in  the  Record.) 
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Mr.  VANIK.  Mr.  Chairman,  during 
the  course  of  the  debate  on  this  bill,  I 
have  endeavored  to  place  into  the  Record 
my  opposition  to  the  investment  tax 
credit  and  to  the  withholding  provisions. 
The  investment  tax  credit  creates  a  big¬ 
ger  loophole  than  those  which  the  bill 
attempts  to  close.  I  fear  that  if  this  tax 
credit  is  adopted,  it  would  simply  serve 
to  stimulate  higher  investment  credit  in 
periods  of  high  profits  in  order  to  con¬ 
serve  tax  liability.  In  periods  of  reces¬ 
sion  and  reduced  profits  there  would  be 
less  or  no  taxable  income  toward  which 
the  credit  would  apply.  Thus  the  credit 
will  serve  to  increase  the  severity  of  eco¬ 
nomic  impact.  The  annual  loss  to  the 
Treasury  will  increase  until  it  reaches 
over  $26  billion  in  the  next  10  years. 

I  represent  a  community  where  per¬ 
haps  less  than  10  percent  of  the  residents 
own  any  stock  and  where  the  average 
bank  deposit  is  under  $1,000.  In  my 
judgment  the  $8  withheld  from  these 
savings  accounts  would  constitute  im¬ 
proper  withholding  and  result  in  the  un¬ 
just  enrichment  by  the  Federal  Govern¬ 
ment.  The  overwhelming  number  of 
people  in  my  district — whether  they  re¬ 
port  interest  income  or  not — are  over¬ 
paying  their  Federal  taxes.  They  file 
short  forms.  They  overlook  hundreds 
of  millions  of  dollars  in  allowable  deduc¬ 
tions  which  would  reduce  their  taxes. 
They  will  be  reluctant  and  overly  cau¬ 
tious  in  signing  exemption  applications. 
Their  withheld  income  will  be  confiscated 
for  all  practical  purposes.  They  will 
develop  a  bitterness  against  the  entire 
income  tax  system  and  join  in  causes  to 
destroy  it. 

They  are  bitter  about  big  loopholes  in 
our  tax  laws.  Why  do  we  omit  discus¬ 
sion  of  the  oil  depletion  allowances,  the 
capital  gains  loophole,  the  stock  option 
abuse?  Has  it  become  a  violation  of  the 
rules  of  the  House  to  discuss  the  pro¬ 
priety  of  reducing  the  fat  oil  and  gas  de¬ 
pletion  allowances? 

If  the  motion  to  recommit  removes  the 
sections  on  investment  credit  and  with¬ 
holding  my  objections  to  this  bill  have 
been  substantially  met  and  I  must  sup¬ 
port  such  a  motion.  I  cannot  permit 
partisan  considerations  to  keep  me  from 
doing  what  I  believe  should  be  done. 

(Mr.  STEED  (at  the  request  of  Mr. 
Mills)  was  given  permission  to  extend 
his  remarks  at  this  point  in  the  Record.) 

Mr.  STEED.  Mr.  Chairman,  those  of 
us  who  have  a  particular  interest  in  the 
smaller  businesses  of  this  country  have 
over  a  long  period  of  time  developed 
an  approach,  and  almost  an  instinctive 
way  of  looking  at  proposed  legislation. 
Legislation  which  is  described  by  its 
sponsors  as  being  “in  the  national 
interest”  is  frequently  in  the  interest  of 
only  a  small  portion  of  the  Nation.  And, 
all  too  commonly,  it  is  the  big  business 
element  of  the  economy  which  will  bene¬ 
fit  from  the  legislation,  either  to  the 
exclusion  of  or  directly  contrary  to  the 
interests  of  the  small  business 
community. 

Small  business  encompasses  so  many 
variables  that  the  impact  of  a  particular 
piece  of  legislation  is  bound  to  vary,  de¬ 
pending  upon  the  competition  in  the 
industry,  the  point  in  the  chain  of  pro¬ 


duction  or  distribution  at  which  the 
business  is  placed,  and  so  forth.  So  it  is 
not  always  easy  to  gage  the  effect  of  a 
bill  upon  small  business.  But,  if  we 
are  to  keep  alive  the  small  business  ele¬ 
ment  of  our  economy,  it  is  absolutely 
essential  that  an  attempt  be  made  to 
analyze  every  piece  of  legislation  from 
this  point  of  view.  Unlike  big  business 
interests,  the  small  business  community 
has  neither  the  resources  nor  the  ex¬ 
perience  to  make  itself  heard.  So,  if 
such  an  examination  is  not  made  here — 
in  the  Congress  itself — it  is  likely  that 
it  will  not  be  made  at  all. 

The  Revenue  Act  of  1962 — and  particu¬ 
larly  the  investment  credit — is  no  ex¬ 
ception  to  this  general  rule.  There  are 
many  of  us  who  are  in  complete  accord 
with  the  motivating  policy  behind  the 
legislation.  It  is  crystal  clear  that,  in 
order  to  maintain  the  economic  health  of 
this  country,  it  is  necessary  to  raise  our 
level  of  investment  in  productive  equip¬ 
ment.  The  rate  of  growth  necessary  to 
continued  and  expanded  national  pros¬ 
perity;  the  attainment  of  full  employ¬ 
ment;  the  restoration  of  a  balance  in  our 
international  payments — all  these  can  be 
helped  immeasurably  by  an  increase  in 
investment  in  more  modern  and  more 
efficient  equipment.  The  granting  of  a 
tax  credit,  based  upon  the  amount  of 
such  investment,  is  quite  obviously  a 
powerful  incentive  in  this  direction. 

But,  granting  that  big  and  powerful 
enterprises  will  benefit  from  such  a  tax 
credit,  the  troublesome  question  which 
must  linger  in  the  minds  of  many  Con¬ 
gressmen  is  this:  What  is  in  it  for  small 
business?  Is  this  simply  another  in¬ 
stance  of  legislation  designed  to  aid  big 
business,  with  only  an  incidental  boost 
to  the  small  firms  which  constitute  the 
vast  majority  of  all  American  businesses? 
Certainly  this  is  a  legitimate  question, 
and  one  with  which  we  should  concern 
ourselves  today. 

The  first  area  of  scrutiny  is,  logically, 
the  type  of  purchases  which  would  be 
eligible  for  the  credit  under  the  proposed 
legislation.  It  is  important  to  note  that 
not  only  machinery  or  heavy  equipment 
is  eligible,  but  also  cash  registers, 
counters,  refrigeration  equipment,  and  so 
forth.  Thus,  manufacturers  are  not  the 
sole  beneficiaries  of  this  bill.  Small 
wholesalers,  retailers — small  businesses 
in  every  trade  and  every  role — will  be 
able  to  benefit. 

Further,  used  assets — which  are  more 
likely  to  be  sought  by  the  small  firm  than 
by  its  larger  competitors — are  eligible  to 
the  extent  of  $50,000  a  year.  There  are 
comparatively  few  small  businesses 
whose  purchases  of  used  equipment,  even 
under  the  impetus  of  a  tax  incentive, 
would  exceed  that  figure.  From  the 
point  of  view  of  the  small  firm,  it  is  par¬ 
ticularly  interesting  to  note  a  side 
benefit  which  can  be  expected  to  develop. 
The  credit,  by  accelerating  moderniza¬ 
tion,  should  certainly  increase  the  supply 
and  thus  reduce  the  prices  of  used  ma¬ 
chinery  and  equipment  replaced  by  the 
purchase  of  new  assets. 

Inventory  is  not  included  among  the 
types  of  purchases  which  would  be  eli¬ 
gible  for  the  credit.  The  small  business¬ 
man  does  not  suffer  particularly  from 


the  exclusion;  rather,  it  is  the  giant  re¬ 
tailer,  who  could  use  excess  funds  to  in¬ 
crease  his  inventory  substantially,  who 
would  get  a  windfall  if  the  legislation 
were  to  include  such  a  provision.  A  sub¬ 
stitute  proposal  includes  a  reduction  in 
closing  inventory.  It  is  apparent  that 
a  one-shot  reduction  of  this  nature  would 
be  of  dubious  value  as  a  lasting  and  sus¬ 
tained  incentive;  that  the  stimulus  to 
increases  in  inventory  would  be  incon¬ 
gruous  in  a  bill  designed  to  encourage 
modernization  of  productive  facilities; 
and  that  it  is  readily  subject  to  abuse. 

Further,  from  the  point  of  view  of  the 
small  businessman,  such  a  provision 
might  well  be  a  curse  in  the  guise  of  a 
blessing.  Since  reduced  closing  inven¬ 
tory  becomes  reduced  opening  inven¬ 
tories  of  the  following  year,  the  tax  bite 
is  postponed  only  so  long  as  sales  and 
purchases  remain  at  a  high  level.  When 
a  firm  is  confronted  with  declining  sales 
and  the  need  to  curtail  inventory,  how¬ 
ever,  the  chickens  come  home  to  roost; 
the  tax  payable  is  increased  at  the  worst 
possible  time. 

As  to  the  choice  between  a  credit  and 
a  form  of  increased  depreciation  deduc¬ 
tion,  there  can  be  no  doubt  as  to  the 
superiority  of  the  credit.  The  credit  not 
only  acts  as  a  substantially  more  effec¬ 
tive  incentive  to  increased  investment; 
it  also  has  some  distinct  advantages 
from  the  point  of  view  of  the  small  firm. 
The  credit  is  a  direct  reduction  of  tax 
liability.  It  does  not  affect  a  firm’s  pre¬ 
tax  earnings  figure,  as  would  increased 
depreciation.  The  small  business,  which 
even  in  the  best  of  times  has  difficulty 
showing  a  sufficiently  favorable  profits 
statement  to  obtain  adequate  financing, 
is  taking  a  real  risk  by  increasing  its  de¬ 
preciation  and  thereby  impairing  its 
earnings.  The  credit,  on  the  other  hand, 
presents  no  such  problems.  Quite  the 
contrary,  it  increases  cash  flow  and  in¬ 
creases  the  profitability  of  new  invest¬ 
ment,  without  affecting  pretax  earnings. 
Further,  it  leaves  the  tax  basis  un¬ 
touched.  An  increased  deduction,  of 
course,  reduces  the  basis  against  which 
further  depreciation  may  be  taken. 

This  comparison  is  on  the  assumption 
that  the  alternative  to  the  credit  is  a 
form  of  actual  increased  deduction.  The 
substitute  proposal,  however,  does  not 
even  do  that;  it  simply  shortens  by  ap¬ 
proximately  one-sixth  the  period  of  time 
during  which  a  taxpayer  may  take  the 
very  same  deductions  as  are  available 
under  existing  law. 

The  most  important  distinction  be¬ 
tween  the  two  approaches  is,  of  course, 
the  impact  which  each  has  upon  the 
lower  bracket  taxpayer.  The  deduction 
for  depreciation  takes  the  form  of  a  re¬ 
duction  of  income,  the  value  of  which  in 
terms  of  tax  saving  is  much  greater  for 
the  high-bracket  taxpayer.  The  credit, 
on  the  other  hand,  simply  takes  the  form 
of  a  deduction  from  tax  liability. 

Thus,  a  7-percent  credit  against  tax 
liability  is  equivalent  to  a  first-year  de¬ 
duction — over  and  above  allowable  de¬ 
preciation— of  $14  per  $100  of  eligible 
investment  for  corporations  subject  to 
the  52-percent  corporate  income-tax 
rate.  But,  for  a  corporation  with  tax¬ 
able  income  of  less  than  $25,000,  and 
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therefore  subject  only  to  the  30 -percent 
normal  tax  rate,  the  equivalent  deduc¬ 
tion  is  more  than  $23.  For  an  unincor¬ 
porated  businessman  subject  only  to  the 
20 -percent  starting  rate  for  individuals, 
the  equivalent  deduction  is  $35.  For  the 
small  businessman,  then,  the  credit  is 
clearly  the  more  desirable  approach. 

Finally,  I  should  like  to  point  out  that 
the  limitation  on  the  amount  of  tax  lia¬ 
bility  which  may  be  eliminated  by  the 
credit  is  almost  irrelevant  to  the  small 
business  community.  The  recent  reduc¬ 
tion  in  the  limitation,  to  $25,000  plus  25 
percent  of  the  tax  in  excess  of  that 
amount,  actually  had  the  effect  of  in¬ 
creasing  the  proportion  of  the  total  bene¬ 
fits  provided  by  the  legislation  which 
flows  to  small  business.  The  new  lower 
limit  will  not  affect  any  business  whose 
expenditures  on  eligible  equipment  do  not 
exceed  $357,000  per  year.  Obviously,  no 
more  than  a  handful  of  truly  small  busi¬ 
nesses  would  be  adversely  affected  by 
such  a  provision.  That  this  is  so  is  il¬ 
lustrated  by  the  fact  that  the  maximum 
business  loan  which  the  Small  Business 
Administration  can  make  to  a  small  busi¬ 
ness — including  the  cost  of  construction, 
as  well  as  the  purchase  of  equipment — 
has  been  set  by  Congress  at  $350,000. 

In  short,  I  have  been  measurably  reas¬ 
sured  by  my  scrutiny  of  the  bill.  It  is 
not  a  windfall  to  big  business.  It  does 
not  simply  scratch  the  back  of  the  fat 
cats.  It  is  not  designed  primarily  as  a 
boon  to  large  enterprises  which  would 
be  making  such  expenditures  even  in  the 
absence  of  the  legislation.  It  is  a  signifi¬ 
cant  contribution  toward  the  strength¬ 
ening  of  our  economy.  And  it  does  ade¬ 
quately  provide  for  the  interests  of  small 
business. 

I  am  for  it. 

(Mr.  HEMPHILL  (at  the  request  of 
Mr.  Mills)  was  given  permission  to  ex¬ 
tend  his  remarks  at  this  point  in  the 
Record.) 

Mr.  HEMPHILL.  Mr.  Chairman,  on 
yesterday,  I  voted  against  the  previous 
question  and  against  the  rule  allowing 
debate  on  this  bill.  I  wanted  the  Ways 
and  Means  Committee  to  take  this  bill 
back  and  rewrite  it.  I  know  they  were 
crying  this  was  the  best  they  could  do, 
but  I  was  of  the  opinion  they  could  do 
better.  I  also  voted  against  the  rule  be¬ 
cause  I  wanted  to  have  open  and  free 
debate.  I  did  not  believe  it  when  they 
said  it  would  take  a  week  to  study  out' 
this  legislation  and  debate  it  out  and 
that  the  House  could  not  work  its  will. 
I  would  not  have  cared  if  it  had  taken  a 
month. 

I  do  not  like  the  withholding  feature 
in  particular.  I  am  happy  they  elimi¬ 
nated  any  withholding  of  people  not 
liable  for  tax  and  under  18  as  I  was  much 
concerned  that  the  savings  of  old  and 
young  people  would  be  greatly  affected. 

We  of  the  textile  area  are  most  happy 
that  the  President  of  the  United  States 
has  seen  fit  to  try  to  help  the  textile 
people.  The  period  of  starvation  has 
been  a  long  one  and  the  previous  ad¬ 
ministration  exhibited  the  worse  sort  of 
hypocrisy  in  dealing  with  the  textile  in¬ 
dustry.  I  think  they  wanted  the  textile 
money  and  the  textile  support,  but  did 
not  want  to  be  of  any  real  help,  and 
they  were  not. 


This  new  incentive  plan  should  be  a 
great  help  in  retooling  and  expanding 
the  textile  industry  so  necessary  to  our 
part  of  the  country.  New  industry 
means  new  jobs,  steady  employment, 
consumer  market  and  1,000  other  things 
beneficial  to  our  people.  Along  with  a 
few  others  here  of  the  affected  textile 
areas,  I  have  often  voiced  my  concern 
over  the  plight  of  the  textile  industry 
in  the  future. 

President  Kennedy  is  the  first  Presi¬ 
dent  I  have  served  under  who  ever  of¬ 
fered  any  real  sympathy  or  took  any 
partial  action.  For  this  reason,  I  en¬ 
dorse  that  particular  feature  of  the  leg¬ 
islation. 

I  am  well  aware  of  the  fact  that  the 
tax  treatment  with  reference  to  foreign 
properties  and  investments  will  be 
changed.  Certainly  the  American  in¬ 
vestor  and  the  American  industrialist 
needs  to  have  something  done  to  protect 
the  export  of  American  capital,  Ameri¬ 
can  manufacturing  and  American  jobs. 
Why  should  the  American  manufacturer 
or  investor  be  penalized  because  of  do¬ 
mestic  investments?  It  does  not  make 
sense. 

I  am  happy  that  the  original  plan  of 
the  tax  treatment  of  the  saving  and  loan 
institutions  was  changed.  The  initial 
approach  was  too  harsh,  and,  along  with 
others,  I  contacted  members  of  the  Ways 
and  Means  Committee  hoping  to  lessen 
the  harshness  of  the  treatment.  I  am 
happy  that  the  Ways  and  Means  Com¬ 
mittee  did  lessen  the  harshness,  and  I 
salute  the  distinguished  Congressman 
from  New  York,  Hon.  Eugene  Keogh,  for 
his  unfailing  efforts  to  help  the  thrift  in¬ 
stitutions. 

Again,  I  say  I  do  not  like  the  with¬ 
holding,  but  I  do  not  want  to  work  an 
injustice  on  all  of  us  who,  salaried,  have 
to  pay  withholding. 

Mr.  MILLS.  Mr.  Chairman,  I  yield 
myself  10  minutes. 

Mr.  ALBERT.  Mr.  Chairman,  will  the 
distinguished  gentleman  yield? 

Mr.  MILLS.  Gladly. 

Mr.  ALBERT.  Mr.  Chairman,  as  the 
debate  on  this  important  matter  draws 
to  a  close,  I  think  it  would  be  in  order 
for  me  to  say  that  I  believe  I  express  the 
feeling  of  all  the  Members  of  the  House 
on  both  sides  of  the  aisle  when  I  say  that 
the  management  of  this  bill  by  the  dis¬ 
tinguished  gentleman  from  Arkansas, 
[Mr.  Mills]  has  given  us  legislative 
leadership  of  the  highest  order.  Those 
who  have  listened  to  the  debate  on  this 
bill,  as  I  have,  will  also  agree  with  me, 
I  am  sure,  when  I  say  that  this  debate 
has  been  in  the  finest  traditions  of  the 
House  of  Representatives.  The  Commit¬ 
tee  on  Ways  and  Means  has  done  a  tre¬ 
mendous  job  with  a  difficult  subject  over 
a  long  period  of  time  and  has  brought 
this  bill  to  the  House  for  our  considera¬ 
tion.  I  had  hoped  that  the  distinguished 
minority  leader  of  the  House,  the  gentle¬ 
man  from  Indiana  [Mr.  Halleck],  for 
whom  I  have  great  personal  affection 
and  the  highest  regard,  would  have  found 
it  possible  to  support  this  bill. 

I  am  sorry  that  this  bill  has  taken, 
as  it  did  on  .  the  motion  on  the  previous 
question  on  the  resolution  that  made  the 
rule  in  order,  a  partisan  direction.  I 
had  hoped  that  this  bill  could  be  sup¬ 


ported  as  we  supported  the  Manpower 
Retraining  Act  a  few  days  ago  in  a 
bipartisan  spirit.  But,  Mr.  Chairman, 
I  am  prepared  to  say  that  if  we  must 
pass  this  bill  by  Democratic  votes,  we 
are  prepared  to  take  the  responsibility. 
We  believe  this  bill  is  good  for  America 
and  that  whatever  is  good  for  America  is 
good  for  either  political  party. 

Mr.  Chairman,  those  who  have  said 
that  we  should  strike  out  the  invest¬ 
ment  credit  provision,  which  stands  out 
in  bold  letters  in  the  title  of  this  bill, 
remind  me,  if  the  distinguished  gentle¬ 
man  from  Arkansas  will  yield  further  for 
that  purpose,  of  the  old  Arkansas  story 
of  a  man  who  was  cleaning  a  White 
River  catfish  and  when  it  started  squirm¬ 
ing  he  said,  “Hold  still,  fish,  all  I  am 
going  to  do  is  to  try  to  gut  you.” 

Mr.  Chairman,  it  seems  to  me  that  the 
presentation  which  the  gentleman  from 
Arkansas  has  made,  and  others  on  his 
committee,  has  made  it  clear  that  this 
is  the  heart  and  the  soul  of  the  measure. 

I  am  not  one,  Mr.  Chairman,  who  be¬ 
lieves  that  the  treatment  we  give  to  one 
taxpayer  should  not  be  applicable  also  to 
another.  I  see  no  reason  why  we  should 
treat  the  man  who  works  for  wages  dif¬ 
ferently  from  the  person  who  receives  his 
incomes  from  dividends  or  interest. 
Above  all,  I  do  not  for  my  part  desire  to 
vote  to  permit  a  large  group  of  taxpay¬ 
ers  to  continue  to  evade  the  payment  of 
their  taxes. 

Mr.  Chairman,  if  the  gentleman  will 
yield  further,  I  would  like  to  take  this 
opportunity,  since  it  has  been  referred 
to,  and  because  I  think  it  states  the  po¬ 
sition  of  those  of  us  who  are  supporting 
this  bill,  to  read  the  statement  of  the 
President  of  the  United  States  on  this 
bill  at  his  weekly  press  conference  this 
morning,  and  I  read : 

I  want  to  take  this  opportunity  to  stress 
again  the  importance  of  the  tax  bill  now  be¬ 
fore  the  House  of  Representatives.  An  at¬ 
tempt  is  being  made  in  that  House  to  de¬ 
feat  this  bill  by  sending  it  back  to  commit¬ 
tee,  and  if  it  is  killed,  we  will  have  lost  a 
most  valuable  opportunity  to  find  jobs  for 
the  college  and  high  school  graduates  who 
will  be  seeking  those  jobs  in  June  of  this 
year.  We  will  lose  our  best  hope  of  mod¬ 
ernizing  our  machinery  and  our  equipment, 
and  giving  our  industry  an  inducement  to 
step  up  their  investment  so  that  they  can 
compete  on  more  equal  terms  with  foreign 
investors  and  producers. 

We  will  be  abandoning  an  effort  to  close 
those  foreign  tax  havens  that  drain  our  jobs 
and  dollars  away  from  our  shores,  and  we 
will  be  permitting  $630  million  a  year  in 
taxes  due  from  stockholders  and  bondhold¬ 
ers  to  go  uncollected,  even  though  these 
taxes  are  on  the  books.  Even  though  one- 
third  of  these  people  are  paying  their  taxes 
in  good  faith,  yet  because  of  the  difficulty 
of  collecting  them,  nearly  $630  million  due  to 
the  Treasury  does  not  come  in  each  year, 
which  means  that  those  wage  earners,  the 
small  business  men  and  others  who  have 
their  taxes  withheld  from  their  salaries  and 
their  paychecks  must  pay  more. 

We  need  this  bill,  finally,  to  help  close  off 
our  loss  of  gold  in  our  balance  of  payments. 
To  make  that  less,  we  must  modernize  our 
equipment  and  our  businesses  so  that  they 
can  compete,  and  we  must  close  the  loop¬ 
holes  which  permit  and  encourage  industry 
to  invest  overseas.  .1  hope  that  every  Mem¬ 
ber  of  the  House  of  Representatives  who  be- 
lives  in  spreading  the  tax  burdens  fairly, 
who  wants  to  improve  our  balance-of-pay- 
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ments  position,  who  wants  this  country  to 
grow  with  new  equipment  and  new  jobs,  will 
support  this  bill  as  the  best  means  of 
achieving  these  goals  today.  And  I  find  great 
difficulty  in  understanding  the  position  of 
any  political  party  which  makes  it  a  matter 
of  party  objective  to  defeat  this  bill  at  this 
most  important  time. 

Mr.  HALLECK.  Mr.  Chairman,  will 
the  gentleman  yield  to  me  for  a  brief 
observation? 

Mr.  MILLS.  I  am  glad  to  yield  to  the 
gentleman  from  Indiana. 

Mr.  HALLECK.  Mr.  Chairman,  I  lis¬ 
tened  with  attention  to  what  I  under¬ 
stand  are  words  from  the  President  of 
the  United  States.  As  I  understood  it, 
he  said  that  an  attempt  will  be  made  to 
send  the  bill  back  to  the  committee,  to 
kill  it.  I  am  sure  the  gentleman  from 
Arkansas  will  understand  that  a  motion 
to  recommit  with  instructions  directs  the 
committee  to  report  back  forthwith  with 
whatever  instructions  the  motion  to  re¬ 
commit  contains.  Then  we  vote  on  that 
as  an  amendment  to  the  bill,  back  in  the 
House,  and  then  we  go  on  to  pass  the  bill 
or  defeat  it,  whatever  may  be  the  case. 

Mr.  MILLS.  The  gentleman  from  In¬ 
diana  has  properly  stated  the  situation, 
as  I  understand  it;  and  that  is  why  I 
wanted  to  take  just  a  few  minutes  to 
point  out  why  I  thought  my  friend  from 
Indiana  [Mr.  Halleck]  and  those  who 
intended  to  vote  for  a  motion  to  recom¬ 
mit  were  making  a  mistake. 

Mr.  Chairman,  I  have  nothing  but  the 
greatest  respect,  admiration,  and  affec¬ 
tion  for  every  Member  of  this  House  re¬ 
gardless  of  his  political  party.  I  know 
that  when  a  majority  of  the  membership 
of  this  House  becomes  informed  and  ad¬ 
vised  with  respect  to  a  matter,  almost 
without  exception  that  majority  will  do 
the  right  thing. 

Mr.  Chairman,  there  is  no  argument 
on  the  part  of  our  Democratic  colleagues 
or  Republican  colleagues  on  the  Commit¬ 
tee  on  Ways  and  Means  about  the  re¬ 
quirements  of  the  future  for  providing 
improved  ways  for  business  to  recoup 
out  of  profits  before  taxes  the  invest¬ 
ments  that  they  make  in  the  operation 
of  the  business  and  the  creation  of  jobs. 
There  is  an  argument  about  whether  or 
not  we  should  provide  any  of  that  re¬ 
coupment  through  an  investment  credit. 
There  is  an  argument  about  whether  we 
should  adopt  this  provision,  and  it  is 
referred  to  as  a  gimmick.  I  said  on  yes¬ 
terday,  Mr.  Chairman,  that  I  originally 
had  as  much  question  about  this  propo¬ 
sition  as  anybody  in  the  Congress  ever 
had.  I  went  into  it,  as  did  my  Demo¬ 
cratic  colleagues  on  the  Committee  on 
Ways  and  Means.  Of  their  own  free  vo¬ 
lition,  after  having  studied  the  matter 
fully,  they  concluded  that  it  was  in  the 
national  interest.  It  is  in  the  national 
interest.  And  Mr.  Chairman,  during 
consideration  of  this  matter  by  the  com¬ 
mittee  as  originally  proposed  with  the 
help  of  the  Republican  members  of  the 
committee,  we  approved  the  investment 
credit  provision  by  making  it  nondis- 
criminatory,  by  providing  a  flat  rate,  and 
by  making  it  apply  to  those  who  are 
small  as  well  as  to  those  who  operate  the 
larger  businesses.  We  made  it  applicable 
to  the  operations  of  the  dairy  farmer  in 


Wisconsin  as  well  as  to  the  cotton  farm¬ 
er  in  Arkansas. 

Mr.  Chairman,  I  feel  as  confidently 
about  this  point  as  I  have  ever  felt  about 
anything  that  this  is  a  step  in  the  right 
direction  to  help  business  to  gain  mo¬ 
mentum  in  the  creation  of  jobs. 

Now  let  us  see  what  my  friend,  the 
gentleman  from  Wisconsin,  says  and  let 
us  see  what  his  position  is,  and  I  have 
great  respect  for  him.  The  gentleman 
from  Wisconsin  bemoans  the  fact  that 
the  committee  has  seen  fit  to  go  into  the 
operations  of  foreign  corporations  owned 
by  Americans  and  to  tax  certain 
profits  of  their  businesses  by  saying  they 
cannot  be  deferred  from  the  American 
tax.  I  have  some  sympathy  with  that 
point  of  view.  But  then  what  does  he 
say?  He  says,  “I  am  perfectly  willing 
for  these  American-owned  profits 
abroad  to  be  deferred  from  the  Ameri¬ 
can  tax,  but  I  ask  the  membership  of 
this  House  to  deny  an  American  busi¬ 
ness  operating  here  at  home,  which  is 
trying  to  create  more  profits  and  more 
employment — deny  that  business  even  a 
7-percent  investment  credit.” 

Now  I  am  interested  in  the  operation 
of  American-owned  businesses  abroad 
as  well  as  he  is,  in  seeing  that  they  can 
operate,  but  I  am  also  interested  in  the 
operation  of  businesses  here  in  the 
United  States  that  I  know  will  be  helped 
as  the  result  of  this  section  of  the  bill 
dealing  with  the  investment  credit. 

He  suggests  that  we  take  out  of  the 
bill  in  his  motion  to  recommit  the  pro¬ 
vision  for  withholding  of  tax  on  interest 
and  dividends,  and  they  have  offered 
every  conceivable  excuse  in  the  world  for 
not  wanting  it.  They  say  it  will  cause 
overwithholding.  They  say  it  imposes  a 
burden  upon  people  who  live  off  interest 
and  dividends  that  ought  not  to  be  im¬ 
posed  upon  them.  They  say  it  will  cause 
a  lot  of  paperwork.  But  what  are  they 
suggesting  as  an  alternative?  They  are 
asking  you  to  strike  this  out  and  let  the 
Internal  Revenue  Service  collect  this 
money  by  making  these  cross-checks 
with  their  automatic  data  processing 
machines.  How  much  is  involved  in  this 
cross-checking?  Can  the  Internal  Reve¬ 
nue  Service  with  their  machines  check  a 
return  without  having  the  information 
recorded  from  a  report  from  somebody 
on  interest  and  dividends?  Ask  your 
bankers,  ask  your  building  and  loan 
people  and  ask  your  mutual  savings 
banks  which  they  would  prefer.  Ask 
them  whether  they  prefer  to  have  to 
write  down  the  name  and  address  of 
everyone  to  whom  they  pay  interest  and 
the  amount  or  would  they  rather  do  it 
through  a  simple  and  efficient  system  of 
withholding.  The  fact  of  the  matter  is 
that  the  only  way  in  the  world  that  their 
suggestion  would  work  would  be  to  have 
every  dollar  of  interest  paid  by  every¬ 
one  of  these  institutions  reported  to  the 
Internal  Revenue  Service  and  the  In¬ 
ternal  Revenue  Service  as  an  adjunct  of 
the  Treasury  Department  has  that  au¬ 
thority  today.  Do  you  want  to  defeat 
this  and  force  the  Internal  Revenue 
Service  into  that  position  in  order  to 
collect  this  $800  million-plus  that  is  now 
escaping  from  taxation?  I  do  not  think 
a  reasonable  person  would  say  that  that 


procedure  which  will  be  forced  upon 
these  institutions  would  be  preferable  to 
the  procedure  we  provide  for  in  the  bill. 
And  then  we  hear  some  say,  “You  are 
not  going  to  help  these  people.  They 
will  have  to  file  this  statement  every 
year  that  they  owe  no  tax.”  Of  course, 
that  is  true,  but  they  overlook  the  fact 
that  the  bill  does  provide  the  authority 
once  this  is  done  and  an  experience 
record  is  established  to  permit  the  Sec¬ 
retary  of  the  Treasury  to  dispense  with 
that  requirement  for  filing  of  these 
statements  each  year. 

But  there  is  one  thing,  my  friends  I 
think  are  overlooking.  What  effect  does 
this  proposal  to  strike  out  the  withhold¬ 
ing  provision  have  on  the  payment  of 
taxes  by  the  American  farmer?  The 
provision  on  cooperatives  in  this  bill 
states  that  the  cooperative  when  it  al¬ 
locates  to  the  American  farmer  who  is 
a  member  of  that  cooperative  a  part  of 
the  profits  from  the  business  that  he 
is  giving  to  the  cooperative,  there  shall 
be  a  withholding  of  tax.  We  have  said 
in  the  withholding  provision  that  we  do 
not  think  it  is  fair  for  this  cooperative 
to  hold  his  money  requiring  him  to  pay 
the  tax  out  of  the  profits  from  other  in¬ 
come  on  this  income  that  is  being  with¬ 
held  from  him  by  the  cooperative.  So 
we  say  the  cooperative  must  give  up  20 
percent  of  the  amount  allocated  to  its 
patrons  to  cover  the  first  bracket  of  the 
tax  of  this  farmer. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Chairman,  will  the  gentleman  yield? 

Mr.  MILLS.  I  yield. 

Mr.  BYRNES  of  Wisconsin.  Can  the 
gentleman  tell  us  how  this  cooperative 
will  handle  the  exemption  certificate? 
How  are  they  to  tell  what  is  going  to  be 
withheld  on  other  funds? 

Mr.  MILLS.  The  cooperative  will 
handle  the  exemption  certificates  all 
right.  The  gentleman  realizes  the  same 
rules  apply  here  that  apply  to  other 
payors.  But  what  I  am  concerned  about 
is  that  the  gentleman  has  not  provided 
in  his,  motion  to  recommit  a  motion  to 
strike  out  this  arrangement  on  coopera¬ 
tives  that  will  impose  upon  his  farmers 
and  my  farmers  the  requirement  to  pay 
a  tax  on  money  that  the  cooperative  is 
withholding  out  of  his  pocket  and  not 
giving  to  him. 

This  provision  in  the  bill  says  that  the 
cooperative  must  pay  20  percent  to  the 
Government  to  represent  the  first 
bracket  of  the  tax  of  that  farmer.  I 
hope,  therefore,  that  those  of  you  who 
are  concerned  about  this  aspect  of  the 
matter  will  think  twice  before  you  vote 
for  the  motion  to  recommit. 

Mr.  Chairman,  I  hope  that  the  mem¬ 
bership  of  the  House,  not  on  a  partisan 
basis,  will  vote  down  this  motion  to  re¬ 
commit.  I  hope  then  that  the  member¬ 
ship  again  not  on  a  partisan  basis  will 
send  this  bill  on  to  the  Senate  where 
hearings  have  already  been  scheduled  to 
begin,  I  think,  on  Tuesday  of  next  week, 
where  adjustments,  if  necessary,  can  be 
made  in  it  filling  the  needs  and  the  re¬ 
quirements  of  the  hour  as  seen  by  those 
in  the  other  body. 

Mr.  Chairman,  I  urge  the  passage  of 
this  bill.  I  urge  the  rejection  of  this 
motion  to  recommit. 
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The  CHAIRMAN.  The  gentleman 
from  Arkansas  has  10  minutes  remain¬ 
ing. 

Mr.  MILLS.  Mr.  Chairman,  I  yield  to 
the  gentleman  from  Louisiana  to  submit 
a  consent  request.  He  has  a  number  of 
Members  who  wish  to  extend  their  re¬ 
marks  at  this  point,  whose  names  he  will 
read. 

Mr.  BOGGS.  Mr.  Chairman,  I  ask 
unanimous  consent  that  the  gentleman 
from  Idaho  [Mr.  Harding]  may  extend 
his  remarks  at  this  point  in  the  Record. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Louisiana? 

There  was  no  objection. 

[Mr.  HARDING’S  remarks  will  appear 
hereafter  in  the  Appendix.] 

Mr.  WHARTON.  Mr.  Chairman,  it  is 
clear  that  we  have  here  just  another 
attempt  at  revenue  revision,  rather  than 
legislation  designed  to  raise  necessary 
funds  for  the  Federal  Government  to 
operate. 

This  bill  proposes  to  reduce  Federal 
income  via  a  7-percent  subsidy  to  in¬ 
dustry  on  new  equipment.  On  the 
other  hand,  it  aims  to  penalize  our  busi¬ 
nessmen  who  have  successfully  pene¬ 
trated  foreign  markets.  Possibly  the 
administration  feels  that  this  would  be 
an  even  break,  but  I  have  serious  doubts 
on  that  score. 

Next  we  come  to  the  controversial 
withholding  provision  aimed  at  that 
substantial  segment  of  the  American 
people  who  have  worked  and  saved 
money,  investing  it  in  a  savings  insti¬ 
tution  or  in  dividend  paying  stocks. 
Whether  20  percent  of  their  income  is 
withheld  or  they  file  a  sort  of  paupers’ 
oath  stating  their  low  incomes  are  not 
subject  to  taxation,  they  are  involved  in 
bureaucracy,  delay,  and  redtape  where 
they  have  never  been  before.  Mind 
you,  these  are  the  people  who  habitually 
pay  their  tax,  their  funds  are  right  there 
on  deposit  as  security  to  the  Govern¬ 
ment  in  case  they  do  not,  and  they  know 
it.  Now,  we  hear  a  great  deal  about 
tax  loopholes.  How  about  gambling  es¬ 
tablishments,  racetracks,  and  sporting 
events  where  it  is  a  well-known  fact 
that,  frequently,  no  tax  whatsoever  is 
collected  on  taxable  income? 

During  my  12  years  in  the  House,  I 
have  never  received  such  a  volume  of 
mail  unanimously  opposed  to  a  single 
bill.  It  comes  almost  entirely  from  lit¬ 
tle  people  who  rely  upon  this  income 
after  a  life  of  toil  and  savings.  Have  we 
reached  a  point  where  the  old-fashioned 
virtues  are  to  be  penalized  by  bureau¬ 
cracy,  delay,  and  redtape?  Avid  sup¬ 
porters  of  the  Kennedy  administration 
say  that  they  are  reluctant  to  go  along 
with  this  measure,  and  I  hope  that  they 
will  heed  their  consciences  in  preference 
to  political  expediency. 

As  someone  has  very  aptly  put  it,  the 
whole  ramshackle  structure  of  Federal 
taxes  is  a  tangled  growth  of  imposts 
tacked  onto  the  last  clear  thought  on 
taxation  back  in  Woodrow  Wilson’s  time. 

No  adjustment  for  tax  grievance  in 
any  one  sector  of  American  life,  no  denial 
of  established  tax  privilege  to  any  one 


sector  of  American  life  can  correct  the 
Federal  tax  system  without  creating  new 
injustices. 

This  withholding  proposal  clearly 
demonstrates  that  taxes  require  think¬ 
ing  through  all  over  again,  and  the  bill 
should  be  returned  to  committee. 

Mr.  SANTANGELO.  Mr.  Chairman, 
I  oppose  the  motion  to  recommit  and 
support  this  tax  bill. 

Fiscal  responsibility  requires  that  we 
raise  and  provide  the  funds  to  carry  out 
the  progressive  programs  of  the  Ken¬ 
nedy  administration.  To  do  otherwise 
would  be  irresponsible. 

The  motion  to  recommit  seeks  to  elim¬ 
inate  the  tax  incentive  features  for  our 
industry.  It  would  prevent  the  expan¬ 
sion  of  their  facilities  to  provide  addi¬ 
tional  employment  and  which  would  en¬ 
able  them  to  compete  with  foreign  in¬ 
dustries  and  earn  profits  upon  which 
they  could  pay  taxes.  The  incentive  pro¬ 
gram  is  a  farreaching  and  farsighted 
program  and  will  promote  the  rate  of 
growth  of  industry  in  our  country  so 
that  it  could  compare  with  the  rate  of 
growth  in  those  countries  in  Europe 
which  were  devastated  by  the  war  and 
which  had  to  rebuild  from  the  ground 
up. 

The  second  feature  of  the  motion  to 
recommit  is  to  prevent  the  withhold¬ 
ing  of  taxes  on  interest  and  dividends. 
The  wage  earners  of  our  country  pay 
their  taxes  when  their  employers  with¬ 
hold  the  tax  on  their,  wages.  The  pro¬ 
fessional  man,  the  businessman  and  the 
nonsalaried  workers  pay  estimated  taxes 
on  the  estimated  earnings  or  profits  from 
their  occupation  or  profession.  For  the 
past  several  years  our  Government  and 
especially  the  Internal  Revenue  has  en¬ 
gaged  in  a  publicity  campaign  urging 
the  American  people  to  pay  taxes  on  the 
interest  they  receive  on  their  savings 
accounts  and  on  dividends  which  they 
receive  on  their  investments. 

To  a  certain  extent  some  of  our  citi¬ 
zens  have  heeded  the  call  of  their  Gov¬ 
ernment  and  have  paid  their  taxes  on 
their  interest  and  dividends.  But,  un¬ 
fortunately,  a  large  percentage  of  Amer¬ 
ican  taxpayers  have  failed  to  report  their 
interest  and  dividend  payments.  It  has 
been  reliably  estimated  that  over  $4  bil¬ 
lion  of  interest  and  dividends  have  not 
been  reported.  The  estimated  tax  on 
this  unreported  and  undisclosed  income 
would  be  approximately  $824  million. 
Another  lower  estimate  is  $625  million. 
In  any  event,  it  is  a  sizable  sum.  The 
nonpayment  of  these  taxes  by  the  shirk¬ 
ing  taxpayers  puts  a  burden  upon  the 
honest  citizen  who  has  his  taxes  taken 
from  his  wages  or  who  pays  his  esti¬ 
mated  tax  and  who  reports  truthfully 
the  interest  and  dividends  he  receives. 

A  vote  against  this  tax  bill  is  a  vote 
to  permit  those  taxpayers  who  seek  to 
cheat  the  Government  to  put  upon  the 
honest  taxpayers  a  burden  which  they 
should  not  sustain. 

Safeguards  are  provided  for  in  this 
bill.  Children  under  the  age  of  18  are 
exempt  from  paying  taxes  on  their  in¬ 
terest  or  dividends  because  they  are  not 
taxpayers  or  -earn  insufficient  funds. 

Our  senior  citizens  above  the  age  of 


65  are  also  exempt  from  the  provisions 
of  withholding  taxes  on  interest  or  divi¬ 
dends. 

Those  taxpayers  between  the  ages  of 
18  and  65  who  believe  that  the  interest 
and  dividends  are  not  sufficient  for  them 
to  pay  taxes  may  be  exempt  by  filing  a 
certificate  so  stating  and  they  will  there¬ 
by  be  exempt  from  the  withholding  pro¬ 
visions. 

During  this  year  we  have  approved 
measures  which  would  give  aid  to  the 
unemployed,  and  aid  to  dependent 
children.  We  have  increased  payments 
to  the  aged  of  our  community  and  to 
the  blind  and  disabled.  The  cost  of  such 
a  program  was  $140  million.  This  re¬ 
quires  the  raising  of  money  in  order  to 
provide  the  much  needed  facilities  and 
help  which  we,  as  a  responsible  and  un¬ 
derstanding  and  humanitarian  govern¬ 
ment,  want  to  provide  for  our  less  fortu¬ 
nate  people.  To  vote  against  this  tax 
bill  while  at  the  same  time  voting  in 
favor  of  the  authorization  for  such  pro¬ 
grams  is  being  hypocritical  and  dis¬ 
honest. 

When  we  approve  a  far-reaching  pro¬ 
gram,  as  responsible  legislators,  we  must 
raise  the  funds  to  provide  the  money  to 
implement  and  carry  out  the  beneficial 
programs  that  we  adopt.  This  measure 
is  a  far-reaching  measure.  It  will  carry 
out  the  Kennedy  program  and  will  move 
our  government  forward.  It  will  tax 
those  American  citizens  who  are  living 
in  Europe  and  who  are  exempt  on  the 
first  $35,000  of  their  income.  This  bill 
reaches  out  and  equalizes  the  competitive 
conditions  between  different  types  of 
banks  and  insurance  companies.  It  will 
permit  us  to  provide  for  the  defense  of 
our  country  and  to  continue  the  pro¬ 
grams  in  outer  space  and  to  develop 
heroes  like  John  Glenn. 

Without  the  funds  to  carry  on  this 
research,  we  cannot  compete  with  a 
totalitarian  monolithic  government  like 
Russia.  To  oppose  this  measure  would 
be  to  grant  to  the  communistic  countries 
an  advantage  over  our  democracy.  On 
balance  this  is  a  very  important  measure 
and  as  a  responsible  American  citizen 
and  as  a  person  who  believes  we  must 
implement  the  social  programs  espoused 
by  the  Democratic  Party,  I  must  vote 
for  this  tax  measure. 

I  trust  that  the  motion  to  recommit 
will  be  defeated  and  that  this  measure 
will  pass. 

Mr.  O’HARA  of  Illinois.  Mr.  Chair¬ 
man,  I  am  supporting  H.R.  10650  because 
I  believe  firmly  that  a  tax  bill  must  be 
balanced  and  that  the  best  guide  for  the 
action  of  the  House  is  the  recommenda¬ 
tion  of  a  majority  of  the  members  of  the 
Ways  and  Means  Committee,  who  wrestle 
for  days  and  weeks  with  the  complex  and 
technical  problems  of  taxation.  The 
Honorable  Thomas  J.  O’Brien  is  the 
Chicago  member  of  that  distinguished 
committee.  No  man  is  held  in  higher 
esteem  by  the  Members  of  this  body  and 
none  has  a  richer  background  in  ex¬ 
perience. 

Taxes  never  are  popular  with  those 
upon  whom  they  are  imposed,  and  yet 
no  American  would  wish  our  Govern- 
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ment,  our  way  of  life,  our  economy,  and 
our  security  to  fall  apart  because  of  lack 
of  revenues.  I  suppose  no  tax  bill  is  en¬ 
tirely  pleasing  to  everyone.  If  tax  bills 
were  not  brought  to  the  House  in  blanket 
form,  and  members  who  had  not  had  the 
benefit  of  the  lengthy  hearings  and 
studies  of  the  Ways  and  Means  Commit¬ 
tee  were  permitted  to  vote  on  each  item 
according  to  their  individual  whims  or 
interests,  we  could  expect  legislative 
chaos  and  surely  would  end  up  with  a 
barren  Treasury.  No  matter  what  ad¬ 
ministration  is  in  power,  Democratic  or 
Republican,  I  feel  that  a  sense  of  fiscal 
responsibility  compels  my  support  of  a 
blanket  tax  bill  reported  by  the  Ways 
and  Means  Committee,  even  though 
there  may  be  items  on  which  I  would  be 
in  disagreement,  as  doubtless  is  the  case 
with  members  of  the  Ways  and  Means 
Committee.  After  all,  in  the  final  anal¬ 
ysis  good  legislation  is  the  child  of  com¬ 
promise. 

I  commend  the  great  Ways  and  Means 
Committee  on  the  manner  in  which  in 
the  present  bill  it  has  worked  out  dif¬ 
ferences  in  the  spirit  of  compromise.  I 
was  troubled  by  the  many  letters  I  had 
received  from  aged  persons,  subsisting  on 
small  returns  in  interest  and  dividends, 
and  who  could  ill  afford  to  have  with¬ 
holdings  even  for  a  brief  time  of  the 
money  they  needed  for  livelihood.  That 
the  Ways  and  Means  Committee  worked 
out  in  a  sympathetic  commonsense  man¬ 
ner  by  providing  that  there  would  be  no 
withholding  when  one  notified  the  Gov¬ 
ernment  in  writing  that  his  total  tax¬ 
able  income  would  not  subject  him  to  an 
income  tax.  Fair  and  simple,  the  bill 
assures  the  Government  getting  the  tax 
from  those  who  should  pay,  gives 
complete  immunity  of  withholding  to 
those  who  have  no  tax  liability. 

In  the  last  Congress  I  have  supported 
the  bill  introduced  by  the  very  able  gen¬ 
tleman  from  Louisiana  [Mr.  Boggs],  as 
regards  taxation  of  American  industries 
with  foreign  operations.  The  approach 
in  H.R.  10650  is  different  and  this  is  in 
an  area  where  there  may  be  honest  dif¬ 
ferences  of  opinion,  largely  stemming 
from  the  fact  that  there  is  scant  historic 
background  and  shifting  conditions  in  a 
changing  world  give  confusion  to  the 
making  of  charts.  The  gentleman  from 
Louisiana  is  supporting  H.R.  10650 — in¬ 
deed  his  speech  this  afternoon  ranks 
with  the  great  orations  in  the  history 
of  this  Chamber — and  this  is  proof  con¬ 
clusive  that  he  accepts  the  provision  in 
the  present  bill,  subject  to  revision  later 
if  circumstances  and  developments  would 
seem  to  demand. 

Mr.  Chairman,  while  supporting  H.R. 
10650  as  necessary  tax  legislation  if  our 
Government  is  to  have  the  funds  for  sur¬ 
vival,  and  every  legitimate  source  of  tax 
income  is  tapped  according  to  its  ability 
and  its  responsibility,  I  think  it  only 
fair  that  I  should  include  in  my  remarks 
some  excerpts  from  a  letter  I  received 
today  from  Lajos  Schmidt,  distinguished 
Chicago  lawyer  and  member  of  one  of 
the  Nation’s  largest  law  firms  specializing 
in  international  law.  Mr.  Schmidt  writes 
me  from  London : 


In  writing  this  letter  from  London  I  want 
you  to  know  the  feeling  of  the  American 
business  community  abroad,  as  well  as  the 
feeling  of  leading  foreign  businessmen,  on 
the  effect  of  H.R.  10650.  »  *  * 

Leading  foreign  businessmen  have  in  fact 
stated  that  this  legislation  would  seriously 
hamper  the  competitiveness  of  American 
companies  abroad.  As  you  know,  it  is  in¬ 
creasingly  difficult  to  export  finished  mer¬ 
chandise  from  the  United  States  because  of 
the  extremely  high  cost  of  American  labor. 
As  a  defense,  the  ingenuity  of  American 
businessmen  discovered  the  possibility  of  ex¬ 
porting  parts  and  components  from  the 
United  States  and  transforming  same  into 
finished  goods  abroad.  Through  this  de¬ 
vice  hundreds  of  thousands  of  new  jobs  were 
created  in  the  United  States.  In  fact,  it  is 
my  opinion  that  our  export  volume  has  in¬ 
creased  from  year  to  year  partly  due  to  the 
extremely  substantial  production  of  parts 
and  spare  parts  exported  from  the  United 
States  to  controlled  foreign  subsidiaries.  In 
order  to  stay  competitive  in  the  foreign 
markets — notwithstanding  the  handicap  of 
expensive  labor — American  companies  pro¬ 
vided  sales  and  service  support  for  their  do¬ 
mestic  and  foreign  manufacturing  companies 
through  so-called  base  companies  which  de¬ 
rived  a  part  of  the  profit  and  provided  the 
foreign  manufacturing  and  assembly  plants 
with  fixed  and  working  capital. 

The  new  legislation  will  eliminate  the 
most  useful  activities  of  the  so-called  base 
companies.  The  result  will  be  either  that 
these  foreign  companies  will  not  be  able  to 
expand,  and  thus  utilize  an  increased  num¬ 
ber  of  American  parts  and  components  and 
production  parts  and  the  multimillion  dol¬ 
lars  worth  of  capital  assets,  or  that  the  U.S. 
parent  companies  must  contribute  invest¬ 
ment  funds  to  these  foreign  enterprises  in 
order  to  keep  them  competitive.  In  both 
instances  the  results  are  disastrous.  In  the 
first  instance,  American  job  opportunities 
will  be  lost  and  our  balance  of  payments 
will  deteriorate  through  a  diminishing 
amount  of  export  from  the  United  States. 
In  the  second  instance,  capital,  which  other¬ 
wise  would  have  been  used  for  investment 
purposes  in  the  United  States,  would  flow 
abroad  which  would  finally  result  in  a 
decreased  investment  and  productivity  in 
the  United  States  itself. 

Your  friends  like  Congressman  Boggs  and 
others  who  explored  all  the  ins  and  outs  of 
this  question  reached  the  conclusion  that 
H.R.  5  would  have  helped  American  foreign 
business  and  the  American  economy  in  gen¬ 
eral.  As  you  stated,  in  your  opinion  Con¬ 
gressman  Boggs  is  one  of  the  ablest  Mem¬ 
bers  of  the  House. 

Mr.  ALGER.  Mr.  Chairman,  too  lit¬ 
tle  attention  in  this  debate,  it  seems  to 
me,  has  been  given  to  the  comparative 
consideration  of  this  tax  bill  and  the 
Trade  Expansion  Act  of  1962,  both  meas¬ 
ures  coming  before  the  Ways  and  Means 
Committee.  Interestingly  enough,  both 
give  evidence  to  the  attempt  being  made 
by  both  the  administration  and  Demo¬ 
cratic  congressional  leaders  to  lessen  the 
competitive  position  economically  of  the 
United  States  in  the  world  today.  Three 
general  and  related  statements  can  be 
made  about  the  provisions  of  these  bills, 
even  before  any  attempt  is  made  to  won¬ 
der  why  this  is  being  done.  First,  both 
bills  lessen  U.S.  industry’s  ability  to  com¬ 
pete  in  the  world  market.  Second,  both 
bills  increase  Government’s  control  over 
industry  and  in  so  doing  threaten  to 
destroy  private  enterprise,  replacing  our 
private  ingenuity  and  incentive  with 


Government-controlled  industry.  The 
answer  to  socialism,  communism’s  chal¬ 
lenge  of  government-controlled  industry 
is  not  to  shackle  our  own  with  similar 
controls.  On  the  contrary,  we  should 
free  up  our  industry  in  both  tax  and 
trade  to  place  our  Nation  in  a  better  po¬ 
sition  economically  to  compete  for  the 
world’s  market,  as  freemen  and  private 
enterprise. 

Freedom  and  private  enterprise  can 
run  circles  around  men  who  work  for 
government  in  government-controlled 
industries. 

Let  us  look  at  both  the  tax  and  trade 
bills.  The  minority  report,  the  Repub¬ 
lican  separate  views  state  the  case  well, 
on  the  tax  effect  of  U.S.  foreign  con¬ 
trolled  corporations — pages  21-27  of  the 
report.  These  points  are  made: 

First.  Congress,  cannot  constitution¬ 
ally  tax  shareholders  on  the  undisturbed 
income  of  foreign  corporations,  except  in 
case  of  evasion.  Until  the  court  decides 
this  after  costly  litigation  we  will  not 
know  if  this  tax  is  even  constitutional. 

Second.  This  tax  bill  reverses  a  long 
standing  U.S.  policy  of  encouraging  ex¬ 
pansion  of  U.S.  industry  abroad.  Trade 
not  aid  was  part  of  this  theme. 

Third.  Tax  deferral  abroad  was  con¬ 
sidered  so  important  last  year  by  the 
Democrats  that  H.R.  5  was  sponsored 
with  this  statement  in  the  report  of  their 
position: 

The  postponement  of  American  tax  as  long 
as  the  funds  are  used  in  foreign  operations 
is  necessary  to  place  the  U.S.  corporations 
operating  abroad  on  a  competitive  basis  with 
other  corporations,  either  United  States  or 
foreign  owned,  which  operate  in  the  same 
foreign  countries. 

Today’s  tax  bill  completely  reverses 
this  policy  of  last  year  and  many  years 
in  the  past,  placing  our  U.S.  corpora¬ 
tions  at  a  disadvantage  by  now  increas¬ 
ing  their  tax  burden. 

Fourth.  Foreign  investment  of  U.S.  in¬ 
dustry  that  accumulates  abroad  in  the 
long  run  helps,  not  hurts,  the  balance-of- 
payments  problem  because  a  dollar  in¬ 
vested  abroad  increases  exports  from  the 
United  States  and  produces  dividends- to 
the  American  investor  which  ultimately 
exceed  the  dollar  invested.  This  bill 
now  contradicts  this  undisputed  logic. 

Fifth.  Any  attempt  to  keep  American 
business  at  home  through  the  tax  laws  is 
isolationism  at  its  worst.  The  tax  laws 
would  then  become  the  equivalent  of  a 
discriminatory  tariff  or  duty,  applicable 
only  to  the  American-owned  business  op¬ 
erating  overseas  but  not  to  its  foreign- 
owned  competitor. 

Sixth.  Until  there  is  free  trade  with 
others,  nations  lowering  tariffs  to  meet 
ours,  Congress  should  not  penalize  the 
American  businessman  further  for  going 
abroad  in  order  to  seek  and  make  a  place 
in  that  market. 

Seventh.  American  corporations  must 
compete  with  foreign  owned.  If  the 
American  firm  cannot  invest  equally 
abroad  with  his  competitors,  foreign 
capital  will  take  its  place.  Then  income 
flowing  back  to  the  United  States  will 
be  less. 

Eighth.  The  other  14  major  industrial 
nations  do  not  tax  undistributed  earn- 
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ings  as  we  are  here  seeking  to  do.  On 
the  contrary  many  adopt  tax  incentives 
to  encourage  investment  abroad. 

Ninth.  Liberalized  depreciation,  not 
investment  credit,  as  here  proposed  is 
the  area  too  where  foreign  nations  can 
outcompete  the  United  States.  In  the 
first  5  years,  while  U.S.  industry  can 
depreciate  less  than  50  percent  of  the 
cost  of  equipment  Japan  can  write  off 
100  percent,  Germany  67  percent,  and 
others  can  do  likewise. 

Tenth.  The  use  of  so-called  tax  havens 
by  an  American-owned  foreign  company 
actually  produces  more  tax  revenue  for 
the  United  States  when  funds  are 
repatriated. 

Eleventh.  The  tax  bill  is  likely  to  cause 
foreign  nations  to  increase  their  tax  of 
U.S.  industry  there  to  soak  up  the  dif¬ 
ferential  in  tax  which  would  otherwise 
go  to  the  United  States.  This  too  will 
serve  to  drive  American  business  out  of 
the  European  market. 

Twelfth.  The  tax  on  U.S. -controlled 
foreign  corporations  violates  our  tax 
treaties  with  other  nations.  For  one, 
the  U.S.  membership  of  the  Organization 
for  Economic  Cooperation  and  Develop¬ 
ment — OECD — permits  the  United  States 
taxing  American  shareholders  only  on 
those  profits  which  are  distributed  by  the 
company.  This  bill  violates  our  agree¬ 
ments  with  Sweden,  the  United  King¬ 
dom,  Germany,  France,  Netherlands, 
Denmark,  Norway,  Switzerland,  Austria, 
Italy,  Belgium,  Greece,  Ireland,  and 
Canada. 

Boil  these  statements  down — they  say 
one  thing.  American  firms  are  in  for 
tougher  times  in  trying  to  compete  in  the 
world  market. 

Now  let  us  look  at  the  Trade  Expan¬ 
sion  Act  of  1962.  The  President  is  given 
carte  blanche  authority  to  cut  tariffs  50 
percent  on  broad  categories  of  products 
and  remove  all  tariffs  that  are  lower  than 
5  percent.  What  is  and  what  will  be 
American  industry’s  position  in  world 
market?  Will  it  be  easier  to  compete  or 
not? 

First  of  all,  U.S.  tariffs  are  now  among 
the  lowest  in  the  world.  Others  in  re¬ 
ciprocal  trade  agreements  do  not  match 
ours. 

On  the  contrary  they  impose,  in  vio¬ 
lation  of  GATT  agreements,  quotes, 
licenses,  embargoes,  cartels,  registra¬ 
tions,  levies,  and  subsidies  and  many 
other  restrictive  controls,  more  restric¬ 
tive  than  are  tariffs  as  a  control  of  the 
free  flow  of  trade.  American  industries 
are  already  hurt  not  because  of  ability 
to  compete  but  because  other  nations  un¬ 
fairly  keep  up  trade  barriers.  So  what 
will  lowering  our  tariffs  accomplish? 
Further  harm  to  U.S.  industry,  less  abil¬ 
ity  to  compete.  The  Trade  Act  of  1962 
asks  the  Congress  to  abandon,  first,  the 
no-injury  policy;  second,  item-by-item 
consideration  of  products  in  trade;  third, 
the  peril  point  and  escape  clause  pro¬ 
tection;  fourth,  Tariff  Commission  find¬ 
ings.  In  place  of  this  the  shift  of  power 
goes  to  the  President  or  to  whomever  he 
delegates  to  single  out  industries  and 
products  for  devastating  foreign  com¬ 
petition  by  lowering  our  tariffs  while 
others  keep  up  their  tariffs  and  other 
controls.  Then  the  President,  or  whom¬ 


ever  he  delegates,  can  single  out  or  deny 
any  industry  harmed  for  Federal  aid  in 
loans,  guarantees,  and  advisory  help  as 
well  as  monetary  assistance  to  that  in¬ 
dustry’s  workers  who  are  displaced  by 
foreign  imports;  fifth,  any  court  review; 
sixth,  congressional  jurisdiction. 

Now  put  the  two  bills  together.  What 
do  we  have?  We  have  a  tremendous  in¬ 
crease  of  governmental  control  over  in¬ 
dustry  and  the  transfer  of  tremendous 
power  to  the  President  by  Congress  over 
U.S.  industry,  dictatorial  in  scope, 
beyond  recall  or  repair  in  damage.  Of 
course,  political  friends  or  foes  can  be 
properly  rewarded  or  punished.  Beyond 
dictatorial  power  we  see,  second,  U.S.  in¬ 
dustry  cannot  compete  with  other  na¬ 
tions  if  our  creative  genius  and  private 
initiative  is  destroyed  by  bureaucratic 
governmental  control  through  tax  and 
tariff.  Destroyed  it  will  be  through  reg¬ 
ulation  by  tax  and  tariff  as  these  bills 
spell  out.  Well  might  we  pause  to  ask 
ourselves,  what  is  our  national  purpose? 
Who  is  behind  this  scheme?  Why  does 
the  President  and  the  Democratic  lead¬ 
ers  of  Congress  insist  on  these  two  pieces 
of  bad  legislation?  Our  only  hope  lies 
in  the  commonsense  and  intelligence  of 
our  people  to  see  the  danger  and  deny 
this  power  and  governmental  control 
over  our  private  enterprise  and  personal 
freedoms. 

Mr.  PELLY.  Mr.  Chairman,  several 
days  ago,  on  March  19,  I  introduced  leg¬ 
islation,  H.R.  10809,  to  amend  the  Ex¬ 
port  Control  Act  of  1949,  to  extend  such 
act  for  2  additional  years  and  to  re¬ 
quire  a  prohibition  thereunder  of  all 
exports  of  agricultural  commodities  to 
Communist  countries. 

H.R.  10809  would  not  only  extend  the 
Export  Control  Act  of  1949  for  2  ad¬ 
ditional  years,  but  it  would  bring  Public 
Law  480  as  administered  under  the  Ex¬ 
port  Control  Act  into  line  with  the  for¬ 
eign  aid  law,  Public  Law  87-197,  thus 
eliminating  the  inconsistency  in  our 
foreign  policy  with  respect  to  these  ex¬ 
ports. 

I  explored  this  matter  in  some  detail 
in  my  remarks  incident  to  the  introduc¬ 
tion  of  the  bill.  As  a  result,  my  office 
has  been  the  recipient  of  a  large  volume 
of  mail  from  hundreds  of  people  almost 
100  percent  in  support  of  the  legisla¬ 
tion. 

One  letter  which  I  received  a  day  or 
two  ago  is  from  a  young  lady,  an  anti¬ 
communist  student  of  Taiwan,  present¬ 
ly  residing  here  in  Washington,  D.C. 
Included  with  her  letter  was  an  English 
translation  of  an  editorial  which  ap¬ 
peared  in  the  Central  Daily  News,  Tai¬ 
pei,  Free  China,  under  date  of  March  20, 
1962.  I  am  informed  that  the  Central 
Daily  News  is  regarded  as  the  most  in¬ 
fluential  and  esteemed  newspaper  in 
free  China.  Inasmuch  as  these  edi¬ 
torial  comments  are  on  the  subject  of 
food  to  Red  China,  I  believe  it  is  parti¬ 
cularly  appropriate  to  include  the  text 
of  the  editorial  comments  in  the  Con¬ 
gressional  Record,  as  an  additional  ar¬ 
gument  for  the  passage  of  H.R.  10809 : 
Famine  Relief  Versus  Supply  to  the  Enemy 

Following  Pearl  S.  Buck’s  letter  to  the  edi¬ 
tor  of  the  Washington  Post,  advocating  sale 
of  U.S.  surplus  food  to  Communist  China,  it 


is  reported  that  two  American  trade  corpora¬ 
tions  are  applying  export  licenses  from  the 
U.S.  Government  for  shipment  of  food  grains 
to  the  Reds.  As  humanitarian  reasons  are 
widely  used  in  this  matter,  we  wish  to  call 
attention  to  the  difference  between  famine 
relief  and  supply  to  the  enemy  from  a  hu¬ 
manitarian  point  of  view.  Without  a  clear 
understanding  of  this  important  point,  any 
famine  relief  can  only  strengthen  the  vicious 
force  on  the  mainland  and  good  intention 
may  well  produce  bitter  results.  That  is  a 
very  dangerous  game. 

We,  the  free  Chinese,  are,  as  always,  very 
much  concerned  about  our  brethren  on  the 
mainland  who  are  living  in  misery  under  the 
cruel  rule  of  international  communism.  We 
have  repeatedly  endeavored  to  work  out  some 
sort  of  arrangement  to  relieve  the  famine  on 
the  mainland.  We  had  made  appeals  to  in¬ 
ternational  charity  organizations  with  a  view 
to  contacting  the  Chinese  Communists  indi¬ 
rectly,  in  the  hope  that  some  ports  at  the 
mainland  coast  might  eventually  be  opened, 
so  that  food  could  be  brought  into  the  main¬ 
land  and  be  distributed  to  the  starving  peo¬ 
ple.  However,  the  cold-blodded  Communists, 
without  the  slightest  regard  to  the  welfare 
of  the  people,  relentlessly  rejected  our  offer. 

The  Chinese  Communists  have  not  been 
inactive  on  this  matter.  They  began  to  buy 
food  from  the  free  world  since  the  beginning 
of  last  year.  They  bought  28  million  bushels 
of  wheat  and  12  million  bushels  of  barley  in 
their  first  transaction  with  Canada,  and 
2,200,000  bushels  of  wheat  in  the  second,  and 
186,700,000  bushels  of  wheat  and  46,700,000 
bushels  of  barley  in  the  third.  Of  those 
transactions,  as  we  had  closely  watched,  not 
even  a  single  word  had  been  mentioned  in 
their  broadcasts,  newspapers,  magazines,  and 
official  publications  by  the  Communists.  On 
February  28  this  year,  Prime  Minister  Deifen- 
baker  of  Canada  announced  that  shipments 
of  grains  sold  to  Red  China  started  from  last 
June.  However,  among  thousands  of  thou¬ 
sands  of  letters  we  received  from  our  rela¬ 
tives  on  the  mainland,  none  of  them  indi¬ 
cated  any  knowledge  of  such  grains,  and 
among  thousands  of  thousands  of  people  who 
escaped  recently  from  the  mainland,  none  of 
them  ever  ate  such  wheat  or  barley. 

Then  where  have  those  grains  been?  They 
were  disposed  of  by  the  Communist  leaders. 
Some  of  them  were  used  to  feed  the  soldiers 
who  are  guarding  the  regime,  some  went  to 
other  Communist  countries,  such  as  Albania, 
to  uphold  Red  China’s  international  prestige 
in  the  Communist  world.  While  large  quan¬ 
tity  of  Canadian  grains  have  been  sold  to 
Red  China,  yet  no  people  in  the  street  have 
eaten  or  even  heard  of  it.  Will  the  Chinese 
Communists  treat  American  grains  in  a  dif¬ 
ferent  way  and  distribute  it  to  the  starving 
people?  Certainly  not.  The  American  press 
are  not  unaware  of  this  fact.  Papers  like  the 
New  York  Mirror  and  the  New  York  Daily 
News  have  already  pointed  out  editorially 
that  sale  of  food  to  Red  China  will  only  re¬ 
inforce  the  power  of  the  vicious  tyranny 
which  is  now  in  crisis  and  prolong  the  suf¬ 
ferings  of  the  mainland  people.  These  are 
most  significant  opinions. 

All  the  facts  behind  the  Bamboo  Curtain 
indicate  that  the  Red  regime  is  deeply  re¬ 
sented  by  the  people.  If  they  know  that 
the  Americans  are  supplying  food  to  their 
Red  masters  so  that  the  tyrannical  regime 
might  survive,  they  will  certainly  feel 
disgusted. 

Under  such  circumstances,  we  may  easily 
realize  that  to  sell  food  to  the  Reds  is  actu¬ 
ally  to  strengthen  the  enemy.  The  needy 
people,  however,  will  have  no  chance  to  be 
benefited.  Only  after  the  recovery  of  the 
Chinese  mainland  to  the  free  world,  the 
work  of  famine  relief  can  be  carried  out  in 
the  true  sense  of  the  word. 

We  point  out  the  importance  of  this  mat¬ 
ter  in  the  hope  that  the  American  people 


CONGRESSIONAL  RECORD  —  HOUSE 


March  29 


4992 

•will  not  be  fooled  by  few  naive  persons  such 
as  Pearl  S.  Buck  and  tbat  the  American 
Government  will  stand  firmly  opposing  any 
kind  of  activities  which  will  help  the  enemy. 

Mr.  Chairman,  I  think  about  every  ar¬ 
gument  pro  and  con  has  been  used  in 
the  debate  on  H.R.  10650. 

As  to  the  investment-tax  credit,  as  far 
as  I  have  heard  from  businessmen  who 
have  studied  this  proposal,  it  is  a  hand¬ 
out  available  to  those  who  invest  in  tang¬ 
ible  personal  property  and  certain  real 
property  used  in  business  such  as  blast 
furnaces  and  outdoor  machinery. 

It  is  odd  that  no  industrialists  or  busi¬ 
nessmen  who  stand  to  benefit  have 
pressed  for  any  such  a  credit.  This 
benefit  would  be  above  the  normal  100 
percent  depreciation  on  business  assets 
which  is  allowed,  and  I  wonder  if  busi¬ 
ness  is  not  just  a  little  embarrassed  or 
suspicious  to  be  in  the  position  or  on 
the  receiving  end  of  such  a  selective  tax 
credit.  Perhaps  some  persons  guess  it 
is  political  bait  and  wonder  what  even¬ 
tual  price  they  or  others  will  be  asked 
to  pay  for  it. 

According  to  the  chairman  of  the  Ways 
and  Means  Committee,  this  credit  in¬ 
volves  a  loss  to  the  Treasury  in  the  form 
of  tax  income  of  $1,175  million. 

I  have  argued  always  that  the  busi¬ 
ness  tax  is  too  high,  and  I  would  support 
a  general  tax  cut  as  against  this  special 
credit  to  certain  favored  taxpayers  who 
are  expanding  or  installing  new  facili¬ 
ties. 

Actually,  the  fiscal  picture  of  the  coun¬ 
try  does  not  justify  any  tax  reduction. 
Instead,  we  should  be  voting  an  increase 
in  Federal  revenue  to  offset  the  huge 
spending  of  this  administration.  We 
should  be  reducing  the  deficit  and  not 
increasing  the  national  debt. 

Here  is  the  story: 

On  March  27,  1961,  the  President  fore¬ 
cast  a  $2.1  billion  deficit  in  his  budget. 

On  May  25,  he  said  this  deficit  would 
be  $3.6  billion. 

In  July,  the  figure  went  up  again. 
This  time  the  President  said  the  deficit 
would  be  $5.3  billion. 

On  January  18,  1962,  he  came  up  with 
a  new  revised  red  figure  of  a  $7  billion 
deficit  forecast. 

Now,  with  5  months  to  go  until  the  end 
of  the  fiscal  year,  the  estimate  is  for  a 
$9.4  billion  deficit  by  June  30,  1962. 

Congress  has  boosted  the  debt  limit  to 
$300  billion  because  the  Government  is 
overspending.  The  President  is  asking 
an  $8  billion  further  increase  in  the  legal 
debt  limit. 

The  Treasury  has  estimated  that,  by 
imposing  a  withholding  of  20  percent  of 
interest  on  savings  accounts  and  divi¬ 
dends  payable,  some  of  the  tax  credit 
windfall  will  be  made  up.  I  do  not  doubt 
that  some  revenue  will  be  collected  by 
this  means  that  otherwise  would  be  lost. 
However,  I  think  the  redtape  and  cost 
to  corporations  to  achieve  this  revenue 
is  unconscionable. 

Therefore,  I  shall  vote  to  recommit  this 
bill  to  the  committee  under  the  motion 
which  will  be  offered  and  which  would 
require  the  committee  to  report  it  back 
to  the  House  with  the  tax  credit  and 
withholding  sections  eliminated. 


If  the  motion  to  recommit  fails,  as  I 
suspect  it  will,  then  I  shall  vote  against 
the  bill  on  final  passage.  This  is  because 
in  all  conscience  I  cannot  vote  for  legis¬ 
lation  which  will  increase  the  deficit,  not 
only  next  year,  but  in  the  years  to  come. 

Mr.  DADDARIO.  Mr.  Chairman, 
parts  of  this  tax  bill  relating  to  the  ques¬ 
tion  of  withholding  on  interest  and  divi¬ 
dend  payments  have  raised  a  number  of 
doubts  in  my  mind  concerning  whether 
tnis  system  will  not  create  more  hardship 
than  it  will  ease.  While  I  recognize  that 
the  committee  has  done  much  to  smooth 
this  problem,  it  would  seem  to  me  that  it 
can  still  interrupt  a  flow  of  cash  income 
to  those  who  earn  it,  and  that  such  an 
interruption  can  work  hardship  on  many 
who  need  to  meet  regular  payments. 

Aside  from  individuals  who  may  be 
hurt,  my  attention  has  also  been  drawn 
to  a  specific  problem  relating  to  corpora¬ 
tions.  Although  corporations  subject  to 
overwithholding  also  may  claim  quar¬ 
terly  refunds  in  addition  to  using  a  tax 
offset,  there  can  be  no  question  that  this 
bookkeeping  may  involve  a  delay  in  the 
receipt  and  employment  of  cash  income. 
When  the  House  considered  the  Life  In¬ 
surance  Company  Income  Tax  Act  of 
1959,  it  was  noted  that  investment  in¬ 
come  is  the  principal  source  of  such  a 
tax.  However  companies  must  keep 
their  funds  constantly  in  productive  use 
to  build  up  this  income,  and  a  delay  in 
the  cash  flow  such  as  is  proposed  here 
would  actually  cause  a  loss  to  the  Gov¬ 
ernment  in  taxes  by  hobbling  efforts  to 
build  that  income. 

I  would  like  to  pose  a  specific  problem. 
Unfavorable  underwriting  results  have 
placed  one  company  in  a  position  where 
it  is  not  anticipated  that  Federal  income 
tax  will  be  paid  over  the  next  several 
years.  However,  withholding  from  the 
income  on  securities  held  in  this  com¬ 
pany’s  portfolio  would  affect  this  com¬ 
pany’s  position  severely,  as  20  percent  of 
its  dividend  income  amounts  to  about 
$800,000  annually,  or  $200,000  a  quarter — 
obviously  an  important  factor  in  its  cash 
flow  during  the  year.  It  is  not  a  large 
company,  and  the  offset  would  not  meet 
its  needs.  While  this  company  is  in  a 
position  in  which  many  other  companies 
do  not  find  themselves,  it  raises  a  ques¬ 
tion  of  whether  such  problems  have  been 
considered  and  whether,  in  fact,  it  is  an 
unnecessary  hardship  to  impose  with¬ 
holding  of  interest  directed  to  institu¬ 
tional  holders  or  corporations  where  ex¬ 
tensive  auditing  makes  certain  that  every 
cent  of  taxable  income  is  reported  under 
existing  law.  This  injustice  should  be 
examined  as  this  bill  moves  further  to¬ 
ward  enactment  into  law. 

Mr.  Chairman,  .it  is  with  regret  that 
I  must  offer  opposition  to  this  bill,  H.R. 
10650,  although  it  contains  several  good 
provisions  as  to  closing  tax  loopholes, 
but  the  people  of  my  district  have  ex¬ 
pressed  opposition  to  this  bill,  especially 
the  withholding  tax  on  savings  interest 
and  dividends.  I  do  not  believe  that  the 
withholding  on  interest  and  dividends  is 
a  fair  method  of  collecting  tax  because 
the  tax  reduces  the  amount  of  earned 
interest  the  taxpayer  would  have  received 
because  of  the  deductions  every  3 


months — this  takes  from  him  money  on 
which  he  would  otherwise  be  receiving 
interest. 

It  is  my  belief  that  the  American  tax¬ 
payer  does  not  seek,  in  the  majority,  to 
defraud  the  Government  and  is  agreeable 
to  paying  his  fair  share.  Under  the  new 
system  of  identification  numbers  in¬ 
stituted  by  the  Internal  Revenue  Service, 
any  tax  fraud  or  failure  to  report  can 
easily  be  determined. 

The  tax  bill  benefits  many  large  con¬ 
cerns  which,  I  believe,  if  they  wish  to 
expand  their  operations  could  do  so 
under  present  high  profits. 

There  is  nothing  in  this  tax  reform 
measure  which  would  touch  on  our 
greatest  source  of  additional  revenue  and 
which  needs  great  revision,  and  that  is 
the  tax  credits  allowed  for  oil  and  min¬ 
eral  depletion.  This  remains  at  its  high 
level  of  27M>  percent.  I  have  introduced 
legislation  relative  to  a  more  equitable 
tax  plan  for  said  depletion  allowances. 

If  we  are  to  benefit  the  economy  of 
this  Nation,  we  must  start  with  the  small 
taxpayer  so  that  on  this  foundation  can 
be  built  proper  safeguards  and  tax 
revision. 

(Mr.  MILLS  asked  and  was  given  per¬ 
mission  to  revise  and  extend  his  re¬ 
marks.) 

Mr.  MILLS.  Mr.  Chairman,  that  con¬ 
cludes  debate  on  the  measure  on  this 
side. 

The  CHAIRMAN.  All  time  for  debate 
having  expired,  under  the  rule  the  bill 
is  considered  as  having  been  read  for 
amendment. 

No  amendments  to  the  bill  are  in  order 
except  amendments  offered  by  direction 
of  the  Committee  on  Ways  and  Means. 
Are  there  any  committee  amendments? 

Mr.  MILLS.  Mr.  Chairman,  there  are 
committee  amendments.  I  offer  the  first 
committee  amendment. 

The  Clerk  read  as  follows : 

Page  6,  line  9,  strike  out  “8”  and  insert: 
“7”. 

Page  6,  line  15,  strike  out  "$100,000”  and 
insert  "$25,000”. 

Page  6,  line  16,  strike  out  "50”  and  in¬ 
sert  “25”. 

Page  6,  line  17,  strike  out  “$100,000”  and 
insert  "$25,000”. 

Page  7,  line  15,  strike  out  "$50,000”  and 
insert  "$12,500”. 

Page  7,  line  15,  strike  out  “$100,000”  and 
insert  “$25,000”. 

Page  7„  line  21,  strike  out  “$100,000”  and 
insert  “$25,000”. 

Page  7,  line  24,  strike  out  “$100,000”  and 
insert  “$25,000”. 

Page  10,  line  4,  strike  out  “50  percent”  and 
insert  “3/7”. 

Page  11,  line  13,  strike  out  “$100,000”  and 
insert  “$25,000”. 

Page  24,  line  6,  strike  out  “$100,000”  and 
insert  “$25,000”. 

Page  24,  line  9,  strike  out  “$100,000”  and 
insert  “$25,000”. 

The  CHAIRMAN.  The  question  is  on 
the  committee  amendment. 

The  committee  amendment  was  agreed 
to. 

Mr.  MILLS.  Mr.  Chairman,  I  offer 
another  committee  amendment. 

The  Clerk  read  as  follows: 

Committee  amendment  offered  by  Mi-. 
Mills:  Page  51,  strike  out  lines  13  through 
23,  and  insert: 
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"(A)  first  out  of  its  earnings  and  profits 
accumulated  in  taxable  years  beginning  after 
December  31,  1951,  to  the  extent  thereof, 

“(B)  then  out  of  the  reserve  for  losses  on 
Qualifying  real  property  loans,  to  the  ex¬ 
tent  additions  to  such  reserve  exceed  the 
additions  which  would  have  been  allowed 
under  subsection  (b)  (4) , 

“(C)  then  out  of  the  supplemental  reserve 
for  losses  on  loans,  to  the  extent  thereof, 

“(D)  then  out  of  such  other  accounts  as 
may  be  proper. 

“This  paragraph  shall  apply  in  the  case  of 
any  distribution  in  redemption  of  stock  or 
in  partial  or  complete  liquidation  of  the 
association,  except  that  any  such  distribu¬ 
tion  shall  be  treated  as  made  first  out  of  the 
amount  referred  to  in  subparagraph  (B) , 
second  out  of  the  amount  referred  to  in  sub- 
paragraph  (C),  third  out  of  the  amount  re¬ 
ferred  to  in  subparagraph  (A),  and  then  out 
of  such  other  accounts  as  may  be  proper.” 

Page  52,  line  2,  strike  out  “(A)”  and  in¬ 
sert  “(B)  ”. 

Page  52,  line  3,  strike  out  “(B)”  and  in¬ 
sert  “(C)  ”. 

Page  52,  line  11,  strike  out  “(1)  (A)”  and 
insert  “(1)  (B)  ”, 

Page  52,  line  20,  insert  quotation  marks 
after  the  period. 

Page  52,  strike  out  lines  21  to  24,  inclu¬ 
sive. 

DEFINITION  OF  “QUALIFIED  LOAN” 

Page  49,  lines  18  to  20,  strike  out  “any  loan 
of  the  taxpayer  secured  by  an  interest  in 
improved  real  property,”,  and  insert:  “any 
loan  secured  by  an  interest  in  improved  real 
property  or  secured  by  an  interest  in  real 
property  which  is  to  be  improved  out  of  the 
proceeds  of  the  loan,”. 

Page  51,  line  2,  strike  out  “of  the  tax¬ 
payer”. 

DEFINITION  OF  “DOMESTIC  BUILDING  AND  LOAN 
ASSOCIATION” 

Page  55,  lines  5  and  6,  strike  out  “the  sec¬ 
ond  paragraph  of”. 

Mr.  MILLS  (interrupting  the  read¬ 
ing  of  the  committee  amendment) .  Mr. 
Chairman,  I  ask  unanimous  consent 
that  the  further  reading  of  this  amend¬ 
ment  be  dispensed  with.  It  was  printed 
in  the  Record  yesterday  in  connection 
with  my  remarks  dealing  with  the  sec¬ 
tion  on  savings  and  loan  associations. 

The  CHAIRMAN.  Is  there  objection 
to  the  request  of  the  gentleman  from 
Arkansas? 

There  was  no  objection. 

The  CHAIRMAN.  The  question  is  on 
the  committee  amendment. 

The  committee  amendment  was 
agreed  to. 

Mr.  MILLS.  Mr.  Chairman,  I  offer 
some  clerical  amendments  to  correct  cer¬ 
tain  clerical  errors  in  the  bills. 

The  Clerk  read  as  follows : 

Committee  amendment  offered  by  Mr. 
Mills  : 

Page  42,  line  16,  strike  out  “522”  and  in¬ 
sert  “552”. 

Pagge  89,  line  13,  strike  out  “(B)”  and  in¬ 
sert  “(B) )”. 

Page  150,  line  12,  strike  out  “954”  and 
insert  “955”. 

Mr.  MILLS.  Mr.  Chairman,  I  would 
now  like  to  comment  briefly  on  the  com¬ 
mittee  amendments  which  have  been 
offered  to  the  bill. 

The  series  of  committee  amendments, 
in  addition  to  certain  clerical  amend¬ 
ments,  relate  to  two  basic  subjects — 
the  investment  credit  provision  contained 
in  section  2,  and  the  provisions  contained 
in  section  8  relating  to  mutual  savings 
banks,  savings  and  loan  associations,  and 
cooperative  banks. 


The  first  group  of  amendments,  those 
related  to  the  investment  credit,  have 
the  following  effect: 

First.  The  amount  generally  allow¬ 
able  as  a  tax  credit  is  reduced  from  8 
to  7  percent  of  the  qualified  investment. 

Second.  The  amount  available  for 
most  regulated  public  utilities  as  a  tax 
credit  is  reduced  from  4  to  3  percent  of 
the  qualified  investment. 

Third.  The  bill  as  reported  limits  the 
allowance  of  the  tax  credit  to  the  full 
amount  of  the  tax  liability  up  to  $100,- 
000  and  to  50  percent  of  the  liability  in 
excess  of  $100,000.  The  committee 
amendments  reduce  the  amount  of  tax 
liability  which  may  be  fully  offset  by  a 
tax  credit  from  $100,000  to  $25,000.  They 
also  provide  that  the  credit  may  offset 
only  25  percent  of  the  liability  above  $25,- 
000 — instead  of  50  percent  above  $100,- 
000.  The  amendments  relating  to  mu¬ 
tual  savings  banks,  savings  and  loan  as¬ 
sociations  and  cooperative  banks  relate 
to  three  subjects: 

First,  in  the  case  of  stock  savings  and 
loan  associations,  an  amendment  is  made 
which  is  concerned  with  the  priority  of 
payments  to  stockholders  of  these  as¬ 
sociations.  Under  the  bill  as  reported, 
distributions  to  stockholder’s  are  consid¬ 
ered  as  being  made  first  out  of  post-1962 
reserves  for  losses  on  qualifying  real 
property  loans,  then  out  of  pre-1963  sup¬ 
plemental  reserve  for  losses  on  loans. 
No  taxes  have  been  paid  by  the  associa¬ 
tions  on  amounts  in  these  reserves,  so 
taxes  must  be  paid  by  the  association  at 
the  time  of  the  distributions.  Only  when 
these  reserves  are  exhausted  are  distribu¬ 
tions  considered  as  being  made  out  of 
earnings  and  profits  accumulated  since 
1951  on  which  taxes  have  already  been 
paid  by  the  association.  The  commit¬ 
tee  amendments,  in  general,  reverse  the 
priority  for  these  distributions  to  stock¬ 
holders.  They  are  first  to  be  considered 
as  made  out  of  the  tax  paid  earnings  and 
profits  accumulated  since  1951  and  only 
when  these  funds  are  exhausted  will  they 
be  treated  as  paid  out  of  reserves  fox- 
losses  on  qualifying  real  property  loans, 
and  after  that  from  the  supplemental 
reserve  for  losses.  The  committee 
amendments  retain  the  priority  provided 
by  the  bill  in  the  case  of  distributions 
in  redemption  of  stock  or  in  pai’tial  or 
complete  liquidation  of  the  association. 

Second,  the  definition  of  qualified  loans 
is  expanded  to  include  not  only  loans 
secured  by  an  interest  in  improved  real 
pi-operty  but  also  loans  secured  by  an 
interest  in  real  property  which  is  to  be 
improved  out  of  the  pi’oceeds  of  the  loan. 
This  merely  carries  out  the  initial  intent 
of  the  committee  as  already  is  expressed 
in  the  committee  report. 

Thii'd,  the  definition  of  a  building  and 
loan  association  is  bi’oadened  to  include 
those  who  make  loans  of  the  type  per¬ 
mitted  to  be  made  by  a  Federal  savings 
and  loan  association  by  any  part  of  the 
section  5(c)  of  the  Home  Owners  Loan 
Act  and  not  merely  by  the  second  para¬ 
graph  of  that  section  5(c). 

Mr.  Chaii’man,  under  leave  to  extend 
my  remarks,  I  would  like  to  insei’t  at 
this  point  a  summary  of  the  bill  as  it 
would  be  amended  by  the  committee 
amendments: 


Summary  of  H.R.  10650,  the  Revenue  Act 

of  1962  (Including  Effect  of  Committee 

Amendments) 

Section  T.  Short  title,  etc.:  The  act  is  to 
be  cited,  as  the  “Revenue  Act  of  1962.” 

Section  2,  Investment  credit:  Under  the 
committee  amendments,  an  investment 
credit  against  tax  liability  is  provided.  It 
generally  is  7  percent  (3  percent  in  the  case 
of  certain  public  utilities)  of  investments 
in  new  tangible  personal  property  and  most 
other  depreciable  real  property  except  build¬ 
ings  and  structural  components  of  build¬ 
ings.  No  credit  is  allowed  for  property 
with  a  useful  life  of  less  than  4  years.  For 
property  with  a  life  of  4  to  6  years,  one- 
third  of  the  investment  is  taken  into  ac¬ 
count;  for  property  of  6  years  to  8  years, 
two-thirds  is  taken  into  account;  and  for 
property  with  longer  lives,  the  full  amount 
of  the  investment  is  taken  into  account. 
Purchase  of  used  property,  up  to  $50,000 
worth,  also  is  eligible  for  the  credit.  The 
credit  may  offset  tax  liability  in  full  up  to 
$25,000,  but  above  that  point  the  credit 
may  not  reduce  tax  liability  by  more  than 
25  percent.  Any  unusued  credit  may  be 
carried  over  for  5  years  and  used  in  those 
years  to  the  extent  permissible  under  the 
applicable  limitation.  This  provision  is  ef¬ 
fective  for  taxable  years  ending  after  Decem¬ 
ber  31,  1961,  but  only  with  respect  to  prop¬ 
erty  acquired  or  to  the  extent  constructed, 
reconstructed  or  erected  after  that  date. 

Section  3.  Appearances  with  respect  to 
legislation :  A  deduction  is  provided  for  costs 
relating  to  appearances  before,  presentation 
of  statements  to,  or  communications  sent  to 
a  legislative  body,  a  legislative  committee  or 
individual  legislator,  if  the  expenses  are 
otherwise  ordinary  and  necessary  business 
expenses.  A  deduction  also  is  allowed  for 
the  portion  of  dues  paid  to  an  organization 
which  are  used  for  similar  legislative  ex¬ 
penses  to  the  extent  they  are  related  to  the 
businesses  of  its  members.  In  addition,  the 
communication  of  information  between  the 
taxpayer  and  the  organization  with  respect 
to  legislation  is  deductible.  This  provision 
does  not  permit  the  deduction  of  expenses 
incurred  for  advertising  or  for  attempts  to 
influence  the  general  public,  or  segments  of 
the  public,  or  for  expenses  concerned  with 
political  campaigns.  This  provision  applies 
to  taxable  years  beginning  after  December 
31,  1962. 

Section  4.  Entertainment  expenses:  De¬ 
ductible  expenses  for  entertainment,  amuse¬ 
ment  or  recreation  generally  are  limited  to 
those  directly  related  to  thfe  active  conduct 
of  a  trade  or  business  and  in  the  case  of 
facilities,  a  further  restriction  is  imposed  to 
the  effect  that  the  facility  must  be  used  pri¬ 
marily  for  the  furtherance  of  the  taxpayer’s 
trade  or  business.  An  exception  to  this 
limitation  is  provided  for  business  meals 
where  the  surroundings  are  such  as  to  be 
conducive  to  a  business  discussion.  Eight 
other  specific  exceptions  also  are  provided.  A 
second  feature  of  the  provision  limits  the  de¬ 
duction  for  business  gifts  to  $25  per  year  per 
individual  recipient.  In  a  third  feature  of 
the  provision,  rules  are  set  forth  providing 
that  the  deduction  of  entertainment  or  travel 
expenses  will  be  denied  unless  they  are  sub¬ 
stantiated  as  to  amount,  time  and  place, 
business  purpose  and  business  relationship 
to  the  taxpayer  of  the  persons  involved. 
Fourth,  in  the  case  of  traveling  expenses, 
only  a  reasonable  allowance  for  amounts 
spent  for  meals  and  lodging  is  to  be  deduct¬ 
ible  rather  than  the  entire  amount  so  spent. 
This  provision  applies  to  taxable  years  end¬ 
ing  after  June  30,  1962,  for  periods  after  that 
date. 

Section  5.  Distributions  in  kind  by  a  for¬ 
eign  corporation :  Distributions  in  kind  from 
foreign  corporations  to  domestic  corpora¬ 
tions  are  treated  as  having  a  value  equal  to 
the  fair  market  value  of  the  property  dis¬ 
tributed  (and  not  the  adjusted  basis  of  this 
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property  in  the  hands  of  the  distributing 
corporation  where  this  is  lower) .  This  ap¬ 
plies  to  distributions  made  after  December 
31.  1962. 

Section  6.  Allocation  of  income  in  the  case 
of  sales  to  or  from  a  foreign  corporation: 
Where  goods  are  purchased  or  sold  by  a  do¬ 
mestic  corporation  to  a  related  foreign  cor¬ 
poration,  the  taxable  income  arising  from 
these  transactions  is  to  be  allocated  between 
the  parties  on  the  basis  of  the  location  of  the 
assets  used  in  the  operations,  the  payroll 
attributable  to  them  and  the  related  selling 
expenses.  Other  factors  may  also  be  taken 
into  account.  This  rule  is  not  to  apply 
where  an  arm’s  length  price  can  be  estab¬ 
lished  by  the  taxpayer  for  the  purchases  or 
sales.  Sales  commissions  of  a  related  cor¬ 
poration  are  to  be  treated  under  similar 
rules.  This  is  effective  for  taxable  years  be¬ 
ginning  after  December  31,  1962. 

Section  7.  Foreign  personal  holding  com¬ 
panies:  At  present,  the  entire  income  of  a 
foreign  personal  holding  company  is  taxed 
to  the  U.S.  shareholders  if  60  percent  (50 
percent  after  the  first  year)  or  more  of  its 
income  is  from  passive  sources  (such  as  in¬ 
terest,  royalties,  and  dividends).  The  bill 
provides  that  if  20  percent  or  more  of  the 
income  is  from  these  passive  sources,  then 
the  passive  portion  of  the  income  is  to  be 
taxed  to  the  U.S.  shareholders  and  if  more 
than  80  percent  of  the  income  is  from  these 
passive  sources,  then  the  entire  income  is 
to  be  taxed  to  the  U.S.  shareholders  (to  the 
extent  of  their  holdings).  This  applies  to 
taxable  years  beginning  after  December  31, 
1962. 

Section  8.  Mutual  savings  banks,  etc.: 
Mutual  savings  banks,  domestic  building  and 
loan  associations  and  cooperative  banks  un¬ 
der  present  law  are  allowed  to  add  all  of 
their  income  to  bad  debt  reserves  until  re¬ 
serves  reach  12  percent  of  deposits.  In  lieu 
of  this,  they  are  to  be  permitted  deductions 
for  additions  to  bad  debt  reserves  generally 
of  up  to  60  percent  of  their  taxable  income 
(before  this  deduction)  or,  if  larger,  an 
amount  bringing  their  reserves  up  to  3  per¬ 
cent  of  improved  real  property  loans,  plus 
a  reasonable  addition  for  other  loans  (exist¬ 
ing  reserves  in  excess  of  this  amount  are 
disregarded) . 

Under  the  committee  amendments  in  the 
case  of  stock  savings  and  loan  associations, 
distributions  to  shareholders  will  be  consid¬ 
ered  as  paid  first  out  of  already  tax-paid 
funds  and,  only  when  these  are  exhausted, 
out  of  reserve  funds  on  which  a  tax  has  to  be 
paid  by  the  association  at  the  time  of  distri¬ 
bution.  Also,  under  the  committee  amend¬ 
ments  a  domestic  building  and  loan  associa¬ 
tion  is  defined  as  one  which  is  insured  under 
the  National  Housing  Act  or  subject  to  State 
or  Federal  supervision  but  only  if  substan¬ 
tially  all  of  its  business  consists  of  accept¬ 
ing  savings  and  investing  the  loans  in  resi¬ 
dential  real  property  or  in  loans  authorized 
for  a  Federal  savings  and  loan  association 
under  section  5(c)  of  the  Home  Owners  Loan 
Act.  In  addition,  the  exemption  for  Federal 
savings  and  loan  associations  from  the  excise 
taxes  on  communications  and  transportation 
of  persons  is  repealed. 

Generally,  these  provisions  are  effective  for 
taxable  years  ending  after  December  31,  1962. 
The  excise  tax  changes,  however,  are  effective 
as  of  June  30,  1962. 

Section  9.  Distributions  by  foreign  trusts: 
Distributions  by  foreign  trusts  established 
by  U.S.  grantors  (or  added  to  by  U.S.  trans¬ 
ferors)  are  to  be  taxed  to  any  U.S.  bene¬ 
ficiaries  in  substantially  the  same  manner  as 
if  the  beneficiaries  had  received  this  income 
directly  in  the  year  earned  rather  than  later 
when  the  distribution  is  made.  However, 
the  additional  tax  is  payable  at  the  time  of 
the  actual  distribution.  For  those  prefer¬ 
ring  not  to  make  the  calculations  required 
under  this  exact  method  of  taxation,  an  aver¬ 
aging  device  is  provided.  This  applies  to  dis¬ 


tributions  made  in  taxable  years  beginning 
after  the  date  of  enactment  of  the  bill. 

Section  10.  Mutual  fire  and  casualty  in¬ 
surance  companies:  Mutual  fire  and  casualty 
insurance  companies  are  to  be  taxed  on  their 
total  income  less  a  deduction  for  additions 
to  a  reserve  for  protection  against  losses 
equal  to  one-fourth  of  their  underwriting 
gains  plus  1  percent  of  their  insurance 
claims.  After  a  5-year  interval,  the  1  per¬ 
cent  set  aside  with  respect  to  insurance 
claims  and  one-half  of  the  amount  attrib¬ 
utable  to  underwriting  gains  is  brought  back 
into  the  taxable  income  to  the  extent  not 
already  offset  by  losses.  The  remainder,  to 
the  extent  not  offset  by  losses,  will  remain 
in  the  loss  reserve  but  no  amount  may  be 
added  to  this  reserve  which  would  build  it 
up  to  a  level  of  more  than  10  percent  of 
the  current  year’s  premiums.  Companies 
whose  total  receipts  do  not  exceed  $75,000 
are  to  remain  exempt  from  tax,  and  com¬ 
panies  with  total  receipts  of  between  $75,000 
and  $300,000  will  be  taxed  only  on  their 
investment  income.  For  those  with  gross 
receipts  above  $300,000,  a  special  deduction 
of  $6,000  is  provided  which  decreases  as 
gross  receipts  rise  and  disappears  at  a  level 
of  gross  receipts  of  $900,000.  Factory  mu¬ 
tual  companies  are  to  be  taxed  like  stock 
companies  without  the  special  reserve  re¬ 
ferred  to  above.  However,  in  computing 
their  underwriting  profits  they  will  be  per¬ 
mitted  to  determine  their  premium  income 
on  the  basis  of  “absorbed”  premium  deposits 
(i.e.  in  general,  excluding  the  portion  of  the 
deposit  returnable  to  the  person  insured) . 
The  amount  so  determined  is  then  increased 
by  2  percent.  Reciprocal  underwriters  and 
interinsurers  are  in  effect  permitted  to  com¬ 
bine  the  underwriting  income  of  their  cor¬ 
porate  attorney  in  fact  with  their  own  for 
purposes  of  offsetting  losses  but  not  for  the 
purposes  of  computing  additions  to  their 
loss  reserve.  These  provisions  apply  to  tax¬ 
able  years  beginning  after  December  31, 
1962. 

Section  11.  Domestic  corporations  receiv¬ 
ing  dividends  from  foreign  corporations: 
Where  a  domestic  corporation  receives  a 
dividend  from  a  foreign  corporation,  the 
amount  included  in  its  tax  base,  if  it  elects 
the  foreign  tax  credit,  is  to  be  not  only  the 
dividend  itself  but  also  the  tax  paid  by  the 
foreign  corporations  as  well.  Also,  where  a 
foreign  corporation  is  eligible  for  the  85  per¬ 
cent  intercorporate  dividends  received  de¬ 
duction  with  respect  to  income  earned  in 
the  United  States,  the  15  percent  of  this 
income  for  which  no  deduction  is  allowed  is 
not  to  be  treated  as  foreign  source  income 
for  purposes  of  the  foreign  tax  credit.  The 
subsection  of  present  law  making  the  for¬ 
eign  tax  credit  available  for  royalty  income 
received  from  wholly  owned  subsidiaries  in 
certain  cases  is  repealed.  These  amendments 
become  fully  effective  for  distributions  re¬ 
ceived  by  domestic  corporations  after  De¬ 
cember  31,  1964.  In  the  case  of  distribu¬ 
tions  received  by  domestic  corporations  be¬ 
fore  1965  but  in  taxable  years  after  Decem¬ 
ber  31,  1962,  the  new  rules  are  to  apply  in 
the  case  of  distributions  made  out  of  profits 
of  a  foreign  corporation  accumulated  in  tax¬ 
able  years  beginning  after  December  31, 
1962. 

Section  12.  Earned  income  from  sources 
outside  the  United  States:  Under  existing 
law  individuals  who  are  present  in  a  for¬ 
eign  country  or  countries  for  17  out  of  18 
months  may  exclude  from  their  U.S.  tax 
base  up  to  $20,000  per  year  of  income  earned 
abroad.  If  they  are  bona  fide  residents  of  a 
foreign  country  there  is  no  ceiling  on  this 
exclusion.  In  the  case  of  these  bona  fide 
foreign  residents,  a  ceiling  is  to  be  provided 
of  $20,000  for  the  first  3  years  they  are 
abroad  and  $35,000  thereafter.  In  addition, 
contributions  made  by  employers  for  em¬ 
ployee  benefits  under  qualified  plans  with 
respect  to  future  employment  are  to  be  tax¬ 


able  to  the  employee  when  he  receives  these 
amounts  after  retirement.  Generally  these 
provisions  are  effective  with  respect  to  tax¬ 
able  years  ending  after  December  31,  1962. 

Section  13.  Controlled  foreign  corpora¬ 
tions:  In  the  case  of  controlled  foreign  cor¬ 
porations,  where  more  than  50  percent  of 
the  stock  is  owned  by  U.S.  persons,  U.S. 
shareholders  who  own  10  percent  of  more  of 
the  stock  in  these  corporations  are  to  report 
for  tax  purposes  the  undistributed  earnings 
of  these  corporations  to  the  extent  they  rep¬ 
resent:  (a)  income  from  insuring  or  reinsur¬ 
ing  U.S.  risks;  (b)  income  from  patents, 
copyrights,  and  exclusive  formulas  or  proc¬ 
esses  developed  in  the  United  States  or  ac¬ 
quired  here  from  related  persons;  (c)  pas¬ 
sive  types  of  income;  and  (d)  income  from 
purchases  or  sales  with  related  persons 
where  the  goods  are  produced  or  grown  and 
the  property  is  sold  for  use  outside  of  the 
country  of  incorporation  of  the  foreign  cor¬ 
poration  involved.  In  these  latter  two  cases, 
the  combination  of  the  two  types  of  income 
must  equal  20  percent  of  total  income  be¬ 
fore  it  is  taken  into  account  (and  sales  in¬ 
come  must  equal  20  percent  of  income  other 
than  the  passive  income  to  be  taken  into  ac¬ 
count)  .  Where  this  combined  income  equals 
more  than  80  percent  of  the  total,  then  all 
income  is  attributed  to  the  shareholders. 
However,  reductions  in  the  income  taxed  to 
shareholders  are  allowed  in  these  two  latter 
cases  to  the  extent  the  income  is  invested  in 
active  business  in  less  developed  countries, 
where  the  corporation  in  which  the  invest¬ 
ment  is  made  is,  to  the  extent  of  50  percent 
or  more,  owned  by  5  or  fewer  U.S.  persons, 
but  only  if  the  taxpayer  has  at  least  a  10 
percent  interest. 

To  the  extent  the  10  percent  U.S.  share¬ 
holders  are  not  taxed  on  the  income  of  the 
controlled  foreign  corporation  under  the 
provisions  described  above,  they  are  to  be 
subject  to  taxation  on  the  undistributed 
earnings  of  the  controlled  foreign  corpora¬ 
tion  to  the  extent  these  earnings  are  not  in¬ 
vested  in  substantially  the  same*  trade  or 
business  as  that  in  which  the  taxpayer  was 
engaged  for  the  prior  5  years  (or  on  Decem¬ 
ber  31,  1962),  or  invested  in  less  developed 
countries  in  new  trades  or  businesses  or  in 
the  controlled  subsidiaries,  50  percent  or 
more  of  which  is  held  by  5  or  fewer  U.S.  per¬ 
sons.  The  50  percent  test  referred  to  above 
is  relaxed  where  the  foreign  country-prohib- 
its  ownership  by  Americans  and  others  of 
as  much  as  50  percent  of  the  stock  of  a  cor¬ 
poration  established  under  their  laws. 

Undistributed  earnings  which  are  taxed  to 
the  U.S.  shareholders  under  any  of  the  above 
provisions  may  be  actually  distributed  to 
U.S.  shareholders  without  further  payment 
of  tax.  These  provisions,  apply  to  taxable 
years  of  foreign  corporation  beginning  after 
December  31,  1962,  and  to  taxable  years  of 
U.S.  persons  falling  in  such  years. 

Section  14.  Ordinary  income  on  certain 
gains  from  depreciable  property:  In  the  case 
of  personal  property  and  most  real  estate, 
other  than  buildings  and  structural  compo¬ 
nents,  when  such  property  is  sold  or  ex¬ 
changed  at  a  gain,  this  gain,  to  the  extent  of 
depreciation  taken  for  taxable  years  begin¬ 
ning  after  December  31,  1961,  is  to  be  treated 
as  ordinary  income  for  tax  purposes.  In  the 
case  of  dispositions  of  property  other  than 
by  sale  or  exchange  this  same  treatment  is 
to  apply  except  that  the  amount  of  the 
presumed  gain  is  to  be  determined  by  the 
excess  of  the  fair  market  value  of  the  prop¬ 
erty  at  the  time  of  its  disposition  over  its 
then  adjusted  basis. 

This  treatment  is  to  apply  in  the  case  of 
most  dispositions  of  property  whether  or  not 
gain  is  otherwise  recognized.  The  treatment 
described  above  does  not  apply,  however,  in 
the  case  of  gifts  although  in  the  case  of 
charitable  contributions  the  amount  of  the 
charitable  contribution  deduction  which  may 
be  taken  is  reduced  by  the  amount  which 
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would  be  treated  as  ordinary  income  if  this 
provision  were  applicable.  Other  exceptions 
are  provided  for  property  transferred  by 
death,  for  transfers  where  no  gain  is  recog¬ 
nized  and  the  basis  of  the  property  is  carried 
over  to  the  transferor,  and  for  transfers  in 
like  kind  exchanges  and  involuntary  conver¬ 
sions  to  the  extent  no  gain  is  recognized. 
In  the  case  of  partnerships,  distributions  to 
partners  or  sales  of  partnership  interests  are 
taxed  to  the  partners  to  the  extent  of  the 
underlying  depreciable  property  in  much  the 
same  way  as  if  the  depreciable  property  had 
been  sold  directly. 

The  bill  also  provides  that  in  computing 
the  basis  on  which  depreciation  may  be 
taken  salvage  value  may  be  ignored  to  an 
amount  equal  to  10  percent  of  the  cost 
or  other  basis  of  the  property.  Also,  under 
the  bill  taxpayers  are  permitted  to  elect 
after  this  bill  is  enacted  to  change  their 
method  of  depreciation  with  respect  to 
property  coming  within  the  scope  of  this 
provision  from  any  declining  balance,  or 
sum-of-the-years  digit  method  to  a  straight- 
line  method. 

This  provision  applies  to  taxable  years  be¬ 
ginning  after  December  31,  1961,  and  ending 
after  the  date  of  enactment  of  this  bill. 

Section  15.  Foreign  investment  companies: 
When  stock  in  foreign  investment  companies 
is  sold,  the  gain  realized  by  the  U.S.  share¬ 
holders  is  to  be  ordinary  income  to  the 
extent  of  the  earnings  and  profits  of  the  cor¬ 
poration  accumulated  in  taxable  years  be¬ 
ginning  after  December  31,  1962.  In  the  case 
of  stock  in  a  foreign  investment  company 
acquired  from  a  decedent,  the  basis  of  the 
stock  is  not  to  be  increased  at  the  date  of 
death  to  the  extent  of  the  amount  which 
would  have  been  taxed  as  ordinary  income  to 
the  decedent  had  he  sold  the  stock  before 
death.  A  deduction  for  estate  tax  attribut¬ 
able  to  this  amount  will  be  allowed,  how¬ 
ever,  upon  subsequent  sale  of  this  stock  by 
the  heir  or  legatee. 

The  companies  and  shareholders  can  avoid 
the  treatment  described  above  if  the  com¬ 
panies  distribute  90  percent  or  more  of  their 
taxable  income,  other  than  capital  gains, 
designate  in  a  written  notice  to  the  share¬ 
holders  each  year  their  ratable  share  of  the 
capital  gains  of  the  corporation  and  pro¬ 
vide  such  other  information  as  the  Treasury 
requires  to  enforce  this  provision.  The 
shareholders,  however,  must  also  report  as 
capital  gains  their  share  of  the  capital  gains 
of  the  corporation,  whether  the  gains  are 
distributed  or  not. 

These  provisions  apply  with  respect  to 
taxable  years  beginning  after  December  31, 
1962. 

Section  16.  Gain  from  sales  or  exchanges 
of  stock  in  foreign  corporations :  Where  there 
is  a  redemption  or  liquidation  of  the  stock 
of  a  controlled  foreign  corporation  or  where 
stock  in  such  a  corporation  is  sold,  then  any 
gain  to  the  extent  it  represents  earnings  and 
profits  of  the  corporation  accumulated 
abroad  is  to  be  taxed  to  10-percent  U.S. 
shareholders  as  ordinary  income  or  as  divi¬ 
dends.  In  the  case  of  the  redemptions  and 
liquidations,  the  earnings  and  profits  taken 
into  account  are  those  accumulated  since 
February  28,  1913.  In  this  case,  a  foreign 
tax  credit  is  to  be  allowed  corporate  share¬ 
holders  for  taxes  paid  to  foreign  countries. 
In  the  case  of  sales  and  other  exchanges,  the 
earnings  and  profits  taken  into  account  with 
respect  to  any  shareholder  is  his  share  of 
profits  accumulated  during  the  period  in 
which  he  held  the  stock.  In  this  case,  no 
foreign  tax  credit  is  available.  These  pro¬ 
visions  apply  with  respect  to  sales  or  ex¬ 
changes  occurring  after  the  date  of  enact¬ 
ment  of  this  bill.  This  applies  to  sales,  etc., 
after  the  enactment  of  this  bill. 

Section  17.  Tax  treatment  of  cooperatives 
and  patrons:  Cooperatives  are  to  receive  a 
deduction  for  patronage  dividends  paid  to 
their  patrons  in  cash  or  by  allocations  if  the 


patron  has  the  option  to  redeem  the  notices 
of  allocation  in  cash  for  a  90-day  period 
after  they  are  issued  or  if  he  consents  to 
this  income  being  treated  as  constructively 
received  by  him  and  then  reinvested  in  the 
cooperative.  The  patron  may  give  his  con¬ 
sent  individually  in  writing  or  the  coopera¬ 
tive  may  through  its  bylaws  require  all 
members  (after  notification)  to  give  this 
consent.  In  the  case  of  allocations  which 
do  not  qualify,  the  cooperative  will  ini¬ 
tially  be  taxed  on  this  type  of  patronage 
dividends.  However,  when  such  a  patron¬ 
age  dividend  is  redeemed,  the  cooperative 
will  receive  a  deduction  (or  refund  of  tax) 
at  that  time. 

Where  consent  is  given,  or  where  the  op¬ 
tion  to  receive  cash  was  available,  the  pa¬ 
tron  will  be  required  to  pay  taxes  on  the 
patronage  dividends  which  arise  from  busi¬ 
ness  activity.  The  patron  will  also  be  re¬ 
quired  to  take  into  account  nonqualifying 
patronage  dividends  when  they  are  re¬ 
deemed  (assuming  they  arise  from  business 
activity) . 

In  addition,  all  cooperatives  (rather  than 
merely  tax-exempt  cooperatives  as  under 
present  law)  are  given  until  8 y2  months  after 
the  end  of  the  year  in  which  patronage 
occurs  to  allocate  amounts  to  the  accounts 
of  their  patrons  and  in  most  cases  are  also 
given  this  same  period  of  time  for  the  filing 
of  their  own  income  tax  returns.  These  pro¬ 
visions  apply  to  taxable  years  of  cooperatives 
beginning  after  December  31,  1962,  and  with 
respect  to  amounts  received  by  patrons  at¬ 
tributable  to  years  of  the  cooperatives  to 
which  the  new  law  applies.  The  new  provi¬ 
sions  will  not,  however,  apply  to  future  re¬ 
demptions  of  patronage  dividends  declared 
when  the  old  law  was  applicable. 

Section  18.  Inclusion  of  foreign  real  prop¬ 
erty  in  gross  estate:  Real  property  located 
outside  of  the  United  States,  in  the  case 
of  citizens  or  residents  of  the  United  States, 
is  to  be  included  in  their  tax  base  for  pur¬ 
poses  of  the  Federal  estate  tax  imposed  at 
the  time  of  their  death.  This  provision  will 
be  fully  effective  for  decedents  dying  on  or 
after  July  1,  1964.  For  those  dying  after 
the  date  of  enactment  of  this  bill,  and  be¬ 
fore  July  1,  1964,  real  property  located  out¬ 
side  of  the  United  States  will  be  included 
in  their  gross  estate  only  if  acquired  on  or 
after  February  1,  1962. 

Section  19.  Withholding  of  tax  on  inter¬ 
est,  dividends  and  patronage  dividends: 
Withholding  at  the  source  is  provided  for 
dividends,  most  interest  and  patronage 
dividends  at  a  rate  of  20  percent.  No 
receipts  are  required  to  be  given  by  the 
payors  to  the  taxpayers  under  this  system 
and  no  significant  change  is  made  in  the 
information  returns  which  presently  must 
be  filed  by  the  payors  with  the  Federal 
Government. 

No  withholding  is  to  occur  in  the  case  of 
dividends,  savings  account  interest,  or  Gov¬ 
ernment  series  E  bond  interest  if  the  recipient 
files  an  exemption  certificate  indicating  that 
he  is  under  age  18.  These  exemption  cer¬ 
tificates  may  also  be  filed  (but  on  an  annual 
basis)  by  those  over  age  18  with  respect  to 
any  year  in  which  they  reasonably  expect  to 
have  no  income  tax  liability.  Claims  for 
quarterly  refunds  may  also  be  filed  by  in¬ 
dividuals  where  there  is  expected  to  be  sig¬ 
nificant  amounts  of  overwithholding  of  their 
tax  liability.  Corporations  and  tax-exempt 
organizations  may  also  file  for  quarterly  re¬ 
funds.  In  addition,  corporations  may  claim 
credits  on  their  dividend  or  interest  pay¬ 
ments  for  amounts  withheld  with  respect  to 
dividend  or  interest  payments  they  receive. 
Tax-exempt  organizations  may  also  claim 
credits  with  respect  to  amounts  withheld  on 
the  dividend  and  interest  payments  they  re¬ 
ceive  against  wage  and  salary  withholding 
on  their  employees  for  income  tax  and  social 
security  tax  liability. 

Generally  these  provisions  apply  in  the 
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case  of  interest  and  dividends  paid  on  or 
after  January  1,  1963. 

Section  20.  Information  with  respect  to 
foreign  entities:  A  number  of  changes  are 
made  in  the  annual  information  return 
which  domestic  corporations  presently  are 
required  to  file  with  respect  to  their  sub¬ 
sidiaries  or  foreign  corporations  which  they 
control.  The  changes  are:  this  return  is  to 
be  filed  not  only  by  corporations  but  by  oth¬ 
ers.  as  well  which  control  foreign  corpora¬ 
tions;  “control”  is  defined  more  broadly  by 
adding  certain  constructive  ownership  rules; 
information  must  be  provided  not  only  with 
respect  to  subsidiaries  of  foreign  corpora¬ 
tions  but  also  for  other  foreign  corporations 
which  are  further  down  the  chain  of  owner¬ 
ship;  and  additional  information  may  be  re¬ 
quired  which  is  similar  or  related  in  nature 
to  that  already  specified. 

Present  law  also  requires  U.S.  citizens  or 
residents  who  are  officers  or  directors  of  a 
foreign  corporation  within  60  days  of  its  or¬ 
ganization  or  reorganization  and  also  5-per¬ 
cent  shareholders  who  have  this  status  within 
60  days  of  the  organization  or  reorganiza¬ 
tion  to  supply  certain  information  to  the 
Treasury  Department  with  respect  to  the 
corporation.  This  same  information  is  also 
to  be  required  of  U.S.  citizens  or  residents 
who  at  some  later  time  become  officers,  di¬ 
rectors  or  shareholders  with  an  interest  of 
5  percent  or  more.  A  penalty  provision  also 
is  provided. 

Generally  these  additional  information  re¬ 
quirements  become  effective  as  of  January  1, 
1963. 

Section  21.  Treaties:  It  is  made  clear  that 
any  provision  contained  in  this  bill  is  in¬ 
tended  to  have  precedence  over  any  prior  tax 
treaty  obligation. 

The  CHAIRMAN.  The  question  is  on 
the  committee  amendment. 

The  committee  amendment  was  agreed 
to. 

The  CHAIRMAN.  Are  there  any  fur¬ 
ther  amendments? 

Mr.  MILLS.  There  are  no  further 
amendments,  Mr.  Chairman. 

The  CHAIRMAN.  Under  the  rule,  the 
Committee  rises. 

Accordingly,  the  Committee  rose;  and 
the  Speaker  having  resumed  the  chair, 
Mr.  Roosevelt,  Chairman  of  the  Com¬ 
mittee  of  the  Whole  House  on  the 
State  of  the  Union,  reported  that  that 
Committee  having  had  under  considera¬ 
tion  the  bill  (H.R.  10650)  to  amend  the 
Internal  Revenue  Code  of  1954  to  pro¬ 
vide  a  credit  for  investment  in  certain 
depreciable  property,  to  eliminate  cer¬ 
tain  defects  and  inequities,  and  for  other 
purposes,  pursuant  to  House  Resolution 
576,  he  reported  the  bill  back  to  the 
House  with  sundry  amendments  adopted 
by  the  Committee  of  the  Whole. 

The  SPEAKER.  Under  the  rule,  the 
previous  question  is  ordered. 

Is  a  separate  vote  demanded  on  any 
amendment?  If  not,  the  Chair  will  put 
them  en  gros. 

The  amendments  were  agreed  to. 

The  SPEAKER.  The  question  is  on 
the  engrossment  and  third  reading  of 
the  bill. 

The  bill  was  ordered  to  be  engrossed 
and  read  a  third  time  and  was  read  the 
third  time. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  I  offer  a  motion  to  recommit. 

The  SPEAKER.  Is  the  gentleman 
opposed  to  the  bill? 

Mr.  BYRNES  of  Wisconsin.  I  am, 
Mr.  Speaker. 
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The  SPEAKER.  The  Clerk  will  re¬ 
port  the  motion  to  recommit. 

The  Clerk  read  as  follows: 

Mr.  Byrnes  of  Wisconsin  moves  to  re¬ 
commit  the  bill  (H.R.  10650)  to  the  Com¬ 
mittee  on  Ways  and  Means  with  instruc¬ 
tions  to  report  the  same  back  to  the  House 
forthwith  with  the  following  amendment: 

Strike  out  section  2  and  section  19  of 
the  bill. 

The  SPEAKER.  The  question  is  on 
the  motion  to  recommit. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  on  that  I  demand  the  yeas  and 
nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken;  and  there 
were — yeas  190,  nays  225,  answered 
“present”  0,  not  voting  21,  as  follows: 

[Roll  No.  51] 

YEAS— 190 


Abbitt 

Fallon 

Moore 

Abernethy 

Feighan 

Moorehead, 

Adair 

Fenton 

Ohio 

Addabbo 

Findley 

Morse 

Alford 

Fino 

Mosher 

Alger 

Fisher 

Natcher 

Andersen, 

Ford 

Nelsen 

Minn. 

Frelinghuysen 

Norblad 

Anderson,  Ill. 

Fulton 

O’Konski 

Arends 

Garland 

Osmers 

Ashbrook 

Gavin 

Ostertag 

Auchincloss 

Glenn 

Felly 

Avery 

Goodell 

Pike 

Ayres 

Goodling 

Pillion 

Baker 

Grant 

Pirnie 

Baldwin 

Griffin 

Poff 

Barry 

Gross 

Quie 

Bass,  N.H. 

Gubser 

Ray 

Battin 

Hagen,  Calif. 

Reece 

Becker 

Haley 

Reifel 

Beck  worth 

Hall 

Rhodes,  Ariz. 

Beermann 

Halleck 

Riehlman 

Belcher 

Halpern 

Robison 

Bell 

Harrison,  Wyo. 

Rogers,  Colo. 

Berry 

Harsha 

Rogers,  Fla. 

Betts 

Harvey,  Ind. 

Roudebush 

Bolton 

Harvey,  Mich. 

Rousselot 

Bow 

Hays 

St.  George 

Bray 

Hiestand 

Saylor 

Bromwell 

Hoeven 

Schadeberg 

Broomfield 

Hoffman,  Ill. 

Schenck 

Brown 

Horan 

Scherer 

Broyhill 

Hosmer 

Schneebeli 

Bruce 

Joelson 

6chweiker 

Byrnes,  Wis. 

Johansen 

Schwengel 

Cahill 

Jonas 

Scranton 

Cannon 

Judd 

Seely-Brown 

Casey 

Keith 

Shriver 

Cederberg 

Kilburn 

Sibal 

Chamberlain 

King,  N.Y. 

Siler 

Chenoweth 

Knox 

Smith,  Calif. 

Chiperfield 

Kunkel 

Smith,  Va. 

Church 

Kyi 

Springer 

Clancy 

Laird 

Stafford 

Collier 

Langen 

Taber 

Conte 

Latta 

Teague,  Calif. 

Cook 

Lindsay 

Thomson,  Wis. 

Corbett 

Lipscomb 

Utt 

Cramer 

McCulloch 

Vanik 

Cunningham 

McDonough 

Van  Pelt 

Curtin 

Mclntire 

Van  Zandt 

Curtis,  Mass. 

McVey 

Waggonner 

Curtis,  Mo. 

MacGregor 

Wallhauser 

Dague 

Mailliard 

Weaver 

Derounian 

Martin,  Mass. 

Weis 

Derwinski 

Martin,  Nebr. 

Westland 

Devine 

Mathias 

Whalley 

Dole 

May 

Wharton 

Dominick 

Meader 

Whitten 

Dooley 

Merrow 

Widnall 

Dowdy 

Michel 

Williams 

Durno 

Miller,  N.Y. 

Wilson,  Calif. 

Dwyer 

Milliken 

Winstead 

Ellsworth 

Minshall 

NAYS— 225 

Younger 

Addonizio 

Blatnik 

Burke,  Mass. 

Albert 

Blitch 

Burleson 

Alexander 

Boggs 

Byrne,  Pa. 

Anfuso 

Boland 

Carey 

Ashley 

Bolling 

Celler 

Ashmore 

Bonner 

Chelf- 

Aspinall 

Boykin 

Clark 

Bailey 

Brademas 

Coad 

Baring 

Breeding 

Cohelan 

Barrett 

Brewster 

Cooley 

Bass,  Tenn. 

Buckley 

Corman 

Bennett,  Fla. 

Burke,  Ky. 

Daddario 

Daniels 

Jones,  Ala. 

Philbin 

Davis, 

Jones,  Mo. 

Pilcher 

James  C. 

Karsten 

Poage 

Davis,  John  W. 

Karth 

Powell 

Davis,  Tenn. 

Kastenmeier 

Price 

Dawson 

Kee 

Pucinski 

Delaney 

Kelly 

Purcell 

Dent 

Keogh 

Randall 

Denton 

Kilgore 

Reuss 

Diggs 

King,  Calif. 

Rhodes,  Pa. 

Donohue 

King,  Utah 

Rivers,  Alaska 

Dorn 

Kirwan 

Rivers,  S.C. 

Downing 

Kitchin 

Roberts,  Tex. 

Doyle 

Kluczynski 

Rodino 

Dulski 

Kornegay 

Rogers,  Tex. 

Edmondson 

Kowalski 

Rooney 

Elliott 

Landrum 

Roosevelt 

Everett 

Lane 

Rosenthal 

Evins 

Lankford 

Rostenkowski 

Farbstein 

Lennon 

Roush 

Fascell 

Lesinski 

Rutherford 

Finnegan 

Libonati 

Ryan,  N.Y. 

Flood 

Loser 

Ryan,  Mich. 

Flynt 

McDowell 

St.  Germain 

Fogarty 

McFall 

Santangelo 

Forrester 

McMillan 

Saund 

Fountain 

McSween 

Scott  _ 

Frazier 

Macdonald 

Shelley 

Friedel 

Mack 

Shipley 

Gallagher 

Madden 

Sikes 

Garmatz 

Magnuson 

Sisk 

Gary 

Mahon 

Slack 

Gathings 

Marshall 

Smith,  Iowa 

Giaimo 

Matthews 

Smith,  Miss. 

Gilbert 

Miller,  Clem 

Spence 

Gonzalez 

Miller, 

Staggers 

Granahan 

George  P. 

Steed 

Gray 

Mills 

Stephens 

Green,  Oreg. 

Moeller 

Stratton 

Green,  Pa. 

Monagan 

Stubblefield 

Griffiths 

Montoya 

Sullivan 

Hagan,  Ga. 

Moorhead,  Pa. 

Taylor 

Hansen 

Morgan 

Teague,  Tex. 

Harding 

Morris 

Thomas 

Hardy 

Morrison 

Thompson,  La. 

Harris 

Moss  > 

Thompson,  N.J. 

Harrison,  Va. 

Moulder 

Thompson,  Tex. 

Healey 

Multer 

Thornberry 

Hebert 

Murphy 

Toll 

Hechler 

Murray 

Trimble 

Hemphill 

Nedzi 

Tuck 

Henderson 

Nix 

Udall,  Morris  K. 

Herlong 

Norrell 

Ullman 

Holifield 

O’Brien,  Ill. 

Vinson 

Holland 

O’Brien,  N.Y. 

Watts 

Huddleston 

O’Hara,  HI. 

Whitener 

Hull 

O’Hara,  Mich. 

Wickersham 

Ichord,  Mo. 

Olsen 

Willis 

Inouye 

O'Neill 

Wright 

Jarman 

Passman 

Yates 

Jennings 

Patman 

Young 

Johnson,  Calif. 

Perkins 

Zablocki 

Johnson,  Md. 

Peterson 

Zelenko 

Johnson,  Wis.  Pfost 

ANSWERED  “PRESENT”— 0 

NOT  VOTING- 

—21 

Andrews 

Jensen 

Sheppard 

Bates 

Kearns 

Short 

Bennett,  Mich. 

Mason 

Tollefson 

Brooks 

Nygaard 

Tupper 

Colmer 

Rains 

Walter 

Dingell 

Roberts,  Ala. 

Wilson,  Ind. 

Hoffman,  Mich.  Selden 

So  the  motion  to 

recommit  was 

rejected. 

The  Clerk  announced  the  following 
pairs : 

On  this  vote : 

Mr.  Colmer  for,  with  Mr.  Brooks  against. 

Mr.  Walter  for,  with  Mr.  Dingell  against. 

Mr.  Short  for,  with  Mr.  Sheppard  against. 

Until  further  notice : 

Mr.  Andrews  with  Mr.  Tupper. 

Mr.  Rains  with  Mr.  Wilson  of  Indiana. 

Mr.  Roberts  of  Alabama  with  Mr.  Bates. 

Mr.  Selden  with  Mr.  Jensen. 

The  result  of  the  vote  was  announced 
as  above  recorded. 

The  SPEAKER.  The  question  is  on 
the  passage  of  the  bill. 

Mr.  BYRNES  of  Wisconsin.  Mr. 
Speaker,  on  that  I  demand  the  yeas  and 
nays. 

The  yeas  and  nays  were  ordered. 

The  question  was  taken;  and  there 
were — yeas  219,  nays  196,  not  voting  21, 
as  follows : 


[Roil  No.  52] 
YEAS— 219 


Abbitt 

Grant 

Nedzi 

Addonizio 

Gray 

Nix 

Albert 

Green,  Oreg. 

Norrell 

Alexander 

Green,  Pa. 

O’Brien,  Ill. 

Anfuso 

Griffiths 

O’Brien,  N.Y. 

Ashley 

Hagan,  Ga. 

O’Hara,  Ill. 

Ashmore 

Hansen 

O'Hara,  Mich. 

Aspinall 

Hardy 

Olsen 

Bailey 

Harris 

O’Neill 

Baring 

Harrison,  Va. 

Passman 

Barrett 

Healey 

Patman 

Bass,  Tenn. 

Hebert 

Perkins 

Beckworth 

Hechler 

Peterson 

Bennett,  Fla. 

Hemphill 

Pfost 

Blatnik 

Henderson 

Philbin 

Blitch 

Herlong 

Pilcher 

Boggs 

Holifield 

Poage 

Boland 

Holland 

Poff 

Bolling 

Huddleston 

Powell 

Bonner 

Hull 

Price 

Boykin 

Ichord 

Pucinski 

Brademas 

Inouye 

Purcell 

Brewster 

Jarman 

Reuss 

Buckley 

Jennings 

Rhodes,  Pa. 

Burke,  Ky. 

Johnson.  Calif. 

Rivers,  Alaska 

Burke,  Mass. 

Johnson,  Md. 

Rivers,  S.C. 

Burleson 

Johnson,  Wis. 

Roberts,  Tex: 

Byrne,  Pa. 

Jones,  Ala. 

Rodino 

Cannon 

Jones,  Mo. 

Rooney 

Carey 

Karsten 

Roosevelt 

Celler 

Karth 

Rosenthal 

Chelf 

Kastenmeier 

Rostenkowski 

Clark 

Kee 

Roush 

Coad 

Kelly 

Ryan,  Mich. 

Cohelan 

Keogh 

Ryan,  N.Y. 

Cooley 

Kilgore 

St.  Germain 

Corman 

King,  Calif. 

Santangelo 

Daddario 

King,  Utah 

Saund 

Daniels 

Kirwan 

Scott 

Davis, 

Kitchin 

Shelley 

James  C. 

Kluczynski 

Sikes 

Davis,  John  W. 

Kornegay 

Sisk 

Davis,  Tenn. 

Kowalski 

Slack 

Dawson 

Landrum 

Smith,  Iowa 

Delaney 

Lane 

Smith,  Miss. 

Dent 

Lankford 

Smith,  Va. 

Denton 

Lennon 

Spence 

Diggs 

Lesinski 

Steed 

Donohue 

Libonati 

Stephens 

Dorn 

Loser 

Stratton 

Downing 

McFall 

Stubblefield 

Doyle 

McSween 

Sullivan 

Edmondson 

Macdonald 

Teague,  Tex. 

Elliott 

Mack 

Thomas 

Everett 

Madden 

Thompson,  La. 

Evins 

Magnuson 

Thompson,  N.J. 

Farbstein 

Mahon 

Thompson,  Tex. 

Fascell 

Matthews 

Thornberry 

Finnegan 

Miller,  Clem 

Toll 

Flood 

Miller, 

Trimble 

Flynt 

George  P. 

Tuck 

Fogarty 

Mills 

Udall 

Forrester 

Moeller 

Ullman 

Fountain 

Monagan 

Vinson 

Frazier 

Montoya 

Watts 

Friedel 

Moorhead,  Pa. 

Whitener 

Gallagher 

Morgan 

Wickersham 

Garmatz 

Morris 

Willis 

Gary 

Morrison 

Wright 

Gathings 

Moss 

Yates 

Giaimo 

Moulder 

Young 

Gilbert 

Multer 

Zablocki 

Gonzalez 

Murphy 

Zelenko 

Granahan 

Murray 

NAYS— 196 

Abernethy 

Bromwell 

Dominick 

Adair 

Broomfield 

Dooley 

Addabbo 

Brown 

Dowdy 

Alford 

Broyhill 

Dulski 

Alger 

Bruce 

Durno 

Andersen, 

Byrnes,  Wis. 

Dwyer 

Minn. 

Cahill 

Ellsworth 

Anderson,  HI. 

Casey 

Fallon 

Arends 

Cederberg 

Feighan 

Ashbrook 

Chamberlain 

Fenton 

Auchincloss 

Chenoweth 

Findley 

Avery 

Chiperfleld 

Fino 

Ayres 

Church 

Fisher 

Baker 

Clancy 

Ford 

Baldwin 

Collier 

Frelinghuysen 

Barry 

Conte 

Fulton 

Bass,  N.H. 

Cook 

Garland 

Battin 

Corbett 

Gavin 

Becker 

Cramer 

Glenn 

Beermann 

Cunningham 

Goodell 

Belcher 

Curtin 

Goodling 

Bell 

^Curtis,  Mass. 

Griffin 

Berry 

*Curtis,  Mo. 

Gross 

Betts 

Dague 

Gubser 

Bolton 

Derounian 

Hagen,  Calif. 

Bow 

Derwinski 

Haley 

Bray 

Devine 

Hall 

Breeding 

Dole 

Halleck 
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Halpem 

Mathias 

Saylor 

Harding 

May 

Schadeberg 

Harrison,  Wyo. 

Meader 

Schenck 

Harsha 

Merrow 

Scherer 

Harvey,  Ind. 

Michel 

Schneebeli 

Harvey,  Mich. 

Miller,  N.Y. 

Schweiker 

Hays 

Milliken 

Schwengel 

Hiestand 

Minshall 

Scranton 

Hoeven 

Moore 

Seely-Brown 

Hoffman,  Ill. 

Moorehead, 

Shipley 

Horan 

Ohio 

Shriver 

Hosmer 

Morse 

Sibal 

Joelson 

Mosher 

Siler 

Johansen 

Natcher 

Smith,  Calif. 

Jonas 

Nelsen 

Springer 

Judd 

Norblad 

Stafford 

Keith 

O’Konski 

Staggers 

Kilburn 

Osmers 

Taber 

King,  N.Y. 

Ostertag 

Taylor 

Knox 

Felly 

Teague,  Calif. 

Kunkel 

Pike 

Thompson,  Wis. 

Kyi 

Pillion 

Utt 

Laird 

Pimie 

Vanik 

Langen 

Quie 

Van  Pelt 

Latta 

Randall 

Van  Zandt 

Lindsay 

Ray 

Waggonner 

Lipscomb 

Reece 

Wallhauser 

McCulloch 

Reifel 

Weaver 

McDonough 

Rhodes,  Ariz. 

Weis 

McDowell 

Riehlman 

Westland 

Mclntire 

Robison 

Whalley 

McMillan 

Rogers,  Colo. 

Wharton 

McVey 

Rogers,  Fla. 

Whitten 

MacGregor 

Rogers,  Tex. 

Widnall 

Mailliard 

Roudebush 

Williams 

Marshall 

Rousselot 

Wilson,  Calif.  - 

Martin,  Mass. 

Rutherford 

Winstead 

Martin,  Nebr. 

St.  George 

Younger 

NOT  VOTING— 21 

Andrews 

Jensen 

Sheppard 

Bates 

Kearns 

Short 

Bennett,  Mich. 

Mason 

Tollefson 

Brooks 

Nygaard 

Tupper 

Colmer 

Rains 

Walter 

Dingell 

Roberts,  Ala. 

Wilson,  Ind. 

Hoffman,  Mich.  Selden 

So  the  bill  was  passed. 

The  Clerk 

announced 

the  following 

pairs : 

On  this  vote : 


Mr.  Brooks  for,  with  Mr.  Colmer  against. 

Mr.  Dingell  for,  with  Mr.  Walter  against. 

Mr.  Sheppard  for,  with  Mr.  Short  against. 
Mr.  Rains  for,  with  Mr.  Bates  against. 

Mr.  Roberts  for,  with  Mr.  Tollefson  against. 

Until  further  notice: 

Mr.  Andrews  with  Mr.  Wilson  of  Indiana. 
Mr.  Selden  with  Mr.  Jensen. 

The  result  of  the  vote  was  announced 
as  above  recorded. 

A  motion  to  reconsider  was  laid  on  the. 
table. 


GENERAL  LEAVE  TO  EXTEND 

Mr.  MILLS.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  Members  desiring 
to  do  so  have  5  legislative  days  to  extend 
their  remarks  in  the  Record  on  the  bill 
just  passed. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from 
Arkansas? 

There  was  no  objection. 

Mr.  MILLS.  Mr.  Speaker,  I  ask  unan¬ 
imous  consent  that  those  Members 
speaking  on  the  bill  be  permitted  to  in¬ 
clude  extraneous  material,  such  as  charts 
and  tables,  with  their  remarks. 

The  SPEAKER.  Is  there  objection  to 
the  request  of  the  gentleman  from  Ar¬ 
kansas? 

There  was  no  objection. 


REVENUE  ACT  OP  1962 

Mr.  RANDALL.  Mr.  Speaker,  under 
the  closed  rule  which  was  sustained  by 
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the  vote  of  the  House,  it  was  quite  ap¬ 
parent  that  only  very  few  Members 
could  be  allotted  time  to  participate  in 
debate  with  only  a  total  of  8  hours 
divided  equally  between  the  minority 
and  the  majority.  This  meant  that 
most  of  the  membership  would  be 
limited  to  extending  their  remarks  in 
the  Record  so  that  there  could  be  pre¬ 
served  a  record  of  the  reasons  for  the 
votes  which  were  taken. 

We  supported  the  closed  rule.  Like 
many  Members  we  are  against  the  closed 
or  gag  rule  in  principle,  but  recognize 
where  there  is  a  legislative  body  the 
size  of  the  House  of  Representatives,  it 
becomes  almost  a  procedural  necessity. 
Yet,  just  a  few  short  weeks  ago,  there 
were  those  who  wanted  to  increase  the 
size  of  the  House.  When  the  committee 
has  had  almost  a  year  to  consider  the 
provisions  of  the  bill  and  then  the  mem¬ 
bership  is  given  a  total  of  8  hours  to 
debate  the  bill,  without  the  right  of 
amendment  by  Members  other  than 
those  of  the  Committee  on  Ways  and 
Means,  this  seems  like  cloture  that 
should  not  exist,  and  yet,  objectionable 
as  the  closed  rule  is  in  principle,  it  be¬ 
comes  a  necessity  to  maintain  orderly 
procedure  on  such  a  controversial 
measure.  There  are  instances  in  the 
older  Records  of  the  House  that  where 
a  revenue  measure  came  before  the  body 
under  an  open  rule  permitting  un¬ 
limited  debate,  the  story  goes,  the  argu¬ 
ment  continued  on  for  months  and  in 
desperation  the  weafy  Members  finally 
recommitted  the  bill  as  the  only  way 
to  terminate  debate. 

The  next  vote  by  yeas  and  nays  was 
on  the  motion  to  recommit  offered  by 
the  minority  pursuant  to  the  terms  of 
the  closed  rule.  We  voted  against  the 
motion  to  recommit  for  the  reason  that 
it  was  not  a  simple  motion  to  recommit 
but  instead,  one  with  instructions.  Sec¬ 
tion  2,  the  credit  for  investment  in  cer¬ 
tain  depreciable  property  was  stricken  in 
its  entirety  and  also  section  19,  the  with¬ 
holding  of  income  tax  at  source  on  inter¬ 
est,  dividends,  and  patronage  dividends 
was  stricken.  We  could  not  support  such 
a  limited  motion  for  the  reason  that  to 
take  these  two  provisions  only  out  of  the 
bill,  or  to  simply  lift  these  two  provisions 
in  their  entirety  from  the  bill  without 
any  effort  whatsoever  to  improve  or  to 
modify  for  the  better  the  other  defi¬ 
ciencies  was  not  acceptable. 

And  what  is  also  true  is  that  to  re¬ 
move  only  section  2  and  section  19  and 
allow  the  rest  of  the  bill  to  stand  sets 
the  bill  up  as  a  purely  revenue-produc¬ 
ing  bill  without  much,  if  any,  effort  to 
correct  tax  inequities.  To  be  blunt,  it 
is  a  tax  increase  bill  by  disallowing  en¬ 
tertainment  expenses,  on  raising  the 
rates  on  mutual  savings  banks,  and 
mutual  insurance  companies  and  from 
such  sources  as  requiring  the  payment  of 
tax  by  domestic  corporations  receiving 
dividends  from  foreign  corporations. 
Also,  left  in  the  bill  by  the  limited  motion 
to  recommit  was  the  increase  in  the 
gains  from  the  disposition  of  deprecia¬ 
ble  property  as  well  as  the  change  in  tax 
treatment  of  cooperatives.  We  could  not 
join  in  such  a  motion  to  recommit  con¬ 


taining  only  such  limited  instructions 
for  reasons  we  will  hereinafter  set  forth. 

As  we  have  written  repeatedly  to  our 
constituents,  when  a  closed  rule  is 
adopted  and  there  is  allowed  only  one 
motion  to  recommit  with  no  amendments 
permitted  by  the  membership  except  only 
committee  amendments,  the  issue  con¬ 
cerns  a  package  and  under  such  a  par¬ 
liamentary  situation,  the  burden  is  on 
each  member  to  carefully  weigh  the 
good  against  the  bad  as  to  this  package — 
the  desirable  against  the  unacceptable — 
the  favorable  against  the  objectionable. 
Does  the  good  and  bad  balance  out 
evenly?  Is  it  51  to  49  percent,  55  to  45 
percent,  60  to  40  percent,  or  65  to  35 
percent,  or  just  what  percent  is  good 
and  what  percent  is  bad?  No  one  can 
say.  In  matters  of  legislation  such 
mathematical  certainty  cannot  be 
achieved.  But  if  there  is  any  more  bad 
than  there  is  good  in  the  bill,  then  the 
bill  should  not  be  supported  on  final 
passage. 

And  at  this  point,  Mr.  Speaker,  we 
should  point  out  there  are  two  paths  to 
follow — one  is,  that  if  the  good  in  the 
package  is  almost  as  large  a  quantity 
as  the  bad,  a  Member  should  vote  for 
the  measure  on  final  passage  to  send 
the  bill  to  the  Senate  in  the  hope  that 
the  Senate  will  improve  the  bill,  or  as  it 
is  sometimes  put,  “clean  it  up,”  which 
means  improvement,  simplification,  or 
some  betterment  in  the  bill.  But  it  must 
be  emphasized  that  this  is  always  rely¬ 
ing  upon  just  a  hope  or  faith  that  the 
other  body  will  make  improvements. 
The  other  path  demands  of  us  that  we 
cannot  proceed  upon  such  a  premise 
because  by  doing  so  we  avoid  our  re¬ 
sponsibility  as  Members  of  the  House 
and  shift  the  burden  wholly  to  the  Sen¬ 
ate.  It  is  for  this  reason  that  we  voted 
“no”  on  H.R.  10650  on  final  passage.  As 
it  turned  out  the  bill  was  approved  by 
the  House  and  does  go  to  the  Senate,  and 
if  there  are  changes  made  by  the  Senate 
to  where  it  can  be  made  acceptable,  those 
of  us  who  opposed  it  on  final  passage 
may  have  the  opportunity  to  support  the 
measure  after  it  returns  from  confer¬ 
ence. 

1  Mr.  Speaker,  we  wish  to  make  it  very 
plain  that  we  are  not  against  anything 
just  for  the  sake  of  being  negative.  We 
are  certainly  not  against  the  tightening 
of  tax  loopholes  which  we  thought  was 
one  of  the  original  purposes  of  the  bill, 
and  we  are  certainly  not  against  any 
equitable  provision  which  would  have 
raised  revenue,  because  we -had  thought 
that  such  was  one  of  the  principal  and 
paramount  purposes  of  this  measure. 
And  we  are  not  againffc  the  tax  credit 
for  investment  as  a  principle.  We  like 
to  believe  that  we  are  moderate  in  our 
approach  to  most  legislation.  But  here 
we  are  dealing  with  a  bill  which  is  cited 
as  the  Revenue  Act  of  1962,  and  I  had 
thought  we  were  all  most  interested  in 
a  balanced  budget.  My  point  is,  that  if 
the  principle  of  investment  credit  is  good, 
then  let  us  be  sure  and  certain  that  it 
is  going  to  work  and  I  would  have  hoped 
that  as  to  this  provision  the  committee 
would  have  been  a  little  more  conserva¬ 
tive.  By  this  I  mean  there  should  be 
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nothing  sacred  or  even  magical  about  the 
figure  of  8  percent  or  7  percent.  My 
present^elief  is  that  we  should  have 
tried  a\2-^_or  3-percent  credit  as  a 
trial  to  ^md  out  or  first  determine  the 
amount  ofVesponse  from  industry.  Or 
if  thcT  larger\investment  credit  were  set 
up,  then  provide  for  a  trial  period  of 
from  2  to  3  yeai^rather  than  setting  this 
provision  mr  sjidoenfy  and  all  at  once  as 
a  permanent  partVif  our  tax  structure 
and  allowing  this  tax  credit  for  invest¬ 
ments  to  recur  year  after  year,  until  it 
could  be  reevaluated  im^the  light  of  ac¬ 
tual  experience. 

I  am  certain  ev&ry  member  of  the 
Ways  and  Means  Comnfitte^ Would  ad¬ 
mit  that  the  tax  credit  for  investment 
is  unprecedented  in  all  of  ounjtax  his¬ 
tory  and  it  is  my  opinion  that  wevshould 
have  moved  a  little  more  cautiously,  or 
carefully,  and  with  a  smaller  percentage 
credit  to  find  out  the  response  and  be| 
fit,  if  any,  that  could  or  migftfc-Cor 
from  such  an  experiment. 

We  proceeded  today  to  grant  a  credit 
in  substantial  proportions  which  will 
most  likely  change  this  measure  from 
a  revenue -producing  bill  to  a  measure 
which  can  well  create  a  further  budget 
imbalance.  Today  the  House  voted  a 
credit  that  American  industry  had  not 
asked  for  and  did  not  expect  to  receive. 
This  is  the  only  case  in  all  tax  legisla¬ 
tion  where  an  investor  can  recover  his 
entire  investment  through  depreciation 
and  then  obtain  a  tax  credit  over,  above 
and  beyond  his  original  investment  just 
as  an  inducement  to  make  that  invest¬ 
ment. 

The  President’s  original  proposal  was 
that  the  credit  be  as  an  incentive  over 
normal  investment.  For  example,  if  a 
car  leasing  corporation  would  normally 
spend  $100  million  a  year  to  replace  their 
old  cars,  the  President  proposes  that  they 
be  given  an  investment  credit  beyond 
this  normal  replacement.  But  instead, 
our  Committee  on  Ways  and  Means  de¬ 
cided  to  go  far  beyond  this  and  go  back 
to  the  very  first  dollar  of  investment. 
How  can  the  tax  authorities  know  what 
is  a  normal  investment?  Well,  while  we 
are  certainly  not  expert  in  the  tax  field, 
we  suppose  there  i  re  statistics  which  cf 
be  checked  against  every  business  ar 
against  every  industry  which  r£&eal 
what  has  been  the  normal  investment 
or  reinvestment  that  is  shown  by  the 
depreciation  over  a  period  of  years.  Be¬ 
yond  this  normal  investment  am  incen¬ 
tive  would  be  realistic.  Bub^ftt  go  back 
to  the  very  first  dollar  of  investment  is 
hardly  an  incentive  for  investment  which 
would  otherwise  b^-pad&cihyway,  but  is 
nothing  more  or  less  trfanl  an  unprece¬ 
dented  and  even  unexpected  tax  reduc¬ 
tion. 

A  main  objectioi/ to  the  bill  as  it  stood 
before  final  passage  is  that  we  had  all 
along  believed /chat  it  was  designed  to 
raise  revenye/and,  of  course,  the  com¬ 
mittee  beli^esthat  in  the  long  run  these 
incentives/  will  accelerate  business 
growth  alid  increase  revenue,  perhaps 
some  day,  |or  at  some  unknown  and  un¬ 
certain  time  in  the  future,  but  when  all 
is  said  an£  done  we  do  not  have  a  bill 
which  is  «' revenue -producing  bill  in  this 
palendar  year  or  in  the  upcoming  fiscal 


year.  The  important  thing  which  must 
be  understood  is  that  if,  because  of  new 
demands  for  our  national  defense,  there 
may  have  to  be  further  expenditures, 
then  a  deficit  should  not  be  further  con¬ 
tributed  to  by  a  so-called  revenue  bill 
which  has  been  turned  into,  not  a  reve¬ 
nue  bill  at  all,  but  a  bill  which  was 
changed  from  its  earlier  large  revenue 
loss  to  a  somewhat  smaller  revenue  loss. 

If  this  bill  were  simply  a  bill  to  fill 
loopholes  we  could  support  it  very  cheer¬ 
fully.  Instead  it  has  become  a  bill  by 
which  we  turn  over  in  tax  credits,  large 
sums  of  money  only  to  those  who  have 
depreciable  property  and  then  the  com¬ 
mittee  was  faced  with  no  other  choice 
but  to  cast  about  elsewhere  to  find  ways 
and  places  to  make  up  this  loss.  It  seems 
that  this  must  have  been  about  what 
went  on  within  the  committee:  The 
committee  members  having  once  agreed 
to  give  an  investment  credit  for  one  seg- 
lent  of  our  economy  to  enjoy,  there  was 
iothing  else  left  for  them  to  do  but  to 
ind  ways  to  offset  this  loss,  and  this  they 
id  by  means  of  withholding  interes 
and  dividends  and  by  such  other  mea/fis 
is  increased  taxation  of  savings  instil 
t^ons'cmd  mutual  insurance  compani 
as  welk  as  the  disallowance  of  busies: 
expenseNaccount  and  in  other  way; 

Our  vme  against  H.R.  10650  ofi  ^irial 
passage/  should  not  imply  tha^-we  are 
not  for(arpaW>roved  FederaT/ax  struc¬ 
ture  and7  of  cfourse,  passage'  ef  the  bill 
by  the  House  doijsnot  determine  its  final 
content.  ThL-Iffi^eesyxona.in  some 
good  features,  but  it  was  not  a  well-bal- 
^nced  piece  of  legislation.  In  the  final 
analysis,  we  had  to yo&termine  whether 
the  good  outweighey/tm^  bad  by  enough 
to  warrant  supporaT 

For  the  reasons  cited  ^bove  and  for 
others  we  wilUomit  to  enumerate  at  this 
time,  we  cobid  not  support  I^.R.  10650 
on  final  passage. 

(Mr ./LANE  asked  and  was  givei\per- 
misskm  to  extend  his  remarks  at  %his 
point  in  the  Record.) 

,  Mr.  LANE’S  remarks  will  appear  here 
.fter  in  the  Appendix.] 

WHO  PAYS  THE  TAXES? 

(Mr.  McSWEEN  asked  and  was  given 
permission  to  extend  his  remarks  at  this 
point  in  the  Record.) 

Mr.  McSWEEN.  Mr.  Speaker,  last 
year  each  dollar  in  the  Federal  budget 
was  paid  in  to  the  Treasury  as  follows: 
from  individual  income  taxes  53  cents, 
from  corporation  income  taxes  28  cents, 
from  excise  taxes  11  cents,  and  8  cents 
from  all  other  sources.  The  individual 
taxpayer  pays  more  than  half  of  the 
Federal  budget  revenues  through  a  com¬ 
bination  of  income  and  excise  taxes. 

The  average  taxpayer  with  a  modest 
income  would  probably  be  surprised  to 
learn  just  how  important  to  supporting 
the  budget  his  tax  contribution  really 
is.  Some  persons  are  under  the  im¬ 
pression  that  the  wealthy,  whose  tax 
rate  goes  as  high  as  91  percent,  are  foot¬ 
ing  most  of  the  bill.  This  was  the  case 
many  years  ago,  but  last  year  all  tax¬ 
payers  earning  $15,000  and  over  con- 
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tributed  on'y  31  percent  of  all  Feden 
taxes,  including  social  insurance. 

By  comparison  all  taxpayers  earning 
less  than  $8,000  paid  45  percent,'  o l  all 
Federal  taxes,  including  social  insurance, 
or  14  percent  more  than  the  groj/fp  hav¬ 
ing  incomes  of  $15,000  ancFov^h  So  it 
is  the  hard-working,  average/American 
citizens  who  are  shouldering  a  major 
portion  of  the  Federal  taiyiurden. 
how  ir’3. 

A  typical  family  wh income  is  $500 
per  month— approximately  the  national 
average— pays  inrom£  taxes  of  $600  per 
year  and  other  J^dcral  taxes — on  gas¬ 
oline,  cigarettogy&utomobiles,  tires,  tele¬ 
phone  and  telegraph  service,  bus,  train, 
and  airline  tickets,  and  so  forth — of 
$492  per  yettr.  Thus  the  total  Federal 
tax  bill  of/L  typical  family  earning  $500 
per  mpngh  is  $1,092  per  year,  which  is 
almost/$l  for  every  $5  earned  or  1  y2 
hours/ in  wages  for  each  8-hour  day. 
Local  and  State  taxes  are  in  addition, 
'ho  Federal  Government  last  year 
it  this  $1,092,  as  follows: 


Major  national  security _ 

Interest  on  national  debt . 

Veterans . . . . 

Agriculture.. _ _ 

Labor  and  welfare _ 

Commerce,  bousing,  and  space. 

International. . . 

National  resources _ . 

General  government _ 


Percent 


Amount 


This  heavy  tax  burden  is  often  not 
fully  realized.  The  excise  taxes  are 
“hidden.”  Income  taxes  are  withheld 
from  the  wage  earner  at  the  source  and 
are  thus  paid  on  the  installment  plan. 
But  taxpayers  are  becoming  more  con¬ 
cerned  with  how  their  tax  dollar  is  spent. 
They  are  unhappy  with  heavy  Federal 
spending  and  deficits. 

A  budget  of  $92.5  billion  has  been  rec¬ 
ommended  for  next  year,  the  largest 
since  World  War  II.  At  the  rate  of  cur¬ 
rent  spending  the  budget  will  exceed 
$100  billion  by  1964,  irrespective  of  the 
effect  of  new  demands  for  additional 
pending  being  advocated  daily  by 
'  'essure  groups  and  lobbying  organiza¬ 
tions. 

fi  spenders  are  becoming  stronger. 
Our  budget  deficits  since  World  War  II, 
including  over  $7  billion  this  year,  have 
added  oVer  $35  billion  to  the  national 
debt.  ThXpressure  for  additional  taxes 
is  becominkgreater.  It  is  easy  to  see 
that  we  musk  either  increase  tax  reve¬ 
nues  or  reduc^  our  rate  of  increasing 
expenditures. 

My  constituentVtell  me  in  no  uncer¬ 
tain  terms  that  taxes  are  already  high 
enough.  I  wholeheartely  agree.  In  fact, 
we  should  make  every^effort  to  reduce 
our  rate  of  increasing  expenditures  and 
for  an  early  tax  cut.  Rtfr.  Speaker,  I 
shall  continue  my  efforts  for  economy  in 
Government  in  the  interest  Ofthe  hard¬ 
working  average  citizen  whose  taxes 
support  our  Government.  I  Urge  the 
House  to  remember  that  the  average 
taxpayer  is  carrying  a  heavy  taAbur- 
den  that  should  be  lightened  and  could 
be  lightened  if  Congress  would  or 
practice  care  in  the  spending  of  his  tal 
dollars. 
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April  2, 1962 

Read  twice  and  referred  to  the  Committee  on  Finance 


AN  ACT 

To  amend  the  Internal  Revenue  Code  of  1954  to  provide  a 
credit  for  investment  in  certain  depreciable  property,  to 
eliminate  certain  defects  and  inequities,  and  for  other 
purposes. 

1  Be  it  enacted  by  the  Senate  and  House  of  JRepresenta- 

2  tives  of  the  United  States  of  America  in  Congress  assembled, 

3  SECTION  1.  SHORT  TITLE,  ETC. 

4  (a)  Short  Title. — This  Act  may  be  cited  as  the 

5  “Revenue  Act  of  1962”. 


I— O 


2 


1  (b)  Table  of  Contents  — 
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Sec.  14.  Gain  from  dispositions  of  certain  depreciable  prop¬ 
erty. 

(a)  In  general. 

(b)  Change  in  method  of  depreciation. 

(c)  Salvage  value  of  personal  property. 

(d)  Special  rule  for  charitable  contributions  of 

section  1245  property. 

(e)  Technical  amendments. 

(f)  Effective  date. 

Sec.  15.  Foreign  investment  companies. 

(a)  Treatment  of  sale  of  stock  of  foreign  in¬ 

vestment  companies. 

(b)  Conforming  amendments. 

(c)  Effective  date. 

Sec.  16.  Gain  from  certain  sales  or  exchanges  of  stock  in 
certain  foreign  corporations. 

(a)  Treatment  of  gain  from  the  redemption, 

cancellation,  or  sale  of  stock  in  certain 
foreign  corporations. 

(b)  Clerical  amendment. 

(c)  Effective  date. 

Sec.  17.  Tax  treatment  of  cooperatives  and  patrons. 

(a)  In  general. 

(b)  Technical  amendments. 

(c)  Effective  dates. 

Sec.  18.  Inclusion  of  foreign  real  property  in  gross  estate. 

(a)  Amendments  to  include  foreign  real  prop¬ 

erty. 

(b)  Effective  date. 

Sec.  19.  Withholding  of  income  tax  at  source  on  interest, 
dividends,  and  patronage  dividends. 

(a)  In  general. 

(b)  Credits  against  income  tax  for  tax  with¬ 

held. 
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(d)  Technical  amendments. 
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(c)  Amendment  of  1954  Code. — Whenever  in  this 
Act  an  amendment  or  repeal  is  expressed  in  terms  of  an 
amendment  to,  or  repeal  of,  a  section  or  other  provision, 
the  reference  shall  be  considered  to  be  made  to  a  section  or 
other  provision  of  the  Internal  Revenue  Code  of  1954. 

SEC.  2.  CREDIT  FOR  INVESTMENT  IN  CERTAIN  DEPRE 
CIABLE  PROPERTY. 

(a)  Allowance  of  Credit. — Part  IV  of  subchapter 
A  of  chapter  1  (relating  to  credits  against  tax)  is  amended 
by  redesignating  section  38  as  section  40  and  by  inserting 
after  section  37  the  following  new  section: 

“SEC.  38.  INVESTMENT  IN  CERTAIN  DEPRECIABLE  PROP¬ 
ERTY. 

“  (a)  General  Rule, — There  shall  be  allowed,  as  a 
credit  against  the  tax  imposed  by  this  chapter,  the  amount 
determined  under  subpart  B  of  this  part. 

“(b)  Regulations. — The  Secretary  or  his  delegate 
shall  prescribe  such  regulations  as  may  be  necessary  to  carry 
out  the  purposes  of  this  section  and  subpart  B.” 

(b)  Rules  for  Computing  Credit —Part  IV  of  sub- 
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chapter  A  of  chapter  1  is  amended  by  adding  at  the  end 
thereof  the  following  new  subpart: 

“Subpart  B — Rules  for  Computing  Credit  for  Investment 

in  Certain  Depreciable  Property 

“Sec.  46.  Amount  of  credit. 

“Sec.  47.  Certain  dispositions,  etc.,  of  section  38  property. 

“Sec.  48.  Definitions;  special  rules. 

“SEC.  46.  AMOUNT  OF  CREDIT. 

“  (a)  Determination  of  Amount.— 

“(i)  General  rule. — The  amount  of  the  credit 
allowed  by  section  38  for  the  taxable  year  shall  be  equal 
to  7  percent  of  the  qualified  investment  (as  defined  in 
subsection  (c)  ) . 

“(2)  Limitation  based  on  amount  of  tax.— 
Notwithstanding  paragraph  (1),  the  credit  allowed  by 
section  38  for  the  taxable  year  shall  not  exceed — 

“(A)  so  much  of  the  liability  for  tax  for  the 
taxable  year  as  does  not  exceed  $25,000,  plus 
“(B)  25  percent  of  so  much  of  the  liability 
for  tax  for  the  taxable  year  as  exceeds  $25,000. 
“(3)  Liability  for  tax. — For  purposes  of  para¬ 
graph  (2) ,  the  liability  for  tax  for  the  taxable  year  shall 
be  the  tax  imposed  by  this  chapter  for  such  year, 
reduced  by  the  sum  of  the  credits  allowable  under — 

“(A)  section  33  (relating  to  foreign  tax 
credit) , 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


7 


“(B)  section  34  (relating  to  dividends  re¬ 
ceived  by  individuals) , 

“(C)  section  35  (relating  to  partially  tax- 
exempt  interest) ,  and 

“(D)  section  37  (relating  to  retirement  in¬ 
come)  . 

For  purposes  of  this  paragraph,  any  tax  imposed  for  the 
taxable  year  by  section  531  (relating  to  accumulated 
earnings  tax)  or  by  section  541  (relating  to  personal 
holding  company  tax)  shall  not  be  considered  tax 
imposed  by  this  chapter  for  such  year. 

“(4)  Married  individuals. — In  the  case  of  a 
husband  or  wife  who  files  a  separate  return,  the  amount 
specified  under  subparagraphs  (A)  and  (B)  of  para¬ 
graph  (2)  shall  be  $12,500  in  lieu  of  $25,000.  This 
paragraph  shall  not  apply  if  the  spouse  of  the  taxpayer 
has  no  qualified  investment  for,  and  no  unused  credit 
carryover  to,  the  taxable  year  of  such  spouse  which  ends 
within  or  with  the  taxpayer’s  taxable  year. 

“(5)  Affiliated  groups.— In  the  case  of  an 
affiliated  group,  the  $25,000  amount  specified  under 
subparagraphs  (A)  and  (B)  of  paragraph  (2)  shall  be 
reduced  for  each  member  of  the  group  by  apportioning 
$25,000  among  the  members  of  such  group  in  such 
manner  as  the  Secretary  or  his  delegate  shall  by  regula- 
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tions  prescribe.  For  purposes  of  the  preceding  sentence, 
the  term  ‘affiliated  group’  has  the  meaning  assigned  to 
such  term  by  section  1504(a),  except  that  all  corpora¬ 
tions  shall  be  treated  as  includible  corporations  (with¬ 
out  any  exclusion  under  section  1504  (b)  ) . 

“(b)  5- Year  Carryover  of  Unused  Credits.— 
“  ( 1 )  Allowance  of  credit. — If  the  amount  of 
the  credit  determined  under  subsection  (a)  (1)  for  any 
taxable  year  exceeds  the  limitation  provided  hy  subsec¬ 
tion  (a)  (2)  for  such  taxable  year  (hereinafter  in  this 
subsection  referred  to  as  ‘unused  credit  year’),  such 
excess  shall  be  added  to  the  amount  allowable  as  a  credit 
by  section  38  for  each  of  the  5  succeeding  taxable  years 
to  the  extent  not  taken  into  account  for  taxable  years 
intervening  between  the  unused  credit  year  and  such 
succeeding  taxable  year. 

“(2)  Limitation.— The  amount  of  the  unused 
credit  which  may  be  added  under  paragraph  ( 1 )  for  any 
succeeding  taxable  year  shall  not  exceed  the  amount  by 
which  the  limitation  provided  by  subsection  (a)  (2)  for 
such  taxable  year  exceeds  the  sum  of — 

“(A)  the  credit  allowable  under  subsection 
(a)  (1)  for  such  taxable  year,  and 

“(B)  the  amounts  which,  by  reason  of  this 
subsection,  are  added  to  the  amount  allowable  for 
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such  taxable  year  and  attributable  to  taxable  years 
preceding  the  unused  credit  year. 

“  (c)  Qualified  Investment.— 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘qualified  investment’  means,  with  respect  to 
any  taxable  year,  the  aggregate  of — 

“(A)  the  applicable  percentage  of  the  basis  of 
each  new  section  38  property  (as  defined  in  section 
48(b)  )  placed  in  service  by  the  taxpayer  during 
such  taxable  year,  plus 

“(B)  the  applicable  percentage  of  the  cost  of 
each  used  section  38  property  (as  defined  in  section 
48  (c)  (1)  )  placed  in  service  by  the  taxpayer  dur¬ 
ing  such  taxable  year. 

“  (2)  Applicable  percentage— For  purposes  of 
paragraph  ( 1 ) ,  the  applicable  percentage  for  any  prop¬ 
erty  shall  be  determined  under  the  following  table: 


“If  the  useful  life  is — 

The  applicable 
percentage  is— 

4  years  or  more  but  less  than  6  years _ _  _  _ 

33% 

66% 

100 

6  years  or  more  but  less  than  8  years. _ _  _ 

8  vears  or  more  _ _ _  _ _ _ 

For  purposes  of  this  paragraph,  the  useful  life  of  any 
property  shall  be  determined  as  of  the  time  such  property 
is  placed  in  service  by  the  taxpayer. 
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“(3)  Public  utility  pkopebty. — 

“  (A)  In  the  case  of  section  38  property  which 
is  public  utility  property,  the  amount  of  the  qualified 
investment  shall  be  3/7  of  the  amount  determined 
under  paragraph  ( 1 ) . 

“  (B)  For  purposes  of  subparagraph  (A) ,  the 
term  ‘public  utility  property’  means  property  used 
predominantly  in  the  trade  or  business  of  the  fur¬ 
nishing  or  sale  of — 

“  (i)  electrical  energy,  water,  or  sewage 
disposal  services, 

“  (ii)  gas  through  a  local  distribution  sys¬ 
tem, 

“  (iii)  telephone  service,  or 

“  (iv)  telegraph  service  by  means  of  do¬ 
mestic  telegraph  operations  (as  defined  in 
section  222  (a)  (5)  of  the  Communications  Act 
of  1934,  as  amended;  47  U.S.C.,  sec.  222(a) 
(5)), 

if  the  rates  for  such  furnishing  or  sale,  as  the  case 
may  be,  have  been  established  or  approved  by  a 
State  or  political  subdivision  thereof,  by  an  agency 
or  instrumentality  of  the  United  States,  or  by  a 
public  service  or  public  utility  commission  or  other 
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similar  body  of  any  State  or  political  subdivision 
thereof. 

“(d)  Limitations  With  Respect  to  Certain  Per¬ 
sons— 

“  (1)  In  general.— In  the  case  of— 

“  (A)  an  organization  to  which  section  593 
applies, 

“(B)  a  regulated  investment  company  or  a 
real  estate  investment  trust  subject  to  taxation  un¬ 
der  subchapter  M  (sec.  851  and  following),  and 
“(C)  a  cooperative  organization  described  in 
section  1381  (a) , 

the  qualified  investment  and  the  $25,000  amount 
specified  under  subparagraphs  (A)  and  (B)  of  sub¬ 
section  (a)  (2)  shall  equal  such  person’s  ratable  share 
of  such  items. 

“(2)  Ratable  share. — For  purposes  of  para¬ 
graph  ( 1 ) ,  the  ratable  share  of  any  person  for  any 
taxable  year  of  the  items  described  therein  shall  be — 
“(A)  in  the  case  of  an  organization  referred 
to  in  paragraph  (1)  (A) ,  50  percent  thereof, 

“(B)  in  the  case  of  a  regulated  investment 
company  or  a  real  estate  investment  trust,  the  ratio 
(i)  the  numerator  of  which  is  its  taxable  income  and 
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(ii)  the  denominator  of  which  is  ito  taxable  income 
computed  without  regard  to  the  deduction  for  divi¬ 
dends  paid  provided  by  section  852  (b)  (2)  (D)  or 
857(b)  (2)  (C)  ,  as  the  case  may  be,  and 

“(C)  in  the  case  of  a  cooperative  organization, 
the  ratio  (i)  the  numerator  of  which  is  its  taxable 
income  and  (ii)  the  denominator  of  which  is  its 
taxable  income  increased  by  amounts  to  which 
section  1382  (b)  or  (c)  applies  and  similar  amounts 
the  tax  treatment  of  which  is  determined  without 
regard  to  subchapter  T  (sec.  1381  and  following) . 
For  purposes  of  subparagraph  (B)  of  the  preceding 
sentence,  the  term  ‘taxable  income’  means  in  the  case  of 
a  regulated  investment  company  its  investment  company 
taxable  income  (within  the  meaning  of  section 
852(b)  (2)  ),  and  in  the  case  of  a  real  estate  invests 
ment  trust  its  real  estate  investment  trust  taxable  in¬ 
come  (within  the  meaning  of  section  857  (b)  (2)  ). 
“SEC.  47.  CERTAIN  DISPOSITIONS,  ETC.,  OF  SECTION  38 
PROPERTY. 

“  (a)  General  Rule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate — 

“  ( 1 )  Early  disposition,  etc. — If  during  any  tax¬ 
able  year  any  property  is  disposed  of,  or  otherwise 
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ceases  to  be  section  38  property  with  respect  to  the  tax¬ 
payer,  before  the  close  of  the  useful  life  which  was  taken 
into  account  in  computing'  the  credit  under  section  38, 
then  the  tax  under  this  chapter  for  such  taxable  year 
shall  be  increased  by  an  amount  equal  to  the  aggregate 
decrease  in  the  credits  allowed  under  section  38  for  all 
prior  taxable  years  which  would  have  resulted  solely 
from  substituting,  in  determining  qualified  investment, 
for  such  useful  life  the  period  beginning  with  the  time 
such  property  was  placed  in  service  by  the  taxpayer  and 
ending  with  the  time  such  property  ceased  to  be  section 
38  property. 

“  (2)  Property  becomes  public  utility  prop¬ 
erty. — If  during  any  taxable  year  any  property  taken 
into  account  in  determining  qualified  investment  becomes 
public  utility  property  (within  the  meaning  of  section 
46(c)  (3)  (B)),  then  the  tax  under  this  chapter  for 
such  taxable  year  shall  be  increased  by  an  amount  equal 
to  the  aggregate  decrease  in  the  credits  allowed  under 
section  38  for  all  prior  taxable  years  which  would  have 
resulted  solely  from  treating  the  property,  for  purposes 
of  determining  qualified  investment,  as  public  utility 
property  (after  giving  due  regard  to  the  period  before 
such  change  in  use) .  If  the  application  of  this  paragraph 
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to  any  property  is  followed  by  the  application  of  para¬ 
graph  ( 1 )  to  such  property,  proper  adjustment  shall  be 
made  in  applying  paragraph  ( 1 ) . 

“(3)  Carryovers  adjusted. — In  the  case  of 
any  cessation  described  in  paragraph  ( 1 )  or  any 
change  in  use  described  in  paragraph  (2),  the  carry¬ 
overs  under  section  46(b)  shall  be  adjusted  by  reason 
of  such  cessation  (or  change  in  use) . 

“(b)  Section  Not  To  Apply  in  Certain  Cases  — 
Subsection  (a)  shall  not  appty  to — 

“(i)  a  transfer  by  reason  of  death,  or 
“  (2)  a  transaction  to  which  section  381  (a)  applies. 
Tor  purposes  of  subsection  (a) ,  property  shall  not  be  treated 
as  ceasing  to  be  section  38  property  with  respect  to  the  tax¬ 
payer  by  reason  of  a  mere  change  in  the  form  of  conducting 
the  trade  or  business  so  long  as  the  property  is  retained  in 
such  trade  or  business  as  section  38  property  and  the  tax¬ 
payer  retains  a  substantial  interest  in  such  trade  or  business. 

“(c)  Special  Rule. — Any  increase  in  tax  under  sub¬ 
section  (a)  shall  not  be  treated  as  tax  imposed  by  this 
chapter  for  purposes  of  determining  the  amount  of  any  credit 
allowable  under  subpart  A. 
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“SEC.  48.  DEFINITIONS;  SPECIAL  RULES. 

“  (a)  Section  38  Property.— 

“(1)  In  general. — Except  as  provided  in  this 
subsection,  the  term  ‘section  38  property’  means — 

“  (A)  tangible  personal  property,  or 
“(B)  other  tangible  property  (not  including 
a  building  and  its  structural  components)  but  only 
if  such  property — 

“  (i)  is  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  elec¬ 
trical  energy,  gas,  water,  or  sewage  disposal 
services,  or 

“  (ii)  constitutes  a  research  or  storage  fa- 
cihty  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

Such  term  includes  only  property  with  respect  to  which 
depreciation  (or  amortization  in  lieu  of  depreciation)  is 
allowable  and  having  a  useful  life  (determined  as  of 
the  time  such  property  is  placed  in  service)  of  4  years 


or  more. 
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“(2)  Property  used  outside  the  united 
STATES.— 

“(A)  In  general. — Except  as  provided  in 
subparagraph  (B),  the  term  ‘section  38  property’ 
does  not  include  property  which  is  used  predomi¬ 
nantly  outside  the  United  States. 

“(B)  Exceptions. — Subparagraph  (A)  shall 
not  apply  to — 

“  (i)  any  aircraft  which  is  registered  by 
the  Administrator  of  the  Eederal  Aviation 
Agency  and  which  is  operated  to  and  from  the 
United  States; 

“  (ii)  rolling  stock,  of  a  domestic  railroad 
corporation  subject  to  part  I  of  the  Interstate 
Commerce  Act,  which  is  used  within  and  with¬ 
out  the  United  States; 

“  (iii)  any  vessel  documented  under  the 
laws  of  the  United  States  which  is  operated  in 
the  foreign  or  domestic  commerce  of  the  United 
States ; 

“  (iv)  any  motor  vehicle  of  a  United  States 
person  (as  defined  in  section  7701(a)  (30)) 
which  is  operated  to  and  from  the  United 
States ; 

“(v)  any  container  of  a  United  States 
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person  which  is  used  in  the  transportation  of 
property  to  and  from  the  United  States;  and 
“(vi)  any  property  (other  than  a  vessel 
or  an  aircraft)  of  a  United  States  person  which 
is  used  for  the  purpose  of  exploring  for,  de¬ 
veloping,  removing,  or  transporting  resources 
from  the  outer  Continental  Shelf  (within  the 
meaning  of  section  2  of  the  Outer  Continental 
Shelf  Lands  Act,  as  amended  and  supple¬ 
mented;  43  U.S.C.,  sec.  1331). 

“(3)  Property  used  eor  lodging— Property 
wdiich  is  used  predominantly  to  furnish  lodging  or  in 
connection  with  the  furnishing  of  lodging  shall  not  be 
treated  as  section  38  property.  The  preceding  sentence 
shall  not  apply  to — 

“(A)  nonlodging  commercial  facilities  which 
are  available  to  persons  not  using  the  lodging  facili¬ 
ties  on  the  same  basis  as  they  are  available  to  per¬ 
sons  using  the  lodging  facilities,  and 

“  (B)  property  used  by  a  hotel  or  motel  in  con¬ 
nection  with  the  trade  or  business  of  furnishing 
lodging  where  the  predominant  portion  of  the  ac¬ 
commodations  is  used  by  transients. 

“  (4)  Property  used  by  certain  tax-exempt 
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organizations. — Property  used  by  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter 
shall  be  treated  as  section  38  property  only  if  such 
property  is  used  predominantly  in  an  unrelated  trade  or 
business  the  income  of  which  is  subject  to  tax  under 
section  511. 

“(5)  Property  used  by  governmental 
units. — Property  used  by  the  United  States,  any  State 
or  political  subdivision  thereof,  any  international  organ¬ 
ization,  or  any  agency  or  instrumentality  of  any  of  the 
foregoing  shall  not  be  treated  as  section  38  property. 
“(b)  New  Section  38  Property. — For  purposes  of 
this  subpart,  the  term  ‘new  section  38  property’  means  sec¬ 
tion  38  property — 

“(i)  the  construction,  reconstruction,  or  erection 
of  which  is  completed  by  the  taxpayer  after  December 
31,  1961,  or 

“(2)  acquired  after  December  31,  1961,  if  the 
original  use  of  such  property  commences  with  the  tax¬ 
payer  and  commences  after  such  date. 

In  applying  section  46(c)  (1)  (A)  in  the  case  of  property 
described  in  paragraph  ( 1 ) ,  there  shall  be  taken  into  account 
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only  that  portion  of  the  basis  which  is  properly  attributable 
to  construction,  reconstruction,  or  erection  after  December 
31,  1961. 

“  (c)  Used  Section  38  Property.— 

“(1)  In  general. — For  purposes  of  this  subpart, 
the  term  ‘used  section  38  property’  means  section  38 
property  acquired  by  purchase  after  December  31,  1961, 
which  is  not  new  section  38  property.  Property  shall 
not  be  treated  as  ‘used  section  38  property’  if,  after  its 
acquisition  by  the  taxpayer,  it  is  used  by  a  person  who 
used  such  property  before  such  acquisition  (or  by  a 
person  who  bears  a  relationship  described  in  section 
179(d)  (2)  (A)  or  (B)  to  a  person  who  used  such 
property  before  such  acquisition) . 

“(2)  Dollar  limitation.— 

“(A)  In  general. — The  cost  of  used  section 
38  property  taken  into  account  under  section  46 
(c)  (1)  (B)  for  any  taxable  year  shall  not  exceed 
$50,000.  If  such  cost  exceeds  $50,000,  the  tax¬ 
payer  shall  select  (at  such  time  and  in  such  manner 
as  the  Secretary  or  his  delegate  shall  by  regulations 
prescribe)  the  items  to  be  taken  into  account,  hut 
only  to  the  extent  of  an  aggregate  cost  of  $50,000. 
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Such  a  selection,  once  made,  may  be  (‘hanged  only 
in  the  manner,  and  to  the  extent,  provided  by  such 
regulations. 

“(B)  Maeried  individuals— In  the  case  of 
a  husband  or  wife  who  files  a  separate  return,  the 
limitation  under  subparagraph  (A)  shall  be 
$25,000  in  lieu  of  $50,000.  This  subparagraph 
shall  not  apply  if  the  spouse  of  the  taxpayer  has  no 
used  section  38  property  which  may  be  taken  into 
account  as  qualified  investment  for  the  taxable  year 
of  such  spouse  which  ends  within  or  with  the  tax¬ 
payer’s  taxable  year. 

“(C)  Affiliated  groups.— In  the  case  of  an 
affiliated  group,  the  $50,000  amount  specified  under 
subparagraph  (A)  shall  be  reduced  for  each  mem¬ 
ber  of  the  group  by  apportioning  $50,000  among 
the  members  of  such  group  in  accordance  with  then- 
respective  amounts  of  used  section  38  property 
which  may  be  taken  into  account. 

“(D)  Partnerships —In  the  case  of  a  part¬ 
nership,  the  limitation  contained  in  subparagraph 
(A)  shall  apply  with  respect  to  the  partnership  and 
with  respect  to  each  partner. 

“(3)  Definitions, — For  purposes  of  this  sub¬ 


section — 
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“(A)  Pukciiase. — The  term  'purchase’  has 
the  meaning  assigned  to  such  term  by  section 

179(d)  (2). 

“(B)  Cost. — The  cost  of  used  section  38 
property  does  not  include  so  much  of  the  basis  of 
such  property  as  is  determined  by  reference  to  the 
adjusted  basis  of  other  property  held  at  any  time  by 
the  person  acquiring  such  property.  If  property  is 
disposed  of  and  used  section  38  property  similar  or 
related  in  service  or  use  is  acquired  as  a  replace¬ 
ment  therefor  in  a  transaction  to  which  the  pre¬ 
ceding  sentence  does  not  apply,  the  cost  of  the  used 
section  38  property  acquired  shall  be  its  basis  re¬ 
duced  by  the  adjusted  basis  of  the  property  re¬ 
placed.  The  cost  of  used  section  38  property  shall 
not  be  reduced  with  respect  to  the  adjusted  basis  ol 
any  property  disposed  of  if,  by  reason  of  section  47, 
such  disposition  involved  an  increase  of  tax  or 
a  reduction  of  the  unused  credit  carryovers  described 
in  section  46  (b) . 

“(C)  Affiliated  group. — The  term  'affili¬ 
ated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a) ,  except  that — 

“(i)  the  phrase  'more  than  50  percent’ 
shall  be  substituted  for  the  phrase  'at  least  80 
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percent’  each  place  it  appears  in  section 
1504  (a) ,  and 

“  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion 
under  section  1504  (b)  ) . 

“(d)  Certain  Leased  Property. — A  person  (other 
than  a  person  referred  to  in  section  46  (d)  )  engaged  in  the 
business  of  leasing  property  may  (at  such  time,  in  such 
manner,  and  subject  to  such  conditions  as  are  provided  by 
regulations  prescribed  by  the  Secretary  or  his  delegate) 
elect  with  respect  to  any  new  section  38  property  to  treat 
the  lessee  as  having  acquired  such  property  for  an  amount 
equal  to — 

“(i)  if  such  property  was  constructed  by  the  lessor 
(or  by  a  corporation  which  controls  or  is  controlled  by 
the  lessor  within  the  meaning  of  section  368  (c)  ) ,  the 
fair  market  value  of  such  property,  or 

“(2)  if  paragraph  (1)  does  not  apply,  the  basis 
of  such  property  to  the  lessor. 

The  election  provided  by  the  preceding  sentence  may  be 
made  only  with  respect  to  property  which  would  be  new 
section  38  property  if  acquired  by  the  lessee.  For  purposes 
of  the  preceding  sentence  and  section  46  (c) ,  the  useful  life 
of  property  in  the  hands  of  the  lessee  is  the  useful  life  of  such 
property  in  the  hands  of  the  lessor.  If  a  lessor  makes  the 
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election  provided  by  this  subsection  with  respect  to  any 
property,  the  lessee  shall  be  treated  for  all  purposes  of  this 
subpaxt  as  having  acquired  such  property. 

“  (e)  Subchapter  S  Corporations— In  the  case  of 
an  electing  small  business  corporation  (as  defined  in  section 
1371)  — 

“  (1)  the  qualified  investment  for  each  taxable  year 
shall  be  apportioned  pro  rata  among  the  persons  who 
are  shareholders  of  such  corporation  on  the  last  day  of 
such  taxable  year;  and 

“(2)  any  person  to  whom  any  investment  has  been 
apportioned  under  paragraph  (1)  shall  be  treated  (for 
purposes  of  this  subpart)  as  the  taxpayer  with  respect 
to  such  investment,  and  such  investment  shall  not  (by 
reason  of  such  apportionment)  lose  its  character  as  an 
investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be. 

“(f)  Estates  and  Trusts.— In  the  case  of  an  estate 
or  trust — 

“  ( 1 )  the  qualified  investment  for  any  taxable  year 
shall  be  apportioned  between  the  estate  or  trust  and  the 
beneficiaries  on  the  basis  of  the  income  of  the  estate  or 
trust  allocable  to  each, 

“  (2)  any  beneficiary  to  whom  an}^  investment  has 
been  apportioned  under  paragraph  ( 1 )  shall  be  treated 
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(for  purposes  of  this  subpart)  as  the  taxpayer  with  re¬ 
spect  to  such  investment,  and  such  investment  shall  not 
(by  reason  of  such  apportionment)  lose  its  character  as 
an  investment  in  new  section  38  property  or  used  section 
38  property,  as  the  case  may  be,  and 

“(3)  the  $25,000  amount  specified  under  sub- 
paragraphs  (A)  and  (B)  of  section  46(a)  (2)  ap¬ 
plicable  to  such  estate  or  trust  shall  be  reduced  to  an 
amount  which  bears  the  same  ratio  to  $25,000  as  the 
amount  of  the  qualified  investment  allocated  to  the 
estate  or  trust  under  paragraph  ( 1 )  bears  to  the  entire 
amoimt  of  the  qualified  investment. 

“  (g)  Cross  Reference. — 

For  application  of  this  subpart  to  certain  acquiring 
corporations,  see  section  381(c)  (23).” 

(c)  Certain  Corporate  Acquisitions.— Section 
381  (c)  (relating  to  items  taken  into  account  in  certain 
corporate  acquisitions)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

(23)  Credit  under  section  3  8  for  invest¬ 
ment  IN  CERTAIN  DEPRECIABLE  PROPERTY.— The  ac¬ 
quiring  corporation  shall  take  into  account  (to  the  ex¬ 
tent  proper  to  carry  out  the  purposes  of  this  section  and 
section  38,  and  under  such  regulations  as  may  be  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  the  items  re- 
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quired  to  be  taken  into  account  for  purposes  of  section 
38  in  respect  of  the  distributor  or  transferor  corpora- 
tion.” 

(d)  Clerical  Amendment.— Part  IV  of  subchapter 
A  of  chapter  1  is  amended  by  inserting  after  the  heading 

and  before  the  table  of  sections  the  following : 

“Subpart  A.  Credits  allowable. 

“Subpart  B.  Rules  for  computing  credit  for  investment  in 
certain  depreciable  property. 

“Subpart  A — Credits  Allowable” 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
December  31,  1961. 

SEC.  3.  APPEARANCES,  ETC.,  WITH  RESPECT  TO  LEGIS¬ 
LATION. 

(a)  In  General. — Section  162  (relating  to  trade  or 
business  expenses)  is  amended  by  redesignating  subsection 
(e)  as  subsection  (f)  and  by  inserting  after  subsection  (d) 
the  following  new  subsection : 

“(e)  Appearances,  etc.,  Witii  Respect  to  Legis¬ 
lation. — 

“  ( 1 )  In  general. — The  deduction  allowed  by 
subsection  (a)  shall  include  all  the  ordinary  and  neces¬ 
sary  expenses  (including,  but  not  limited  to,  traveling 
expenses  described  in  subsection  (a)  (2)  and  the  cost 
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of  preparing  testimony )  paid  or  incurred  during  the  tax¬ 
able  year  in  carrying  on  any  trade  or  business — 

“(A)  in  direct  connection  with  appearances 
before,  submission  of  statements  to,  or  sending  com¬ 
munications  to,  the  committees,  or  individual  mem¬ 
bers,  of  Congress  or  of  any  legislative  body  of  a 
State,  a  possession  of  the  United  States,  or  a  politi¬ 
cal  subdivision  of  any  of  the  foregoing  with  respect 
to  legislation  or  proposed  legislation  of  direct  inter¬ 
est  to  the  taxpayer,  or 

“(B)  in  direct  connection  with  communication 
of  information  between  the  taxpayer  and  an  organ¬ 
ization  of  which  he  is  a  member  with  respect  to 
legislation  or  proposed  legislation  of  direct  interest 
to  the  taxpayer  and  to  such  organization, 
and  that  portion  of  the  dues  so  paid  or  incurred  with 
respect  to  any  organization  of  which  the  taxpayer  is  a 
member  which  is  attributable  to  the  expenses  of  the 
activities  described  in  subparagraphs  (A)  and  (B) 
carried  on  by  such  organization. 

“(2)  Limitation. — The  provisions  of  paragraph 
(1)  shall  not  be  construed  as  allowing  the  deduction  of 
any  amount  paid  or  incurred  (whether  by  way  of  con¬ 
tribution,  gift,  or  otherwise )  — 

“(A)  for  participation  in,  or  intervention  in, 
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any  political  campaign  on  behalf  of  any  candidate 
for  public  office,  or 

“(B)  in  connection  with  any  attempt  to  in¬ 
fluence  the  general  public,  or  segments  thereof,  with 
respect  to  legislative  matters,  elections,  or  referen- 
dums.” 

(b)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  taxable  years  beginning  after  Decem¬ 
ber  31,  1962. 

SEC.  4.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

(a)  Denial  of  Deduction. — 

( 1 )  Part  IX  of  subchapter  B  of  chapter  1  ( relating 
to  items  not  deductible  in  computing  taxable  income)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  274.  DISALLOWANCE  OF  CERTAIN  ENTERTAINMENT, 
ETC.,  EXPENSES. 

“  (a)  Entertainment,  Amusement,  or  Recrea¬ 
tion. — 

“  (1)  In  general. — Xo  deduction  otherwise  allow¬ 
able  under  this  chapter  shall  be  allowed  for  any  item — 
“  (A)  Activity. — With  respect  to  an  activity 
which  is  of  a  type  generally  considered  to  consti¬ 
tute  entertainment,  amusement,  or  recreation,  unless 
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the  taxpayer  establishes  that  the  item  was  directly 
related  to  the  active  conduct  of  the  taxpayer’s  trade 
or  business,  or 

“(B)  Facility.— With  respect  to  a  facility 
used  in  connection  with  an  activity  referred  to  in 
subparagraph  (A),  unless  the  taxpayer  establishes 
that  the  facility  was  used  primarily  for  the  further¬ 
ance  of  the  taxpayer’s  trade  or  business  and  that  the 
item  was  directly  related  to  the  active  conduct  of 
such  trade  or  business, 

and  such  deduction  shall  in  no  event  exceed  the  portion 
of  sucli  item  directly  related  to  the  active  conduct  of  the 
taxpayer’s  trade  or  business. 

“(2)  Special  rules. — For  purposes  of  applying 
paragraph  (1)  — 

“(A)  Dues  or  fees  to  any  social,  athletic,  or 
sporting  club  or  organization  shall  be  treated  as 
items  with  respect  to  facilities. 

“(B)  An  activity  described  in  section  212 
shall  be  treated  as  a  trade  or  business. 

“(b)  Gifts.— 

“  (1)  Limitation. — No  deduction  shall  be  allowed 
under  section  162  or  section  212  for  any  expense  for 
gifts  made  directly  or  indirectly  to  any  individual  to  the 
extent  that  such  expense,  when  added  to  prior  expenses 
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of  the  taxpayer  for  gifts  made  to  such  individual  during 
the  same  taxable  year,  exceeds  $25.  For  purposes  of 
this  section,  the  term  ‘gift’  means  any  item  excludable 
from  gross  income  of  the  recipient  under  section  102 
which  is  not  excludable  from  his  gross  income  under  any 
other  provision  of  this  chapter. 

“(2)  Special  rules.— 

“  (A)  In  the  case  of  a  gift  by  a  partnership,  the 
limitation  contained  in  paragraph  (1)  shall  apply 
to  the  partnership  as  well  as  to  each  member  thereof. 

“(B)  For  purposes  of  paragraph  (1),  a  hus¬ 
band  and  wife  shall  be  treated  as  one  taxpayer. 

“(c)  Substantiation  Required— No  deduction  shall 
be  allowed — 

“(i)  under  section  162  or  212  for  any  traveling 
expense  (including  meals  and  lodging  while  away  from 
home) , 

“  (2)  for  any  item  with  respect  to  an  activity  which 
is  of  a  type  generally  considered  to  constitute  entertain¬ 
ment,  amusement,  or  recreation,  or  with  respect  to  a 
facility  used  in  connection  with  such  an  activity,  or 
“  (3)  for  any  expense  for  gifts, 

unless  the  taxpayer  substantiates  by  adequate  records  or  by 
sufficient  evidence  corroborating  his  own  statement  (A)  the 
amount  of  such  expense  or  other  item,  (B)  the  time  and 
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place  of  the  travel,  entertainment,  amusement,  recreation,  or 
use  of  the  facility,  or  the  date  and  description  of  the  gift,  (0) 
the  business  purpose  of  the  expense  or  other  item,  and  (D) 
the  business  relationship  to  the  taxpayer  of  persons  enter¬ 
tained,  using  the  facility,  or  receiving  the  gift.  The  Secre¬ 
tary  or  his  delegate  may  by  regulations  provide  that  some 
or  all  of  the  requirements  of  the  preceding  sentence  shall  not 
apply  in  the  case  of  an  expense  which  does  not  exceed  an 
amount  prescribed  pursuant  to  such  regulations. 

“  (d)  Specific  Exceptions  to  Application  of  Sub¬ 
section  (a) . — Subsection  (a)  shall  not  apply  to — 

“(i)  Business  meals. — Expenses  for  food  and 
beverages  furnished  to  any  individual  under  circum¬ 
stances  which  (taking  into  account  the  surroundings  in 
which  furnished,  the  taxpayer’s  trade,  business,  or  in¬ 
come-producing  activity  and  the  relationship  to  such 
trade,  business,  or  activity  of  the  persons  to  whom  the 
food  and  beverages  are  furnished)  are  of  a  type  generally 
considered  to  be  conducive  to  a  business  discussion. 

“(2)  Food  and  beverages  for  employees. — 
Expenses  for  food  and  beverages  (and  facilities  used 
in  connection  therewith)  furnished  on  the  business  prem¬ 
ises  of  the  taxpayer  primarily  for  his  employees. 

“(3)  Expenses  treated  as  compensation. — 
Expenses  for  goods,  services,  and  facilities,  to  the  ex- 
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tent  that  the  expenses  are  treated  by  the  taxpayer,  with 
respect  to  the  recipient  of  the  entertainment,  amusement, 
or  recreation,  as  compensation  to  an  employee  on  the 
taxpayer’s  return  of  tax  under  this  chapter  and  as  wages 
to  such  employee  for  purposes  of  chapter  24  (relating 
to  withholding  of  income  tax  at  source  on  wages) . 

“(4)  Reimbursed  expenses. — Expenses  paid  or 
incurred  by  the  taxpayer,  in  connection  with  the  per¬ 
formance  by  him  of  services  for  another  person 
(whether  or  not  such  other  person  is  his  employer) , 
under  a  reimbursement  or  other  expense  allowance 
arrangement  with  such  other  person,  but  this  para¬ 
graph  shall  apply — 

“(A)  where  the  services  are  performed  for 
an  employer,  only  if  the  employer  has  not  treated 
such  expenses  in  the  manner  provided  in  paragraph 
(3),  or 

“(B)  where  the  services  are  performed  for  a 
person  other  than  an  employer,  only  if  the  tax¬ 
payer  accounts  (to  the  extent  provided  by  sub¬ 
section  (c)  )  to  such  person. 

“(5)  Recreational,  etc.,  expenses  for  em¬ 
ployees. — Expenses  for  recreational,  social,  or  similar 
activities  (including  facilities  therefor)  primarily  for 
the  benefit  of  employees  (other  than  employees  who 
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are  officers,  shareholders  or  other  owners,  or  highly 
compensated  employees) .  For  purposes  of  this  para¬ 
graph,  an  individual  owning  less  than  a  10-percent  in¬ 
terest  in  the  taxpayer’s  trade  or  business  shall  not  be 
considered  a  shareholder  or  other  owner,  and  for  such 
purposes  an  individual  shall  be  treated  as  owning  any 
interest  owned  by  a  member  of  his  family  (within  the 
meaning  of  section  267(c)  (4)  ). 

“(6)  Employee  and  stockholder  business 
meetings. — Expenses  directly  related  to  business  meet¬ 
ings  of  employees  or  stockholders. 

“(7)  Meetings  of  business  leagues,  etc. — 
Expenses  directly  related  and  necessary  to  attendance  at 
a  business  meeting  or  convention  of  any  organization 
described  in  section  501  (c)  (6)  (relating  to  business 
leagues,  chambers  of  commerce,  real  estate  boards,  and 
boards  of  trade )  and  exempt  from  taxation  under  section 
501 (a) . 

“  (8)  Items  available  to  public. — Expenses  for 
goods,  services,  and  facilities  made  available  by  the  tax¬ 
payer  to  the  general  public. 

“  (9)  Entertainment  sold  to  customers. — Ex¬ 
penses  for  goods  or  services  (including  the  use  of  facili¬ 
ties)  which  are  sold  by  the  taxpayer  in  a  bona  fide 
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transaction  for  an  adequate  and  full  consideration  in 
money  or  money’s  worth. 

For  purposes  of  this  subsection,  any  item  referred  to  in  sub¬ 
section  (a)  shall  be  treated  as  an  expense. 

“(e)  Interest,  Taxes,  Casualty  Losses,  etc. — 
This  section  shall  not  apply  to  any  deduction  allowable  to 
the  taxpayer  without  regard  to  its  connection  with  his  trade 
or  business  (or  with  his  income-producing  activity) .  In  the 
case  of  a  taxpayer  which  is  not  an  individual,  the  preceding 
sentence  shall  be  applied  as  if  it  were  an  individual. 

“(f)  Treatment  of  Entertainment,  etc.,  Type 
Facility. — For  purposes  of  this  chapter,  if  deductions  are 
disallowed  under  subsection  (a)  with  respect  to  any  portion 
of  a  facility,  such  portion  shall  be  treated  as  an  asset  which  is 
used  for  personal,  living,  and  family  purposes  (and  not  as 
an  asset  used  in  the  trade  or  business) . 

“(g)  Regulatory  Authority. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section,  includ¬ 
ing  regulations  prescribing  whether  subsection  (a)  or  sub¬ 
section  (b)  applies  in  cases  where  both  such  subsections 
would  otherwise  apply.” 
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( 2 )  The  table  of  sections  for  such  part  IX  is  amended 

by  adding  at  the  end  thereof  the  following : 

“Sec.  274.  Disallowance  of  certain  entertainment,  etc.,  ex¬ 
penses.” 

(b)  Traveling  Expenses  —Section  162  (a)  (2)  (re¬ 
lating  to  traveling  expenses)  is  amended  by  striking  out 
“  (including  the  entire  amount  expended  for  meals  and  lodg¬ 
ing)  ”  and  inserting  in  lieu  thereof  “  (including  a  reasonable 
allowance  for  amounts  expended  for  meals  and  lodging) 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  ending  after 
June  30,  1962,  but  only  in  respect  of  periods  after  such 
date. 

SEC.  5.  AMOUNT  OF  DISTRIBUTION  WHERE  CERTAIN 
FOREIGN  CORPORATIONS  DISTRIBUTE  PROP¬ 
ERTY  IN  KIND. 

(a)  Amount  Distributed.— Section  301(b)(1) 
(relating  to  amount  distributed  to  corporate  distributees)  is 
amended  by  adding  at  the  end  thereof  the  following  new 
subparagraph : 

(C)  Certain  corporate  distributees  of 
foreign  corporation. — Notwithstanding  subpara¬ 
graph  (B) ,  if  the  shareholder  is  a  corporation  and 
the  distributing  corporation  is  a  foreign  corporation, 
the  amount  taken  into  account  with  respect  to 
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property  (other  than  money)  shall  be  the  fan- 
market  value  of  such  property;  except  that  if  any 
deduction  is  allowable  under  section  245  with  respect 
to  such  distribution,  then  the  amount  taken  into 
account  shall  be  the  sum  (determined  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
of — 

“  (i)  the  proportion  of  the  adjusted  basis 
of  such  property  (or,  if  lower,  its  fair  market 
value)  properly  attributable  to  gross  income 
from  sources  within  the  United  States,  and 
“  (ii)  the  proportion  of  the  fair  market 
value  of  such  property  properly  attributable  to 
gross  income  from  sources  without  the  United 
States/’ 

(b)  Basis. — Section  301  (d)  (relating  to  basis  of  prop¬ 
erty)  is  amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“  (3)  Certain  corporate  distributees  oe  for¬ 
eign  corporation. — In  the  case  of  property  described 
in  subparagraph  (C)  of  subsection  (b)  (1),  the  basis 
shall  be  determined  by  substituting  the  amount  deter¬ 
mined  under  such  subparagraph  (C)  for  the  amount 
described  in  paragraph  (2)  of  this  subsection.” 
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(c)  Dividends  Deceived  From  Certain  Foreign 
Corporations. — 

(1)  Section  245  (relating  to  dividends  received 
from  certain  foreign  corporations)  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following  new  subsection: 
“(b)  Property  Distributions.— For  purposes  of  sub¬ 
section  (a) ,  the  amount  of  any  distribution  of  property  other 
than  money  shall  be  the  amount  determined  by  applying 
section  301  (b)  (1)  (B).” 

(2)  Section  245  is  amended  by  striking  out  “In 
the  case  of”  and  inserting  in  lieu  thereof  “  (a)  General 
Eule. — In  the  case  of”. 

(d)  Credit  for  Foreign  Taxes.— Section  902(a) 
(relating  to  credit  for  foreign  taxes)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “For  pur¬ 
poses  of  this  subsection  and  subsection  (b) ,  the  amount  of 
any  distribution  in  property  other  than- money  shall  be  the 
amount  determined  by  applying  section  301  (b)  (1)  (B) 

(e)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  to  distributions  made  after  December  31, 
1962. 

SEC.  6.  AMENDMENT  OF  SECTION  482. 

(a)  In  General. — Section  482  (relating  to  allocation 
of  income  and  deductions  among  taxpayers)  is  amended 
by  adding  at  the  end  thereof  the  following  new  subsection: 
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1  “(b)  Sales  and  Purchases  Within  a  Related 

2  Group  Which  Includes  a  Foreign  Organization. — 

3  “(1)  In  general. — In  applying  subsection  (a) 

4  to  sales  of  tangible  property  within  a  group  of  organiza- 

5  tions — 

6  “(A)  owned  or  controlled  directly  or  indi- 

7  rectly  by  the  same  interests,  and 

8  “(B)  at  least  one  of  which  is  a  domestic  or- 

9  ganization  and  at  least  one  of  which  is  a  foreign 

10  organization, 

11  the  Secretary  or  his  delegate  may  allocate  the  taxable 

12  income  of  the  group  arising  from  such  sales  in  the 

13  manner  set  forth  in  paragraph  (2).  This  subsection 

14  shall  not  apply  with  respect  to  any  sale  of  tangible 

15  property  for  which  the  taxpayer  can  establish  an  arm’s 

16  length  price  (within  the  meaning  of  paragraph  (4)  ) . 

17  “(2)  Methods  of  allocation. — 

18  “(A)  Consideration  of  certain  fac- 

19  TORS. — Except  as  provided  in  subparagraph  (B)  , 

20  the  allocation  referred  to  in  paragraph  ( 1 )  shall  be 

21  made  by  the  Secretary  or  his  delegate  by  baking  into 

22  consideration  that  portion  of  the  following  factors 

23  which  is  attributable  to  the  United  States  and  that 

24  portion  thereof  which  is  not  attributable  to  the 


25 


United  States — 
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“  (i)  assets  of  the  group,  to  the  extent  used 
in  the  production,  distribution,  and  sale  of  the 
property, 

“  (ii)  compensation  of  officers  and  em¬ 
ployees,  to  the  extent  attributable  to  the  pro¬ 
duction,  distribution,  and  sale  of  the  property, 
and 

“  (iii)  advertising,  selling,  and  sales  promo¬ 
tion  expenses  (including  technical  and  servic¬ 
ing  expenses) ,  to  the  extent  attributable  to 
the  property. 

Such  method  of  allocation  may  also  give  considera¬ 
tion  to  other  factors,  including  the  special  risks  (if 
any)  of  the  market  in  which  the  property  is  sold. 

“(B)  Alternative  methods. — If  the  tax¬ 
payer  establishes  to  the  satisfaction  of  the  Secretary 
or  his  delegate  that  an  alternative  method  of  alloca¬ 
tion  clearly  reflects  the  income  of  each  member  of 
the  group  with  respect  to  the  property  referred  to  in 
paragraph  ( 1 ) ,  such  alternative  method  shall  be 
used  (in  lieu  of  the  method  provided  in  subpara¬ 
graph  (A)). 

“(3)  Special  rules. — In  applying  the  method 
of  allocation  referred  to  in  paragraph  (2)  (A),  the 
following  rales  shall  be  applied : 
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“(A)  Adjusted  basis  of  assets. — The 
values  to  be  assigned  to  the  assets  referred  to  in 
paragraph  (2)  (A)  (i)  is  their  adjusted  basis  in  the 
hands  of  the  taxpayer  or,  if  such  basis  is  not  avail¬ 
able  in  the  case  of  a  foreign  organization,  then  their 
book  values,  adjusted  to  approximate  their  adjusted 
basis. 

“(B)  Includible  assets. — The  assets  re¬ 
ferred  to  in  paragraph  (2)  (A)  (i)  include  real 
property  and  tangible  personal  property  (whether 
owned  or  leased  by  a  member  of  the  group) ,  but  do 
not  include  inventory  and  stock  in  trade. 

“  (4)  Arm’s  length  price  defined.— For  pur* 
poses  of  this  subsection,  the  term  ‘anil’s  length  price’ 
means — 

“  (A)  the  price  at  which  tangible  property  sim* 
ilar  or  comparable  to  the  property  referred  to  in 
paragraph  ( 1 )  generally  is  or  can  be  sold  in  trans¬ 
actions  in  the  same  areas  involving  unrelated  per¬ 
sons  and  made  under  similar  conditions  of  sale;  and 

“(B)  if  subparagraph  (A)  does  not  apply,  the 
price  at  which  tangible  property  similar  or  com¬ 
parable  to  the  property  referred  to  in  paragraph 
( 1 )  is  sold  in  the  same  or  other  areas  under  similar 
circumstances  and  in  transactions  involving  unrf 
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lated  persons,  with  adjustment  for  material  differ¬ 
ences  in  quantity,  marketing  conditions  (including 
customs  duties  and  transportation  costs) ,  and  other 
relevant  factors. 

Subparagraph  (B)  shall  apply  only  if  the  adjustment 
referred  to  therein  is  properly  determinable. 

“(5)  Sales  commissions— The  Secretary  or  his 
delegate  shall  by  regulation  prescribe  rules  for  the  allo¬ 
cation  of  commissions  arising  from  sales  of  tangible 
property  within  a  group  of  organizations  described  in 
paragraph  ( 1 ) .  Such  rules  shall  be  consistent  with  the 
principles  specified  in  the  other  paragraphs  of  this 
subsection. 

“(6)  Grossly  inadequate  assets,  etc.,  out¬ 
side  united  states. — In  allocating  taxable  income 
under  this  subsection,  no  amount  shall  be  allocated  to  a 
foreign  organization  whose  assets,  personnel,  and  office 
and  other  facilities  which  are  not  attributable  to  the 
United  States  are  grossly  inadequate  for  its  activities 
outside  the  United  States. 

“(7)  Information  necessary  for  considera¬ 
tion  of  factors. — In  the  case  of  any  transaction  to 
which  paragraph  (2)  (A)  applies,  if— 

“  (A)  the  information  submitted  with  respect 
to  the  group  of  organizations  is  insufficient  for  the 
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proper  application  of  the  method  of  allocation  set 
forth  in  the  first  sentence  of  such  paragraph,  and 
“(B)  upon  request  of  the  Secretary  or  his 
delegate,  such  group  fails  to  himish  such  additional 
information  with  respect  to  such  transaction  as  may 
be  reasonably  supplied, 

the  Secretary  or  his  delegate  may  estimate  the  taxable 
income  arising  from  such  transaction  and  may  allocate 
such  taxable  income  among  the  members  of  the  group 
or  to  any  single  member  thereof. 

“(8)  Treatment  of  foreign  taxes. — 

“(A)  For  purposes  of  this  subsection,  taxable 
income  shall  be  determined  without  regard  to  any 
income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the 
United  States. 

“(B)  Where  the  application  of  this  subsection 
results  in  a  decrease  in  the  taxable  income  of  any 
foreign  organization  and  an  increase  in  the  taxable 
income  of  any  domestic  organization,  then  any  of 
the  taxes  referred  to  in  subparagraph  (A)  paid  by 
such  foreign  organization  and  attributable  to  the 
taxable  income  so  transferred  shall  be  treated  for 
purposes  of  this  chapter — 
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“(i)  as  paid  by  such  domestic  organiza¬ 
tion,  and 

“  (ii)  as  not  paid  by  such  foreign  organi¬ 
zation.” 

(b)  Clerical  Amendment. — Section  482  is  amended 
by  striking  out  “In  any  case  of  two  or  more  organizations” 
and  inserting  in  lieu  thereof  the  following: 

“(a)  General  Rule. — In  the  case  of  two  or  more 
organizations”. 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  7.  DISTRIBUTIONS  OF  FOREIGN  PERSONAL  HOLD¬ 
ING  COMPANY  INCOME. 

(a)  Definition  of  Eoreign  Personal  Holding 
Company. — So  much  of  subsection  (a)  of  section  552  (re¬ 
lating  to  definition  of  foreign  personal  holding  company)  as 
precedes  paragraph  (2)  is  amended  to  read  as  follows: 

“(a)  General  Rule. — Eor  purposes  of  this  subtitle, 
the  term  ‘foreign  personal  holding  company’  for  a  taxable 
year  beginning  after  December  31,  1962,  means  any  for¬ 
eign  corporation  if — 

“  (1)  Gross  income  requirement.— At  least  20 
percent  of  its  gross  income  (as  defined  in  section  555 
(a)  )  for  the  taxable  year  is  foreign  personal  holding 


1  company  income  (as  defined  in  section  553).  For 

2  purposes  of  this  paragraph,  there  shall  be  included  in 

3  the  gross  income  the  amount  includible  therein  as  a 

4 

4  dividend  by  reason  of  the  application  of  section  555  (c) 

5  (2)  ;  and”. 

6  (b)  Amount  of  Undistributed  Income. — Subsec- 

7  tion  (a)  of  section  556  (relating  to  undistributed  foreign 

8  personal  holding  company  income)  is  amended  to  read  as 

9  follows : 

10  “  (a)  Definition. — For  purposes  of  this  part — 

11  “  ( 1 )  If  the  foreign  personal  holding  company  in- 

12  come  of  a  foreign  personal  holding  company  exceeds 

13  80  percent  of  its  gross  income,  the  ‘undistributed  for- 

14  eign  personal  holding  company  income’  of  such  com- 

15  pany  is  its  taxable  income  adjusted  in  the  manner 

16  provided  in  subsection  (b),  minus  the  dividends  paid 

17  deduction  (as  defined  in  section  561) . 

18  “(2)  If  the  foreign  personal  holding  company 

19  income  of  a  foreign  personal  holding  company  does  not 

20  exceed  80  percent  of  its  gross  income,  the  ‘undistributed 

21  foreign  personal  holding  company  income’  of  such  com- 

22  pany  is  that  amount  which  bears  the  same  ratio  to — 

23  “(A)  its  taxable  income  adjusted  in  the  man- 

24  ner  provided  in  subsection  (b) ,  minus  the  dividends 

25  paid  deduction  (as  defined  in  section  561),  as 
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"(B)  its  foreign  personal  holding  company  in¬ 
come  bears  to  its  gross  income.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  only  in  respect  of  taxable  years  of 
foreign  corporations  beginning  after  December  31,  1962. 
SEC.  8.  MUTUAL  SAVINGS  BANKS,  ETC. 

(a)  Reserves  for  Losses  on  Loans.— Section  593 
is  amended  to  read  as  follows : 

“SEC.  593.  RESERVES  FOR  LOSSES  ON  LOANS. 

“  (a)  Organizations  to  Which  Section  Applies.— 
This  section  shall  apply  to  any  mutual  savings  bank  not 
having  capital  stock  represented  by  shares,  domestic  building 
and  loan  association,  or  cooperative  bank  without  capital 
stock  organized  and  operated  for  mutual  purposes  and  with¬ 
out  profit. 

“(b)  Addition  to  Reserves  for  Bad  Debts.— 
“(1)  In  general. — For  purposes  of  section  166 
(c) ,  the  reasonable  addition  for  the  taxable  year  to  the 
reserve  for  bad  debts  of  any  taxpayer  described  in  sub¬ 
section  (a)  shall  be  an  amount  equal  to  the  sum  of — 
“(A)  the  amount  determined  under  section 
166(c)  to  be  a  reasonable  addition  to  the  reserve 
for  losses  on  nonqualifying  loans,  plus 

“(B)  the  amount  determined  by  the  taxpayer 
to  be  a  reasonable  addition  to  the  reserve  for  losses 
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on  qualifying  real  property  loans,  but  such  amount 
shall  not  exceed  the  amount  determined  under  para¬ 
graph  (2),  (3),  or  (4),  whichever  amount  is  the 
largest. 

“(2)  60  PERCENT  OF  TAXABLE  INCOME  METH¬ 
OD. — The  amount  determined  under  this  paragraph  for 
the  taxable  year  shall  be  the  excess  of — 

“(A)  an  amount  equal  to  60  percent  of  the 
taxable  income  for  such  year,  over 

“(B)  the  amount  referred  to  in  paragraph 
(1)  (A)  for  such  year. 

For  purposes  of  this  paragraph,  taxable  income  shall 
be  computed  (i)  by  excluding  from  gross  income  any 
amount  included  therein  by  reason  of  subsection  (f) , 
and  (ii)  without  regard  to  any  deduction  allowable 
for  any  addition  to  the  reserve  for  bad  debts. 

“(3)  3  PERCENT  OF  REAL  PROPERTY  LOANS 
method. — The  amount  determined  under  this  para¬ 
graph  for  the  taxable  year  shall  be  an  amount  equal  to 
the  amount  necessary  to  increase  the  balance  (as  of  the 
close  of  the  taxable  year)  of  the  reserve  for  losses  on 
qualifying  real  property  loans  to  3  percent  of  such 
loans  outstanding  at  such  time. 

“  (4)  Experience  method. — The  amount  deter¬ 
mined  under  this  paragraph  for  the  taxable  year  shall 
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be  an  amount  equal  to  the  amount  determined  under 
section  166(c)  (without  regard  to  this  subsection)  to 
be  a  reasonable  addition  to  the  reserve  for  losses  on 
qualifying  real  property  loans. 

“  (c)  Treatment  of  Reserves  for  Bad  Debts. — 

“  ( 1 )  Establishment  of  reserves.— Each  tax¬ 
payer  described  in  subsection  (a)  which  uses  the  reserve 
method  of  accounting  for  bad  debts  shall  establish  and 
maintain  a  reserve  for  losses  on  qualifying  real  property 
loans,  a  reserve  for  losses  on  nonqualifying  loans,  and  a 
supplemental  reserve  for  losses  on  loans.  For  purposes 
of  this  title,  such  reserves  shall  be  treated  as  reserves 
for  bad  debts,  but  no  deduction  shall  be  allowed  for  any 
addition  to  the  supplemental  reserve  for  losses  on  loans. 

“(2)  Allocation  of  pre-1963  reserves. — For 
purposes  of  this  section,  the  pre-1963  reserves  shall,  as 
of  the  close  of  December  31,  1962,  be  allocated  to,  and 
constitute  the  opening  balance  of — 

“  (A)  the  reserve  for  losses  on  nonqualifying 
loans, 

“(B)  the  reserve  for  losses  on  qualifying  real 
property  loans,  and 

“(C)  the  supplemental  reserve  for  losses  on 
loans. 
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“(3)  Method  of  allocation —The  allocation 
provided  by  paragraph  (2)  shall  be  made — 

“  (A)  first,  to  the  reserve  described  in  para¬ 
graph  (2)  (A),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  a 
reasonable  addition  under  section  166  (c)  for  a 
period  in  which  the  nonqualifying  loans  increased 
from  zero  to  the  amount  thereof  outstanding  at  the 
close  of  December  31,  1962; 

“(B)  second,  to  the  reserve  described  in  para¬ 
graph  (2)  (B),  to  the  extent  such  reserve  is  not 
increased  above  the  amount  which  would  be  deter¬ 
mined  under  paragraph  (3)  or  (4)  of  subsection 
(b)  (whichever  such  amount  is  the  larger)  for  a 
period  in  which  the  qualifying  real  property  loans 
increased  from  zero  to  the  amount  thereof  outstand¬ 
ing  at  the  close  of  December  31,  1962;  and 

“  (C)  then  to  the  supplemental  reserve  for 
losses  on  loans. 

“  (4)  Pee- i  9  6  3  reserves  defined. — For  purposes 
of  this  subsection,  the  term  ‘pre-1963  reserves’  means 
the  net  amount,  determined  as  of  the  close  of  December 
31,  1962  (after  applying  subsection  (d)  (1)  ) ,  accumu¬ 
lated  in  the  reserve  for  bad  debts  pursuant  to  section 
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166(c)  (or  the  corresponding  provisions  of  prior  reve¬ 
nue  laws)  for  taxable  years  beginning  after  December 
31,  1951. 

“(5)  Changing  of  bad  debts  to  reserves. — 
Any  debt  becoming  worthless  or  partially  worthless 
in  respect  of  a  qualifying  real  property  loan  shall  be 
charged  to  the  reserve  for  losses  on  such  loans,  and  any 
debt  becoming  worthless  or  partially  worthless  in  re¬ 
spect  of  a  nonqualifying  loan  shall  be  charged  to  the 
reserve  for  losses  on  nonqualifying  loans;  except  that 
any  such  debt  may,  at  the  election  of  the  taxpayer,  be 
charged  in  whole  or  in  part  to  the  supplemental  reserve 
for  losses  on  loans. 

“(d)  Taxable  Years  Beginning  in  1962  and  End¬ 
ing  in  1963. — In  the  case  of  a  taxable  year  beginning  before 
January  1,  1963,  and  ending  after  December  31,  1962,  of 
a  taxpayer  described  in  subsection  (a)  which  uses  the 
reserve  method  of  accounting  for  bad  debts,  the  taxable  in¬ 
come  shall  be  the  sum  of — 

“  ( 1 )  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  before  January 
1,  1963,  reduced  by  the  amount  of  the  deduction  for  an 
addition  to  a  reserve  for  bad  debts  which  would  be  allow¬ 
able  under  section  166(c)  (without  regard  to  the 
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amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year,  plus 
“(2)  that  portion  of  the  taxable  income  allocable 
to  the  part  of  the  taxable  year  occurring  after  December 
31,  1962,  reduced  by  the  amount  of  the  deduction  for 
an  addition  to  a  reserve  for  bad  debts  which  would  be 
allowed  under  section  166(c)  (taking  into  account  the 
amendments  made  by  section  8  of  the  Revenue  Act  of 
1962)  if  such  part  year  constituted  a  taxable  year. 
For  purposes  of  the  preceding  sentence,  the  taxable  income 
shall  be  determined  without  regard  to  any  deduction  under 
section  166(c),  and  the  portion  thereof  allocable  to  each 
part  year  shall  be  determined  on  the  basis  of  the  ratio  which 
the  number  of  days  in  such  part  year  bears  to  the  number 
of  days  in  the  entire  taxable  year. 

“(e)  Loans  Defined. — For  purposes  of  this  section — 
“  ( 1 )  Qualifying  real  property  loans.— The 
term  'qualifying  real  property  loan’  means  any  loan  se¬ 
cured  by  an  interest  in  improved  real  property  or  secured 
by  an  interest  in  real  property  which  is  to  be  improved 
out  of  the  proceeds  of  the  loan,  but  such  term  does  not 
include — 

“  (A)  any  loan  evidenced  by  a  security  (as  de¬ 
fined  in  section  165(g)  (2)  (0)  )  ; 

“  (B)  any  loan,  whether  or  not  evidenced  by  a 
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security  (as  defined  in  section  165'(g)  (2)  (C)), 
the  primary  obligor  on  which  is — 

“(i)  a  government  or  political  subdivision 
or  instrumentality  thereof; 

“  (ii)  a  bank  (as  defined  in  section  581)  ; 
or 

“  (iii)  another  member  of  the  same  affil¬ 
iated  group; 

“(C)  any  loan,  to  the  extent  secured  by  a 
deposit  in  or  share  of  the  taxpayer ;  or 

“(D)  any  loan  which,  within  a  60-day  period 
beginning  in  one  taxable  year  of  the  creditor  and 
ending  in  its  next  taxable  year,  is  made  or  acquired 
and  then  repaid  or  disposed  of,  unless  the  trans¬ 
actions  by  which  such  loan  was  made  or  acquired 
and  then  repaid  or  disposed  of  are  established  to  be 
for  bona  fide  business  purposes. 

For  purposes  of  subparagraph  (B)  (iii),  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504  (a)  ;  except  that  (i)  the  phrase  ‘more 
than  50  percent’  shall  be  substituted  for  the  phrase  ‘at 
least  80  percent’  each  place  it  appears  in  section  1504 
(a) ,  and  (ii)  all  corporations  shall  be  treated  as 
includible  corporations  (without  any  exclusion  under 
section  1504  (b) ) . 
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“(2)  Nonqualifying  loans— The  term  ‘non¬ 
qualifying  loan’  means  any  loan  which  is  not  a  quali¬ 
fying  real  property  loan. 

“(3)  Loan. — The  term  ‘loan’  means  debt,  as  the 
term  ‘debt’  is  used  in  section  166. 

“(f)  Distributions  to  Shareholders. — 

“(1)  In  general. — For  purposes  of  this  chapter, 
any  distribution  of  property  (as  defined  in  section  317 
(a)  )  by  a  domestic  building  and  loan  association  to  a 
shareholder  with  respect  to  its  stock,,  if  such  distiibution 
is  not  allowable  as  a  deduction  under  section  591,  shall 
be  treated  as  made — 

“  (A)  first  out  of  its  earnings  and  profits  accu¬ 
mulated  in  taxable  years  beginning  after  December 
31,  1951,  to  the  extent  thereof, 

“  (B)  then  out  of  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans,  to  the  extent  additions 
to  such  reserve  exceed  the  additions  which  would 
have  been  allowed  under  subsection  (b)  (4) , 

“(0)  then  out  of  the  supplemental  reserve  for 
losses  on  loans,  to  the  extent  thereof, 

“(D)  then  out  of  such  other  accounts  as  may 
be  proper. 

This  paragraph  shall  apply  in  the  case  of  any  distribu¬ 
tion  in  redemption  of  stock  or  in  partial  or  complete 
liquidation  of  the  association,  except  that  any  such  distri- 
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bution  shall  be  treated  as  made  first  out  of  the  amount 
referred  to  in  subparagraph  (B),  second  out  of  the 
amount  referred  to  in  subparagraph  (C),  third  out  of 
the  amount  referred  to  in  subparagraph  (A) ,  and  then 
out  of  such  other  accounts  as  may  be  proper. 

“  (2)  Amounts  charged  to  reserve  accounts 
and  included  in  gross  income. — If  any  distribution 
is  treated  under  paragraph  (1)  as  having  been  made 
out  of  the  reserves  described  in  subparagraphs  (B)  and 
(0)  of  such  paragraph,  the  amount  charged  against 
such  reserve  shall  be  the  amount  which,  when  reduced 
by  the  amount  of  tax  imposed  under  this  chapter  and 
attributable  to  the  inclusion  of  such  amount  in  gross 
income,  is  equal  to  the  amount  of  such  distribution;  and 
the  amount  so  charged  against  such  reserve  shall  be 
included  in  gross  income  of  the  taxpayer. 

“(3)  Special  rules. — 

“(A)  For  purposes  of  paragraph  (1)  (B), 
additions  to  the  reserve  for  losses  on  qualifying  real 
property  loans  for  the  taxable  year  in  which  the 
distribution  occurs  shall  be  taken  into  account. 

“(B)  For  purposes  of  computing  under  this 
section  the  amount  of  a  reasonable  addition  to  the 
reserve  for  losses  on  qualifying  real  property  loans 
for  any  taxable  year,  any  amount  charged  during 
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any  year  to  such  reserve  pursuant  to  the  provisions 
of  paragraph  (2)  shall  not  be  taken  into  account.” 
(b)  Foreclosure  on  Property  Securing  Loans. — 
Part  II  of  subchapter  H  of  chapter  1  (relating  to  mutual 
savings  banks,  etc.)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section : 

“SEC.  595.  FORECLOSURE  ON  PROPERTY  SECURING  LOANS. 

“  (a)  Nonrecognition  of  Gain  or  Loss  as  a  Result 
of  Foreclosure. — In  the  case  of  a  creditor  which  is  an 
organization  described  in  section  593(a),  no  gain  or  loss 
shall  be  recognized,  and  no  debt  shall  be  considered  as  be¬ 
coming  worthless  or  partially  worthless,  as  the  result  of  such 
organization  having  bid  in  at  foreclosure,  or  having  otherwise 
reduced  to  ownership  or  possession  by  agreement  or  process 
of  law,  any  property  which  was  security  for  the  payment  of 
any  indebtedness. 

“(b)  Character  of  Property. — For  purposes  of 
sections  166  and  1221,  any  property  acquired  in  a  trans¬ 
action  with  respect  to  which  gain  or  loss  to  an  organization 
was  not  recognized  by  reason  of  subsection  (a)  shall  be 
considered  as  property  having  the  same  characteristics  as 
the  indebtedness  for  which  such  property  was  security.  Any 
amount  realized  by  such  organization  with  respect  to  such 
property  shall  be  treated  for  purposes  of  this  chapter  as  a 
payment  on  account  of  such  indebtedness,  and  any  loss  with 
respect  thereto  shall  be  treated  as  a  bad  debt  to  which  the 
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provisions  of  section  166  (relating  to  allowance  of  a  deduc¬ 
tion  for  bad  debts)  appty. 

“(c)  Basis. — The  basis  of  any  property  to  which  sub¬ 
section  (a)  applies  shall  be  the  basis  of  the  indebtedness  for 
which  such  property  was  security  (determined  as  of  the  date 
of  the  acquisition  of  such  property),  properly  increased  for 
costs  of  acquisition. 

“(d)  Regulatory  Authority.— The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  carry  out  the  purposes  of  this  section.” 

(c)  Definition  of  Domestic  Building  and  Loan 
Association. — Paragraph  (19)  of  section  7701(a)  (def¬ 
inition  of  domestic  building  and  loan  association )  is  amended 
to  read  as  follows: 

“(19)  Domestic  building  and  loan  associa¬ 
tion. — The  term  ‘domestic  building  and  loan  association’ 
means  a  domestic  building  and  loan  association,  a  do¬ 
mestic  savings  and  loan  association,  and  a  Federal  sav¬ 
ings  and  loan  association,  which — 

“(A)  is  an  insured  institution  (within  the 
meaning  of  section  401  (a)  of  the  National  Housing 
Act  (12  U.S.C.,  sec.  1724(a)),  or 

“(B)  is  subject  by  law  to  supervision  and 
examination  bv  State  or  Federal  authority  having 

V  V  O 

supervision  over  such  associations, 
if  substantially  all  of  its  business  consists  of  accepting 
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savings  and  investing  the  proceeds  (i)  in  loans  secured 
by  an  interest  in  real  property  which  is  (or,  from  the 
proceeds  of  the  loan,  will  become)  residential  real 
property,  and  (ii)  in  other  loans,  to  the  extent  such 
other  loans  would  be  authorized  to  be  made  by  a  Federal 
savings  and  loan  association  under  section  5(c)  of  the 
Home  Owners’  Loan  Act,  as  amended  (12  U.S.C.,  sec. 
1464(c)  )” 

(d)  Clerical  Amendments. — The  table  of  sections 
for  part  II  of  subchapter  H  of  chapter  1  is  amended — 

(1)  by  striking  out  the  third  item  and  inserting  in 
lieu  thereof  the  following: 

“Sec.  593.  Reserves  for  losses  on  loans.” 
and 

(2)  by  adding  at  the  end  thereof  the  following: 

“Sec.  595.  Foreclosure  on  property  securing  loans.” 

(e)  Repeal  of  Exemption  From  Communica¬ 
tions  and  Transportation  of  Persons  Taxes. — Not¬ 
withstanding  any  other  provision  of  law,  Federal  savings 
and  loan  associations  shall  not  be  exempt  as  such  from  the 
taxes  imposed  by  section  4251  (relating  to  excise  tax  on 
communications)  and  section  4261  (relating  to  excise  tax 
on  transportation  of  persons)  of  the  Internal  Revenue  Code 
of  1954. 

(f)  Effective  Dates. — 

(l)  The  amendment  made  by  subsection  (a)  shall 
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apply  to  taxable  years  ending  after  December  31,  1962, 
except  that  section  593  (f)  of  the  Internal  Revenue 
Code  of  1954  shall  apply  to  distributions  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(2)  The  amendment  made  by  subsection  (b)  shall 
apply  to  transactions  described  in  section  595  (a)  of  the 
Internal  Revenue  Code  of  1954  occurring  after  Decem¬ 
ber  31,  1962,  in  taxable  years  ending  after  such  date. 

(3)  Subsection  (e)  of  this  section  shall  apply — 

(A)  in  the  case  of  the  tax  imposed  by  section 
4251  of  the  Internal  Revenue  Code  of  1954,  with 
respect  to  amounts  paid  pursuant  to  bills  rendered 
after  June  30,  1962 ;  and 

(B)  in  the  case  of  the  tax  imposed  by  section 
4261  of  such  Code,  with  respect  to  transportation 
beginning  after  June  30,  1962. 

SEC.  9.  DISTRIBUTIONS  BY  FOREIGN  TRUSTS. 

(а)  Definitions  — 

( 1 )  Income  of  foreign  trust. — Section  643  (a) 

(б)  (relating  to  modifications  taken  into  account  in  com¬ 
puting  distributable  net  income)  is  amended  to  read  as 
follows : 

“  (6)  Income  of  foreign  trust.— In  the  case  of 


a  foreign  trust — 

“  (A)  There  shall  be  included  the  amounts  of 
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gross  income  from  sources  without  the  United  States, 
reduced  by  any  amounts  which  would  be  deductible 
in  respect  oi  disbursements  allocable  to  such  income 
but  for  the  provisions  of  section  265(1)  (relating 
to  disallowance  of  certain  deductions) . 

“(B)  Gross  income  from  sources  within  the 
United  States  shall  be  determined  without  regard 
to  section  894  (relating  to  income  exempt  under 
treaty) . 

“(C)  Subsection  (a)  (3)  of  this  section  shall 

V 

not  apply  to  a  foreign  trust  created  by  a  United 
States  person.  In  the  case  of  such  a  trust,  (i)  there 
shall  be  included  gains  from  the  sale  or  exchange 
of  capital  assets,  reduced  by  losses  from  such  sales 
or  exchanges  to  the  extent  such  losses  do  not  exceed 
gains  from  such  sales  or  exchanges,  and  (ii)  the 
deduction  under  section  1202  (relating  to  deduction 
for  excess  of  capital  gains  over  capital  losses)  shall 
not  be  taken  into  account.” 

(2)  Foreign  estates  and  trusts.— Section  643 
(relating  to  definitions)  is  amended  by  adding  at  the 
end  thereof  the  following  new  subsection: 

“(d)  Foreign  Trusts  Created  by  United  States 
Persons. — For  purposes  of  this  part,  the  term  ‘foreign  trust 
created  by  a  United  States  person’  means  a  foreign  trust  (as 
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1  defined  in  section  7701  (a)  (31)  )  to  which  money  or  prop- 

2  erty  has  been  transferred  directly  or  indirectly  by  a  United 

3  States  person  (as  defined  in  section  7701  (a)  (30)  ) ,  or  under 

4  the  will  of  a  decedent  who  at  the  date  of  his  death  was  a 

5  United  States  citizen  or  resident.” 

6  (b)  Accumulation  Distributions  of  Foreign 

7  Trusts  — 

8  (1)  Section  665(h)  (relating  to  definitions 

9  applicable  to  subpart  D)  is  amended  by  striking  out 

10  “(b)  Accumulation  Distribution. — For  purposes 

11  of  this  subpart,”  and  inserting  in  lieu  thereof  the  f ol- 

12  lowing : 

13  “(b)  Accumulation  Distributions  of  Trusts 

14  Other  Than  Certain  Foreign  Trusts. — For  purposes  of 

15  this  subpart,  in  the  case  of  a  trust  (other  than  a  foreign  trust 

16  created  by  a  United  States  person) 

17  (2)  Section  665  is  amended  by  redesignating  sub- 

18  sections  (c)  and  (d)  as  (d)  and  (e),  respectively, 

19  and  by  inserting  after  subsection  (b)  the  following 

20  new  subsection : 

21  “(c)  Accumulation  Distribution  of  Certain 

22  Foreign  Trusts. — For  purposes  of  this  subpart,  in  the  case 

23  of  a  foreign  trust  created  by  a  United  States  person,  the  term 

24  'accumulation  distribution’  for  any  taxable  year  of  the  trust 

25  means  the  amount  by  which  the  amounts  specified  in  para- 
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graph  (2)  of  section  661  (a)  for  such  taxable  year  exceed 
distributable  net  income,  reduced  by  the  amounts  specified 
in  paragraph  (1)  of  section  661  (a) .  For  purposes  of  this 
subsection,  the  amount  specified  in  paragraph  (2)  of  section 
661  (a)  shall  be  determined  without  regard  to  section  666. 
Any  amount  paid  to  a  United  States  person  which  is  from 
a  payor  who  is  not  a  United  States  person  and  which  is 
derived  directly  or  indirectly  from  a  foreign  trust  created  by 
a  United  States  person  shall  be  deemed  in  the  year  of  pay¬ 
ment  to  have  been  directly  paid  by  the  foreign  trust.” 

(c)  Allocation  of  Accumulation  Distributions 
to  Preceding  Yeajrs. — Section  666  (a)  (relating  to  ac¬ 
cumulation  distribution  allocated  to  5  preceding  years)  is 
amended — 

(1)  by  striking  out  “  (a)  Amount  Allocated. — 
In  the  case  of  a  trust”  and  inserting  in  lieu  thereof  the 
following : 

“  (a)  Amount  Allocated. — In  the  case  of  a  trust 
(other  than  a  foreign  trust  created  by  a  United  States 
person)  ”;  and 

(2)  by  adding  at  the  end  thereof  the  following 
new  sentence: 

“In  the  case  of  a  foreign  trust  created  by  a  United  States 
person,  this  subsection  shall  apply  to  the  preceding  tax¬ 
able  years  of  the  trust  without  regard  to  any  provision  of 
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the  preceding  sentences  which  would  (but  for  this  sentence) 
limit  its  application  to  the  5  preceding  taxable  years.” 

(d)  Amounts  Treated  as  Received  in  Prior 
Years. — Section  668(a)  (relating  to  amounts  treated  as 
received  in  prior  taxable  years)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “Except  as 
provided  in  section  669,  in  the  case  of  a  foreign  trust  created 
by  a  United  States  person  the  preceding  sentence  shall  not 
apply  to  any  beneficiary  who  is  a  United  States  person.” 

(e)  SrECiAL  Rules  for  Eoreign  Trusts. — Subpart 
D  of  part  I  of  subchapter  J  of  chapter  1  (relating  to  treat¬ 
ment  of  excess  distributions  by  trusts)  is  amended  by  adding 
at  the  end  thereof  the  following  new  section : 

“SEC.  669.  SPECIAL  RULES  APLICABLE  TO  CERTAIN  FOR¬ 
EIGN  TRUSTS. 

“  (a)  Limitation  on  Tax.— 

“  ( 1 )  General  rule. — At  the  election  ot  a  bene¬ 
ficiary  who  is  a  United  States  person  (as  defined  in 
section  7701  (a)  (30)  )  and  who  satisfies  the  require¬ 
ments  of  subsection  (b),  the  tax  attributable  to  the 
amounts  treated  under  section  668  (a)  as  having  been 
received  by  him  from  a  foreign  trust  created  by  a  United 
States  person  on  the  last  day  of  a  preceding  taxable 
year  of  the  trust  shall  not  be  greater  than — 
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“  (A)  the  tax  determined  under  the  next  to  the 
last  sentence  of  section  668  (a) ,  or 

“(B)  the  tax  determined  by  multiplying  by 
the  number  of  preceding  taxable  years  of  the  trust, 
on  the  last  day  of  each  of  which  an  amount  is 
deemed  under  section  666  (a)  to  have  been  distrib¬ 
uted,  the  average  of  the  increase  in  tax  attributable 
to  recomputing  the  beneficiary’s  gross  income  for  the 
taxable  year  and  each  of  his  2  taxable  years  imme¬ 
diately  preceding  the  year  of  the  accumulation  dis¬ 
tribution  by  adding  to  the  income  of  each  of  such 
years  an  amount  determined  by  dividing  the  amount 
required  to  be  included  in  income  under  section 
668  (a)  by  such  number  of  preceding  taxable  years 
of  the  trust.  The  recomputation  for  the  taxable  year 
shall  be  made  without  regard  to  the  inclusion  in 
income  required  by  section  668  (a)  of  any  amount 
other  than  pursuant  to  this  paragraph, 

“  (2)  Exceptions. — 

“(A)  When  an  accumulation  distribution  is 
deemed  under  section  666(a)  to  have  been  distrib¬ 
uted  on  the  last  day  of  less  than  3  taxable  years 
of  the  trust,  the  taxable  years  of  the  beneficiary  for 
which  a  recomputation  is  made  under  subsection 
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(a)  (1)  (B)  shall  equal  the  number  of  years  to 
which  section  666  (a)  applies,  commencing  with 
the  most  recent  taxable  year  of  the  beneficiary. 

“  (B)  If  a  beneficiary  was  not  alive  on  the  last 
day  of  each  preceding  taxable  year  of  the  trust 
with  respect  to  which  a  distribution  is  deemed  made 
under  section  666(a),  paragraph  (1)  (A)  of  this 
subsection  shall  not  apply.  In  applying  paragraph 
(1)  (B)  of  this  subsection,  no  recomputation  shall 
be  made  for  a  beneficiary  for  a  taxable  year  for 
which  he  was  not  alive ;  if  he  has  no  preceding  tax¬ 
able  year,  the  recomputation  shall  be  made  on  the 
basis  of  his  taxable  year  without  regard  to  the  in¬ 
clusion  in  income  required  by  section  668  (a)  of 
any  amount  other  than  pursuant  to  paragraph 

(1)  (B). 

“(3)  Effect  of  prior  election. — In  comput¬ 
ing  the  limitation  on  tax  under  paragraph  (1)  of  this 
subsection  for  any  beneficiary — 

“  (A)  Subsequent  election  under  para¬ 
graph  (i)(A). — If  an  election  has  been  made  under 
paragraph  (1)  (B)  of  this  subsection,  for  purposes 
of  a  subsequent  election  under  paragraph  (1)  (A) 
the  income  of  any  year  with  respect  to  which  an 
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amount  is  deemed  distributed  to  a  beneficiary  under 
section  666  (a)  shall  include  amounts  previously 
deemed  distributed  to  such  beneficiary  for  such 
year  as  a  result  of  an  accumulation  distribution  with 
respect  to  which  an  election  under  paragraph  (1) 
(B)  was  made. 

'‘(B)  Subsequent  election  under  para¬ 
graph  (i)(B). — If  with  respect  to  an  accumulation 
distribution  an  election  has  been  made  under  either 
paragraph  (1)  (A)  or  paragraph  (1)  (B)  of  this 
subsection,  or  the  next  to  the  last  sentence  of  section 
668  (a)  has  applied,  for  purposes  of  a  subsequent 
election  under  paragraph  (1)  (B)  the  number  of 
preceding  taxable  years  of  the  trust  with  respect  to 
which  an  amount  is  deemed  distributed  to  a  benefi¬ 
ciary  under  section  666  (a)  shall  be  determined 
without  regard  to  any  such  year  with  respect  to 
which  an  amount  was  previously  deemed  distrib¬ 
uted  to  such  beneficiary. 

"(b)  Information  Requirement. — The  election  of 
a  beneficiary  to  apply  the  limitations  on  tax  provided  in  sub¬ 
section  (a)  of  this  section  shall  not  be  effective  unless  the 
beneficiary  at  the  time  of  making  the  election  supplies  such 
information  with  respect  to  the  operation  and  accounts  of  the 
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trust,  for  each  taxable  year  on  the  last  day  of  which  an 
amount  is  deemed  distributed  under  section  666  (a) ,  as  the 
Secretary  or  his  delegate  may  by  regulations  prescribe.” 

(f)  Information  Returns  With  Eespect  to  For¬ 
eign  Trusts. — Subpart  B  of  part  III  of  subchapter  A  of 
chapter  61  (relating  to  information  concerning  transactions 
with  other  persons)  is  amended  by  adding  at  the  end  thereof 
the  following  new  section: 

“SEC.  6047.  RETURNS  AS  TO  CREATION  OF  OR  TRANSFERS 
TO  CERTAIN  FOREIGN  TRUSTS. 

“  (a)  General  Rule. — On  or  before  the  90th  day 

after — 

“  (1)  the  creation  of  any  foreign  trust  by  a  United 
States  person,  or 

“(2)  the  transfer  of  any  money  or  property  to  a 
foreign  trust  by  a  United  States  person, 
the  grantor  in  the  case  of  an  inter  vivos  trust,  the  fiduciary 
of  an  estate  in  the  case  of  a  testamentary  trust,  or  the  trans¬ 
feror,  as  the  case  may  be,  shall  make  a  return  in  compliance 
with  the  provisions  of  subsection  (b) . 

“(b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  trust,  such  informa¬ 
tion  as  the  Secretary  or  his  delegate  prescribes  by  regulation 
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as  necessary  for  carrying  out  the  provisions  of  the  income 
tax  laws. 

“(c)  Cross  References. — 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  sections  6677  and  7203. 

“(2)  For  definition  of  the  term  ‘foreign  trust  created 
by  a  United  States  person’,  see  section  643(d).” 

(g)  Failure  To  File  Information  Returns.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penalties) 
is  amended  by  adding  at  the  end  thereof  the  following  new 
section : 

“SEC.  6677.  FAILURE  TO  FILE  INFORMATION  RETURNS 
WITH  RESPECT  TO  CERTAIN  FOREIGN 
TRUSTS. 

“  (a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6047  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does  not 
show  the  information  required  pursuant  to  such  section,  shall 
pay  a  penalty  equal  to  5  percent  of  the  amount  transferred 
to  a  trust,  but  not  more  than  $1,000,  unless  it  is  shown  that 
such  failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply. — 
Subchapter  B  of  chapter  63  (relating  to  deficiency  proce¬ 
dures  for  income,  estate,  and  gift  taxes)  shall  not  apply  in 
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respect  of  the  assessment  or  collection  of  any  penalty 
imposed  by  subsection  (a) 

(h)  United  States  Person  Defined. — Section 
7701  (a)  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraphs : 

“(30)  United  States  person— The  term 
‘United  States  person’  means — 

“(A)  a  citizen  or  resident  of  the  United  States, 
“(B)  a  domestic  partnership, 

“  (0)  a  domestic  corporation,  and 
“(D)  any  estate  or  trust  (other  than  a  foreign 
estate  or  foreign  trust,  within  the  meaning  of  sec¬ 
tion  7701  (a)  (31)). 

“(31)  Foreign  estate  or  trust.— The  terms 
‘foreign  estate’  and  ‘foreign  trust’  mean  an  estate  or 
trust,  as  the  case  may  be,  the  income  of  which  from 
sources  without  the  United  States  is  not  includible  in 
gross  income  under  subtitle  A.” 

(i)  Technical  Amendments.— 

(1)  The  table  of  sections  for  subpart  D  of  sub¬ 
chapter  J  of  chapter  1  (relating  to  treatment  of  excess 
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distributions  by  trusts)  is  amended  by  adding  at  the  end 
thereof 

“Sec.  669.  Special  rules  applicable  to  certain  foreign  trusts.” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  (relating  to  information 
concerning  transactions  with  other  persons)  is  amended 

by  adding  at  the  end  thereof 

“Sec.  6047.  Returns  as  to  creation  of  or  transfers  to  certain 
foreign  trusts.” 

(3)  The  table  of  sections  for  subchapter  B  of 
chapter  68  (relating  to  assessable  penalties)  is  amended 
by  adding  at  the  end  thereof 

“Sec.  6677.  Failure  to  file  information  returns  with  respect 
to  certain  foreign  trusts.” 

(j)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsections  (f) ,  (g) ,  and  (h)  )  shall 
apply  with  respect  to  distributions  made  in  taxable  years  of 
trusts  beginning  after  the  date  of  the  enactment  of  this  Act. 

SEC.  10.  MUTUAL  INSURANCE  COMPANIES  (OTHER  THAN 
LIFE,  MARINE,  AND  CERTAIN  FIRE  INSURANCE 
COMPANIES),  ETC. 

(a)  Imposition  of  Tax. — So  much  of  part  II  of  sub- 
chapter  L  (relating  to  mutual  insurance  companies,  other 
than  life  or  marine  or  fire  insurance  companies  issuing  per- 
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petual  policies)  of  chapter  1  as  precedes  section  822  is 
amended  to  read  as  follows : 

“PART  II— MUTUAL  INSURANCE  COMPANIES 

(OTHER  THAN  LIFE  AND  CERTAIN 
MARINE  INSURANCE  COMPANIES 
AND  OTHER  THAN  FIRE  INSURANCE 
COMPANIES  WHICH  OPERATE  ON 
BASIS  OF  PERPETUAL  POLICIES  OR 
PREMIUM  DEPOSITS) 

“Sec.  821.  Tax  on  mutual  insurance  companies  to  which 
part  II  applies. 

“Sec.  822.  Determination  of  taxable  investment  income. 

“Sec.  823.  Determination  of  statutory  underwriting  income 
or  loss. 

“Sec.  824.  Adjustments  to  provide  protection  against  losses. 
“Sec.  825.  Unused  loss  deduction. 

“Sec.  826.  Election  by  reciprocal. 

“SEC.  821.  TAX  ON  MUTUAL  INSURANCE  COMPANIES  TO 
WHICH  PART  II  APPLIES. 

“  (a)  Imposition  of  Tax. — A  tax  is  hereby  imposed 
for  each  taxable  year  beginning  after  December  31,  1962, 
on  the  mutual  insurance  company  taxable  income  of  every 
mutual  insurance  company  (other  than  a  bfe  insurance  com¬ 
pany  and  other  than  a  fire  or  marine  insurance  compan} 
subject  to  the  tax  imposed  by  section  831) .  Such  tax  shall 
consist  of — 

u  ( 1 )  Normal  tax. — A  normal  tax  of  25  percent 
of  the  mutual  insurance  company  taxable  income,  or 
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50  percent  of  the  amount  by  which  such  taxable  income 
exceeds  $6,000,  whichever  is  the  lesser;  plus 

“(2)  Surtax. — A  surtax  of,  22  percent  of  the 
mutual  insurance  company  taxable  income  (computed 
without  regard  to  the  deduction  provided  in  section  242 
for  partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(b)  Mutual  Insurance  Company  Taxable  In¬ 
come  Defined. — For  purposes  of  this  part,  the  term  ‘mutual 
insurance  company  taxable  income’  means,  with  respect  to 
any  taxable  year,  the  amount  by  which — 

“  ( 1 )  the  sum  of — 

“(A)  the  taxable  investment  income  (as  de¬ 
fined  in  section  822  (a)  ( 1 )  ) , 

“(B)  the  statutory  underwriting  income  (as 
defined  in  section  823  (a)  (1)),  and 

“(C)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account,  exceeds 
“  (2)  the  sum  of — 

“  (A)  the  investment  loss  (as  defined  in  sec¬ 
tion  822 (a)  (2)  ) , 

“(B)  the  statutory  underwriting  loss  (as  de¬ 
fined  in  section  823  (a)  (2)  ) ,  and 
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“  (0)  the  unused  loss  deduction  provided  by 
section  825  (a) . 

“(c)  Alternative  Tax  for  Certain  Small  Com¬ 
panies— 

“(i)  Imposition  of  tax. — In  the  case  of  taxable 
years  beginning  after  December  31,  1962,  there  is  here¬ 
by  imposed  for  each  taxable  year  on  the  income  of  each 
mutual  insurance  company  to  which  this  subsection 
applies  a  tax  (which  shall  be  in  lieu  of  the  tax  imposed 
by  subsection  (a)  )  computed  as  follows: 

“  (A)  Normal  tax. — A  normal  tax  of  25 
percent  of  the  taxable  investment  income,  or  50 
percent  of  the  amount  by  which  such  taxable  in¬ 
come  exceeds  $3,000,  whichever  is  the  lesser;  plus 
“(B)  Surtax. — A  surtax  of  22  percent  of  the 
taxable  investment  income  (computed  without  re¬ 
gard  to  the  deduction  provided  in  section  242  for 
partially  tax-exempt  interest)  in  excess  of  $25,000. 
“(2)  Gross  amount  received,  over  $75,000 
but  less  titan  $125,000. — If  the  gross  amount  re¬ 
ceived  during  the  taxable  year  from  the  items  described 
in  section  822  (b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  as¬ 
sessments)  is  over  $75,000  but  less  than  $125,000,  the 
tax  imposed  by  paragraph  (1)  shall  be  reduced  to  an 
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amount  which  bears  the  same  proportion  to  the  amount 
of  the  tax  determined  under  paragraph  (1)  as  the 
excess  over  $75,000  of  such  gross  amount  received  bears 
to  $50,000. 

“(3)  Companies  to  which  subsection  ap¬ 
plies.— 

“(A)  In  general. — Except  as  provided  in 
subparagraph  ( B ) ,  this  subsection  shall  apply  to 
every  mutual  insurance  company  (other  than  a  life 
insurance  company  and  other  than  a  fire  or  marine 
insurance  company  subject  to  the  tax  imposed  by 
section  83 1 )  which  received  during  the  taxable  year 
from  the  items  described  in  section  822  (b)  (other 
than  paragraph  (1)  (D)  thereof)  and  premiums 
(including  deposits  and  assessments)  a  gross 
amount  in  excess  of  $75,000  but  not  in  excess  of 
$300,000. 

“(B)  Exceptions. — This  subsection  shall  not 
apply  to  a  mutual  insurance  company  for  the  tax¬ 
able  year  if — 

“(i)  there  is  in  effect  an  election  by  such 
company  made  under  subsection  (d)  to  be  tax¬ 
able  under  subsection  (a)  ;  or 

“  (ii)  there  is  any  amount  in  the  protection 
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1  against  loss  account  at  the  beginning  of  the 

2  taxable  year. 

3  “(d)  Election  To  Include  Statutory  Under- 

4  writing  Income  or  Loss. — 

5  “(1)  In  general. — Any  mutual  insurance  com- 

6  pany  which  is  subject  to  the  tax  imposed  by  subsection 

7  (c)  may  elect,  in  such  manner  and  at  such  time  as  the 

8  Secretary  or  his  delegate  may  by  regulations  prescribe, 

9  to  be  subject  to  the  tax  imposed  by  subsection  (a) . 

10  “(2)  Effect  of  election. — If  an  election  is  made 

11  under  paragraph  (1),  the  electing  company  shall  be 

12  subject  to  the  tax  imposed  by  subsection  (a)  (and  shall 

13  not  be  subject  to  the  tax  imposed  by  subsection  (c)  ) 

14  for  the  first  taxable  year  for  which  such  election  is  made 

15  and  for  all  taxable  years  thereafter  unless  the  Secretary 

16  or  bis  delegate  consents  to  a  revocation  of  such  election. 

17  “(e)  No  United  States  Insurance  Business.— 

18  Eoreign  mutual  insurance  companies  (other  than  a  life 

19  insurance  company  and  other  than  a  fire  or  marine  insurance 

20  company  subject  to  the  tax  imposed  by  section  831)  not 

21  carrying  on  an  insurance  business  within  the  United  States 

22  shall  not  be  subject  to  this  part  but  shall  be  taxable  as  other 

23  foreign  corporations. 
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“  (f)  Cross  References.— 

“(1)  For  exemption  from  tax  of  certain  mutual  insur¬ 
ance  companies,  see  section  501(c)  (15). 

“(2)  For  alternative  tax  in  case  of  capital  gains,  see 
section  1201(a).” 

(b)  Taxable  Investment  Income. — 

(1)  In  general. — Section  822  (relating  to  de¬ 
termination  of  mutual  insurance  company  taxable 
income )  is  amended  by  striking  out  the  heading  and  sub¬ 
section  (a)  and  inserting  in  lieu  thereof  the  following: 

“SEC.  822.  DETERMINATION  OF  TAXABLE  INVESTMENT 

INCOME. 

“  (a)  Definitions.— For  purposes  of  this  part— 

“  ( 1 )  The  term  ‘taxable  investment  income’  means 
the  gross  investment  income,  minus  the  deductions  pro¬ 
vided  in  subsection  (c) . 

“  (2)  The  term  ‘investment  loss’  means  the  amount 
by  which  the  deductions  provided  in  subsection  (c) 
exceed  the  gross  investment  income.” 

(2)  Conforming  amendments.— Subsections  (c) 
and  (e)  of  section  822  are  each  amended  by  striking 
out  “mutual  insurance  company  taxable  income”  each 
place  it  appears  and  inserting  in  lieu  thereof  “taxable 
investment  income”. 
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(3)  Dividends  received  deduction. — Section 
822  (c)  (7)  (relating  to  special  deductions)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sentence : 
“In  applying  section  246  (b)  (relating  to  limitation  on 
aggregate  amount  of  deductions  for  dividends  received) 
for  purposes  of  this  paragraph,  the  reference  in  such 
section  to  ‘taxable  income’  shall  be  treated  as  a  reference 
to  ‘taxable  investment  income’.” 

(4)  Redesign ation  of  section  8  2  3.— Part  II  of 
subchapter  L  of  chapter  1  is  amended  by  striking  out 

“SEC.  823.  OTHER  DEFINITIONS. 

“For  purposes  of  this  part — ”, 

and  inserting  in  lieu  thereof  (at  the  end  of  section  822) 
the  following: 

“  (f)  Definitions. — For  purposes  of  this  part — ”. 
(c)  Statutory  Underwriting  Income  or  Loss. — 
Part  II  of  subchapter  L  of  chapter  1  is  amended  by  adding 
after  section  822  (f)  (as  redesignated  by  subsection  (b)  (4) 
of  this  section)  the  following  new  sections: 

“SEC.  823.  DETERMINATION  OF  STATUTORY  UNDERWRIT¬ 
ING  INCOME  OR  LOSS. 

“  (a)  In  General. — For  purposes  of  this  part — 

“  ( 1 )  The  term  ‘statutory  underwriting  income’ 
means  the  amount  by  which — 

“  (A)  the  gross  income  which  would  be  taken 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


75 


into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  gross  in¬ 
vestment  income,  exceeds 

“(B)  the  sum  of  (i)  the  deductions  which 
would  be  taken  into  account  in  computing  taxable 
income  if  the  taxpayer  were  subject  to  the  tax  im¬ 
posed  by  section  831,  reduced  by  the  deductions 
provided  in  section  822  (c) ,  plus  (ii)  the  deductions 
provided  in  subsection  (c)  and  section  824  (a) . 
“(2)  The  term  ‘statutory  underwriting  loss’  means 
the  excess  of  the  amount  referred  to  in  paragraph 
U)  <B)  over  the  amount  referred  to  in  paragraph 

(1)  (A). 

“  (b)  Modifications. — In  applying  subsection  (a)  — 
“  (1)  Net  operating  loss  deduction. — The  de¬ 
duction  for  net  operating  losses  provided  in  section  172 
shall  not  be  allowed. 

“  (2)  Intekinsubers. — In  the  case  of  a  mutual  in¬ 
surance  company  which  is  an  interinsurer  or  reciprocal 
underwriter — 

“  (A)  there  shall  be  allowed  as  a  deduction  the 
increase  for  the  taxable  year  in  savings  credited  to 
subscriber  accounts,  or 

“(B)  there  shall  be  included  as  an  item  of 
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gross  income  the  decrease  for  the  taxable  year  in 
savings  credited  to  subscriber  accounts. 

For  purposes  of  the  preceding  sentence,  the  term  ‘sav¬ 
ings  credited  to  subscriber  accounts’  means  such  portion 
of  the  surplus  as  is  credited  to  the  individual  accounts 
of  subscribers  before  the  16th  day  of  the  third  month 
following  the  close  of  the  taxable  year,  but  only  if  the 
company  would  be  obligated  to  pay  such  amount 
promptly  to  such  subscriber  if  be  terminated  bis  con¬ 
tract  at  the  close  of  the  company’s  taxable  year.  For 
purposes  of  determining  ,.iis  taxable  income,  the  sub¬ 
scriber  shall  treat  any  such  savings  credited  to  bis  ac¬ 
count  as  a  dividend  paid  or  declared. 

“(c)  Special  Deduction  fob  Small  Company 
Having  Gross  Amount  of  Less  Than  $900,000.— 

“  ( 1 )  In  general. — If  the  gross  amount  received 
during  the  taxable  year  by  a  taxpayer  subject  to  the  tax 
imposed  by  section  821  (a)  from  the  items  described 
in  section  822(b)  (other  than  paragraph  (1)  (D) 
thereof)  and  premiums  (including  deposits  and  assess¬ 
ments)  does  not  equal  or  exceed  $900,000,  then  in 
determining  the  statutory  underwriting  income  or  loss 
for  the  taxable  year  there  shall  be  allowed  an  additional 
deduction  of  $6,000;  except  that  if  such  gross  amount 
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exceeds  $300,000,  such  additional  deduction  shall  be 
equal  to  1  percent  of  the  amount  by  which  $900,000 
exceeds  such  gross  amount. 

“(2)  Limitation. — The  amount  of  the  deduction 
allowed  under  paragraph  (1)  shall  not  exceed  the 
statutory  underwriting  income  for  the  taxable  year, 
computed  without  regard  to  any  deduction  under  this 
subsection  or  section  824  (a) . 

“SEC.  824.  ADJUSTMENTS  TO  PROVIDE  PROTECTION 
AGAINST  LOSSES. 

“  (a)  Allowance  of  Deduction  — 

“(1)  In  general. — In  determining  the  statutory 
underwriting  income  or  loss  for  any  taxable  year  there 
shall  be  allowed  as  a  deduction  the  sum  of — 

“  (A)  an  amount  equal  to  1  percent  of  the  losses 
incurred  during  the  taxable  year  (as  determined 
under  section  832  (b)  (5)  ) ,  plus 

“(B)  an  amount  equal  to  25  percent  of  the 
underwriting  gain  for  the  taxable  year,  plus 

“(C)  if  the  concentrated  windstorm,  etc.,  pre¬ 
mium  percentage  for  the  taxable  year  exceeds  50 
percent,  an  amount  determined  by  applying  so  much 
of  such  percentage  as  exceeds  50  percent  to  the 
underwriting  gain  for  the  taxable  year. 
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For  purposes  of  this  paragraph,  the  term  ‘under¬ 
writing  gain’  means  statutory  underwriting  income,  com¬ 
puted  without  any  deduction  under  this  subsection. 

“  (2)  Special  eule  foe  companies  having  con- 
centbatEd  windstoem,  etc.,  eisks.— For  purposes 
of  paragraph  (1)  (0),  the  term  ‘concentrated  wind¬ 
storm,  etc.,  premium  percentage’  means,  with  respect  to 
any  taxable  year,  the  percentage  obtained  by  dividing — 
“(A)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
defined  in  section  832  (b)  (4)  ) ,  to  the  extent  at¬ 
tributable  to  insuring  against  losses  arising  in  any 
one  State  from  windstorm,  hail,  flood,  earthquake, 
or  similar  hazards,  by 

“(B)  the  amount  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  (as 
so  defined) . 

“(b)  Peotection  Against  Loss  Account.— Each 
insurance  company  subject  to  the  tax  imposed  by  section 
821  (a)  for  any  taxable  year  shall,  for  purposes  of  this  part, 
establish  and  maintain  a  protection  against  loss  account. 

“(c)  Additions  to  Account. — There  shall  be  added 
to  the  protection  against  loss  account  for  each  taxable  year 
an  amount  equal  to  the  amount  allowable  as  a  deduction  for 
the  taxable  year  under  subsection  (a)  (1) . 
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“  ( d )  Subtractions. — 

“  ( 1 )  Annual  subtractions. — After  apptying 
subsection  (c) ,  there  shall  be  subtracted  for  the  taxable 
year  from  the  protection  against  loss  account — 

“(A)  first,  an  amount  equal  to  the  excess  of 
the  statutory  underwriting  loss  for  the  taxable  year 
over  the  underwriting  loss  (as  defined  in  paragraph 
(6)  )  for  the  taxable  year, 

“(B)  then,  the  amount  (if  any)  by  which — 
“  (i)  the  sum  of  the  investment  loss  for 
such  year  and  the  underwriting  loss  for  such 
year,  exceeds 

“  (ii)  the  sum  of  the  statutory  underwrit¬ 
ing  income  for  such  taxable  year  and  the  taxable 
investment  income  for  such  taxable  year, 

“  (0)  next  (in  the  order  in  which  the  losses 
occurred) ,  amounts  equal  to  the  unused  loss  carry¬ 
overs  to  such  year, 

“(D)  next,  any  amount  remaining  which  was 
added  to  the  account  for  the  fifth  preceding  taxable 
year,  minus  one-half  of  the  amount  remaining  in  the 
account  for  such  taxable  year  which  was  added 
by  reason  of  subsection  (a)  (1)  (B)  ,  and 

“(E)  finally,  the  amount  by  which  the  total 
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amount  in  the  account  exceeds  whichever  of  the 
following  is  the  greater: 

“  (i)  10  percent  of  premiums  earned  on  in¬ 
surance  contracts  during  the  taxable  year  (as 
defined  in  section  832(b)  (4)  )  less  dividends 
to  policyholders  (as  defined  in  section 
832(c)  (11)  ),  or 

“  (ii)  the  total  amount  in  the  account  at 
the  close  of  the  preceding  taxable  year. 

“  ( 2 )  Rules  foe  ceiling  on  protection  against 
loss  account. — For  purposes  of  paragraph  (1)  (E) , 
the  total  amount  in  the  account  shall  be  determined — 

“  (A)  after  the  application  of  this  section  with¬ 
out  regard  to  paragraph  (1)  (E) ,  and 

“(B)  without  taking  into  consideration  amounts 
remaining  in  the  account  which  were  added,  with  re¬ 
spect  to  all  taxable  years,  by  reason  of  subsection 
(a)  (1)  (C). 

“(3)  Priorities. — The  amounts  required  to  be 
subtracted  from  the  protection  against  loss  account — 
“(A)  under  subparagraphs  (A),  (B),  and 
(C)  of  paragraph  (1)  shall  be  subtracted— 

(i)  first  (on  a  first-in,  first-out,  basis) 
from  amounts  in  the  account  with  respect  to 
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the  five  preceding  taxable  years  and  the  taxable 
year,  and 

“(ii)  then  from  amounts  in  the  account 
with  respect  to  earlier  years, 

“(B)  under  subparagraph  (E)  of  paragraph 
(1)  shall  be  subtracted  only  from  amounts  in  the 
account  with  respect  to  the  taxable  year,  and 

“(0)  under  paragraphs  (A),  (B),  (C),and 
(E)  of  paragraph  (1)  shall,  if  the  amount  to  be 
subtracted  from  the  total  amounts  in  the  account 
with  respect  to  any  taxable  year  is  less  than  such 
total,  be  subtracted  from  each  of  the  amounts  (re¬ 
ferred  to  in  subsection  (a)  (1)  )  in  the  account  with 
respect  to  such  year  in  the  proportion  which  each 
bears  to  such  total. 

“  (4)  Termination  of  taxability  under  sec¬ 
tion  821. — If  the  taxpayer  is  not  subject  to  tax  under 
section  821  for  any  taxable  year,  the  entire  amount  in 
the  account  at  the  close  of  the  preceding  taxable  year 
shall  he  substracted  from  the  account  in  such  preceding 
taxable  year. 

“(5)  Election  to  subtract  amount  from 

ACCOUNT.— 
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“  (A)  A  taxpayer  may  elect  for  any  taxable 
year  for  which  it  is  subject  to  tax  under  section 
821  (a)  to  subtract  from  its  protection  against  loss 
account  any  amount  which,  but  for  the  application  of 
this  subparagraph,  would  be  in  such  account  as  of 
the  close  of  such  taxable  year. 

“(B)  The  election  provided  by  subparagraph 
(A)  for  any  taxable  year  shall  be  made  (in  such 
manner  and  in  such  form  as  the  Secretary  or  his 
delegate  may  by  regulations  prescribe)  after  the 
close  of  such  taxable  year  and  not  later  than  the  time 
prescribed  by  law  for  filing  the  return  (including 
extensions  thereof)  for  the  taxable  year  following 
such  taxable  year.  Such  an  election,  once  made, 
may  not  be  revoked. 

“(6)  Undekwkiting  loss  defined. — For  pur¬ 
poses  of  paragraph  ( 1 ) ,  the  term  ‘underwriting  loss’ 
means  the  amount  by  which — 

“  (A)  the  deductions  which  would  be  taken 
into  account  in  computing  taxable  income  under 
section  832  if  the  taxpayer  were  subject  to  the  tax 
imposed  by  section  831,  reduced  by  the  sum  of  (i) 
the  deductions  provided  in  section  822  (c) ,  and  (ii) 
the  deduction  for  dividends  to  policyholders  pro¬ 
vided  by  section  832  (c)  (11) ,  exceeds 
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“(B)  the  amount  referred  to  in  section  823 

(a)(1)  (A). 

“SEC.  825.  UNUSED  LOSS  DEDUCTION. 

(a)  Amount  of  Deduction. — For  purposes  of  this 
part,  the  unused  loss  deduction  for  the  taxable  year  shall  be 
an  amount  equal  to  the  unused  loss  carryovers  or  carrybacks 
to  the  taxable  year. 

“(b)  Unused  Loss  Defined. — For  purposes  of  this 
part,  the  term  ‘unused  loss’  means,  with  respect  to  any  tax¬ 
able  year,  the  amount  (if  any)  by  which — 

“  ( 1 )  the  sum  of  the  statutory  underwriting  loss 
and  the  investment  loss,  exceeds 
“  (2)  the  sum  of — 

“  (A)  the  taxable  investment  income, 

“(B)  the  statutory  underwriting  income,  and 
“  (0)  the  amounts  required  by  section  824  (d) 
to  be  subtracted  from  the  protection  against  loss 
account. 

“(c)  Loss  Year  Defined. — For  purposes  of  this  part, 
the  term  ‘loss  year’  means,  with  respect  to  any  company 
subject  to  the  tax  imposed  by  section  821(a),  any  tax¬ 
able  year  in  which  the  unused  loss  (as  defined  in  subsection 
(b)  )  of  such  taxpayer  is  more  than  zero. 

“(d)  Years  to  Which  Carried.— The  unused  loss 
for  any  loss  year  shall  be — 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 


84 


“(1)  an  unused  loss  carryback  to  each  of  the  3 
taxable  years  preceding  the  loss  year,  and 

“(2)  an  unused  loss  carryover  to  each  of  the  5 
taxable  years  following  the  loss  year. 

“(e)  Amount  of  Carrybacks  and  Carryovers.— 
The  entire  amount  of  the  unused  loss  for  any  loss  year  shall 
be  carried  to  the  earliest  of  the  taxable  years  to  which  such 
loss  may  be  carried.  The  portion  of  such  loss  which  shall 
be  carried  to  each  of  the  other  taxable  years  shall  be  the 
excess  (if  any)  of  the  amount  of  such  loss  over  the  sum 
of  the  offsets  (as  defined  in  subsection  (f)  )  for  each  of  the 
prior  taxable  years  to  which  such  loss  may  be  carried. 

“(f)  Offset  Defined. — For  purposes  of  subsection 
(e) ,  the  term  ‘ offset’  means  with  respect  to  any  taxable  year 
(hereinafter  referred  to  as  the  ‘offset  year’)  — 

“  ( 1 )  in  the  case  of  an  unused  loss  carryback  from 
the  loss  year  to  the  offset  year,  the  mutual  insurance 
company  taxable  income  for  the  offset  year;  or 

“  (2)  in  the  case  of  an  unused  loss  carryover  from 
the  loss  year  to  the  offset  year,  an  amount  equal  to  the 
sum  of — 

“(A)  the  amount  required  to  be  subtracted 
from  the  protection  against  loss  account  under  sec¬ 
tion  824(d)  (1)  (C)  for  the  offset  year,  plus 
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“  (B)  the  mutual  insurance  company  taxable 
income  for  the  offset  year. 

For  purposes  of  paragraphs  (1)  and  (2)  (B),  the  mutual 
insurance  taxable  income  for  the  offset  year  shall  he  deter¬ 
mined  without  regard  to  any  unused  loss  carryback  or  carry¬ 
over  from  the  loss  year  or  any  taxable  year  thereafter. 

“  (g)  Limitations. — For  purposes  of  this  part,  an  un¬ 
used  loss  shall  not  be  carried — 

“  (1)  to  or  from  any  taxable  year  beginning  before 
January  1,  1963, 

“  (2)  to  or  from  any  taxable  year  for  which  the 
insurance  company  is  not  subject  to  the  tax  imposed  by 
section  821  (a) ,  nor 

“  (3)  to  any  taxable  year  if,  between  the  loss  year 
and  such  taxable  year,  there  is  an  intervening  taxable 
year  for  which  the  insurance  company  was  not  subject 
to  the  tax  imposed  by  section  821  (a) . 

“SEC.  826.  ELECTION  BY  RECIPROCAL. 

“  (a)  In  General. — Except  as  otherwise  provided  in 
this  section,  any  mutual  insurance  company  which  is  an 
interinsurer  or  reciprocal  underwriter  (hereinafter  in  this 
section  referred  to  as  a  ‘reciprocal’)  subject  to  the  taxes  im¬ 
posed  by  section  821  (a)  may,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  elect  to  be  subject  to  the 
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limitation  provided  in  subsection  (b) .  Suck  election  shall 
be  effective  for  the  taxable  year  for  which  made  and  for  all 
succeeding  taxable  years,  and  shall  not  be  revoked  except 
with  the  consent  of  the  Secretary  or  his  delegate. 

“  (b)  Limitation. — The  deduction  for  amounts  paid  or 
incurred  in  the  taxable  year  to  the  attorney-in-fact  by  a 
reciprocal  making  the  election  provided  in  subsection  (a) 
shall  be  limited  to,  but  in  no  case  increased  by,  the  deductions 
of  the  attomey-in-fact  allocable,  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate,  to  the 
income  received  by  the  attomey-in-fact  from  the  reciprocal. 

“  (c)  Exception. — An  election  may  not  be  made  by  a 
reciprocal  under  subsection  (a)  unless  the  attomey-in-fact 
of  such  reciprocal — 

“(1)  is  subject  to  the  taxes  imposed  by  section  11 
(b)  and  (c)  ; 

“(2)  consents  in  such  manner  as  the  Secretary  or 
his  delegate  shall  prescribe  by  regulations  to  make 
available  such  information  as  may  be  required  during  the 
period  in  which  the  election  provided  in  subsection  (a) 
is  in  effect,  under  regulations  prescribed  by  the  Secretary 
or  his  delegate ; 

“  (3)  reports  the  income  received  from  the  recipro- 
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cal  and  the  deductions  allocable  thereto  under  the  same 
method  of  accounting  under  which  the  reciprocal  reports 
deductions  for  amounts  paid  to  the  attorney-in-fact;  and 
“  (4)  files  its  return  on  the  calendar  year  basis. 

(d)  Special  Rule. — For  purposes  of  computing  the 
deduction  provided  in  section  824  (a)  and  the  additions  to 
the  account  provided  by  section  824  (c)  with  respect  to  any 
reciprocal  electing  to  be  subject  to  the  limitation  provided 
in  subsection  (b),  such  limitation  shall  not  be  taken  into 
account. 

“  (e)  Credit. — Any  reciprocal  electing  to  be  subject  to 
the  limitation  provided  in  subsection  (b)  shall  be  credited 
with  so  much  of  the  tax  paid  by  the  attomey-in-fact  as  is 
attributable,  under  regulations  prescribed  by  the  Secre¬ 
tary  or  his  delegate,  to  the  income  received  by  the  attomey- 
in-fact  from  the  reciprocal  in  such  taxable  year. 

“(f)  Surtax  Exemption  Denied. — Any  increase  in 
taxable  income  of  a  reciprocal  attributable  to  the  limitation 
provided  in  subsection  (b)  shall  be  taxed  without  regard 
to  the  surtax  exemption  provided  in  section  821  (a)  (2). 

“(g)  Adjustment  for  Refund.— If  for  any  taxable 
year  an  attomey-in-fact  is  allowed  a  credit  or  refund  for 
taxes  paid  with  respect  to  which  a  reciprocal  was  allowed 
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a  credit  under  subsection  (e) ,  the  taxes  of  such  reciprocal 
for  such  taxable  year  shall  be  properly  adjusted  under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate. 

“(h)  Taxes  of  Attorney-in-Fact  Unaffected.— 
Nothing  in  this  section  shall  increase  or  decrease  the  taxes 
imposed  by  this  chapter  on  the  income  of  the  attomey-in- 
fact.” 

(d)  Mutual  Fire  Insurance  Companies  Operat¬ 
ing  on  Basis  of  Premium  Deposits.— 

(i)  Application  of  section  8  31(a). — Section 
831  (a)  (imposing  a  tax  on  certain  mutual  marine  and 
fire  insurance  companies  and  on  stock  insurance  com¬ 
panies  which  are  not  life  insurance  companies)  is 
amended  to  read  as  follows : 

“  (a)  Imposition  of  Tax. — Taxes  computed  as  pro¬ 
vided  in  section  11  shall  be  imposed  for  each  taxable  year  or 
the  taxable  income  of — 

“(i)  every  insurance  company  (other  than  a  life 
or  mutual  insurance  company ) , 

“  (2)  every  mutual  marine  insurance  company,  and 
“  ( 3 )  every  mutual  fire  insurance  company — 

“  (A)  exclusively  issuing  perpetual  policies,  or 
“(B)  whose  principal  business  is  the  issuance 
of  policies  for  which  the  premium  deposits  are  the 
same,  regardless  of  the  length  of  the  term  for  which 
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the  policies  are  written,  if  the  unabsorbed  portion 
of  such  premium  deposits  not  required  for  losses, 
expenses,  or  establishment  of  reserves  is  returned  or 
credited  to  the  policyholder  on  cancellation  or  ex¬ 
piration  of  the  policy.” 

(2)  Treatment  of  unabsorbed  premium  de¬ 
posits. — Section  832  (b)  (4)  (relating  to  definition  of 
premiums  earned)  is  amended  by  adding  at  the  end 
thereof  the  following  new  sentence:  “For  purposes  of 
this  subsection,  unearned  premiums  of  mutual  fire  in¬ 
surance  companies  described  in  section  831  (a)  (3)  (B) 
means  (with  respect  to  the  policies  described  in  section 
831(a)  (3)  (B)  )  the  amount  of  unabsorbed  premium 
deposits  which  the  company  would  be  obligated  to  re¬ 
turn  to  its  policyholders  at  the  close  of  the  taxable  year 
if  all  of  its  policies  were  terminated  at  such  time;  and 
the  determination  of  such  amount  shall  be  based  on  the 
schedule  of  unabsorbed  premium  deposit  returns  for  each 
such  company  then  in  effect.” 

(3)  Conforming  amendment.— Section  832(b) 
(1)  (C)  is  amended  by  striking  out  “section  831  (a) ,” 
and  inserting  in  lieu  thereof  “section  831  (a)  (3)  (A) ,”. 

(4)  Adjustment^  premium  deposit.— Section 
832  (c)  (11)  is  amended  to  read  as  follows: 

“(11)  dividends  and  similar  distributions  paid  or 
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declared  to  policyholders  in  their  capacity  as  such,  ex¬ 
cept  in  the  case  of  a  mutual  fire  insurance  company  de¬ 
scribed  in  section  831(a)  (3)  (A).  For  purposes  of 
the  preceding  sentence,  the  term  ‘dividends  and  similar 
distributions’  includes  amounts  returned  or  credited  to 
policyholders  on  cancellation  or  expiration  of  policies 
described  in  section  831  (a)  (3)  (B).  For  purposes  of 
this  paragraph,  the  term  ‘paid  or  declared’  shall  be  con¬ 
strued  according  to  the  method  of  accounting  regularly 
employed  in  keeping  the  hooks  of  the  insurance  com¬ 
pany;  and”. 

(5)  Additional  item  of  income. — Section 
832  (b)  (1)  is  amended  by  striking  out  “and”  at  the  end 
of  subparagraph  (B) ,  by  striking  out  the  period  at  the 
end  of  subparagraph  (C)  and  inserting  in  lieu  thereof 
“,  and”,  and  by  adding  at  the  end  thereof  the  following 
new  subparagraph: 

“(D)  in  the  case  of  a  mutual  fire  insurance 
company  described  in  section  831(a)  (3)  (B),  an 
amount  equal  to  2  percent  of  the  premiums  earned 
on  insurance  contracts  during  the  taxable  year  with 
respect  to  policies  described  in  section  831  (a)  (3) 
(B)  after  deduction  of  premium  deposits  returned 
or  credited  during  the  same  taxable  year.” 

(e)  Election  of  Certain  Mutual  Companies  To 
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1  Be  Taxed  on  Total  Income. — Section  831  is  amended 

2  by  redesignating  subsection  (c)  as  subsection  (d) ,  and  by 

3  inserting  after  subsection  (b)  the  following  new  subsection: 

4  “(c)  Election  foe  Multiple  Line  Company  To  Be 

5  Taxed  on  Total  Income  .— 

6  “(1)  In  general. — Any  mutual  insurance  com- 

7  pany  engaged  in  writing  marine,  fire,  and  casualty  insur- 

8  ance  which  for  any  5-year  period  beginning  after 

9  December  31,  1941,  and  ending  before  January  1,  1962, 

10  was  subject  to  the  tax  imposed  by  section  831  (or  the 

11  tax  imposed  by  corresponding  provisions  of  prior  law) 

12  may  elect,  in  such  manner  and  at  such  time  as  the 

13  Secretary  or  his  delegate  may  by  regulations  prescribe, 

14  to  be  subject  to  the  tax  imposed  by  section  831,  whether 

15  or  not  marine  insurance  is  its  predominant  source  of 

16  premium  income. 

17  “(2)  Effect  of  election. — If  an  election  is 

18  made  under  paragraph  (1) ,  the  electing  company  shall 

19  (in  lieu  of  being  subject  to  the  tax  imposed  by  section 

20  821)  be  subject  to  the  tax  imposed  by  this  section  for 

21  taxable  years  beginning  after  December  31,  1961. 

22  Such  election  shall  not  be  revoked  except  with  the  con- 

23  sent  of  the  Secretary  or  his  delegate.” 

24  (f)  Technical  Amendments,  etc.— 

(1)  Credit  for  foreign  taxes. — Section  841 
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(relating  to  credit  for  foreign  taxes)  is  amended 
by  striking  out  “and”  at  the  end  of  paragraph  (1) ,  by 
renumbering  paragraph  (2)  as  paragraph  (3),  and  by 
inserting  after  paragraph  (1)  the  following  new  para¬ 
graph  : 

“(2)  in  the  case  of  the  tax  imposed  by  section 
821  (a) ,  the  mutual  insurance  company  taxable  income 
(as  defined  in  section  821  (b)  )  ;  and  in  the  case  of  the 
tax  imposed  by  section  821  (c) ,  the  taxable  investment 
income  (as  defined  in  section  822(a)),  and”. 

(2)  Adjustments  to  basis  for  depreciation 
sustained. — Section  1016(a)  (3)  (relating  to  adjust¬ 
ments  to  basis  for  depreciation,  etc.,  sustained)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B),  by  inserting  “and”  at  the  end  of  sub- 
paragraph  (C) ,  and  by  inserting  after  subparagraph 
(C)  the  following  new  subparagraph: 

“(D)  since  February  28,  1913,  during  which 
such  property  was  held  by  a  person  subject  to  tax 
imder  part  II  of  subchapter  L  (or  the  corresponding 
provisions  of  prior  income  tax  laws) ,  to  the  extent 
that  paragraph  (2)  does  not  apply,”. 

(3)  Alternative  tax  on  capital  gains. — 
Section  1201  (a)  (relating  to  alternative  tax  on  corpo- 
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rations)  is  amended  by  striking  out  “821  (a)  (1)  or 
(b) ,”  and  inserting  in  lieu  thereof  “821  (a)  or  (c),”. 

(4)  Clerical  amendment.— The  table  of  parts 
for  subchapter  L  is  amended  by  striking  out  the  portion 
referring  to  part  II  and  inserting  in  lieu  thereof  the 
following : 

“Part  II.  Mutual  insurance  companies  (other  than  life  and 
certain  marine  insurance  companies  and  other 
than  fire  insurance  companies  which  operate  on 
basis  of  perpetual  policies  or  premium  de¬ 
posits) 

(g)  Effective  Date. — The  amendments  made  by  this 
section  (other  than  by  subsection  (e)  )  shall  apply  with  re¬ 
spect  to  taxable  years  beginning  after  December  31,  1962. 

SEC.  11.  DOMESTIC  CORPORATIONS  RECEIVING  DIVI¬ 
DENDS  FROM  FOREIGN  CORPORATIONS. 

(a)  Entire  Amount  of  Foreign  Tax  To  Be  Taken 
Into  Account.— 

( 1 )  Definition  of  accumulated  profits.— So 
much  of  paragraph  (1)  of  section  902  (c)  (relating  to 
applicable  rules  for  computing  credit  for  corporate  stock¬ 
holder  in  foreign  corporation)  as  precedes  the  semicolon 
is  amended  to  read  as  follows : 

“(i)  The  term  ‘accumulated  profits’,  when  used  in 
this  section  in  reference  to  a  foreign  corporation,  means 
the  amount  of  its  gains,  profits,  or  income  computed 
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without  reduction  by  the  amount  of  the  income,  war 
profits,  and  excess  profits  taxes  imposed  on  or  with  re¬ 
spect  to  such  profits  or  income  by  any  foreign  country 
or  any  possession  of  the  United  States”. 

(2)  Conforming  amendments. — 

(A)  Section  902  (a)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  insert¬ 
ing  in  lieu  thereof  “which  the  amount  of  such 
dividends  (determined  without  regard  to  section 
78)  bears  to  the  amount  of  such  accumulated  profits 
in  excess  of  such  income,  war  profits,  and  excess 
profits  taxes  (other  than  those  deemed  paid)”. 

(B)  Section  902(b)  is  amended  by  striking 
out  “which  the  amount  of  such  dividends  bears  to 
the  amount  of  such  accumulated  profits”  and  in¬ 
serting  in  lieu  thereof  “which  the  amount  of  such 
dividends  bears  to  the  amount  of  such  accumulated 
profits  in  excess  of  such  income,  war  profits,  and 
excess  profits  taxes”. 

(b)  Inclusion  in  Gross  Income  of  Amount 
Equal  to  Taxes  Deemed  Paid. — Part  II  of  subchapter  B 
of  chapter  1  (relating  to  items  specifically  included  in  gross 
income)  is  amended  by  adding  at  the  end  thereof  the  fol¬ 
lowing  new  section : 
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“SEC.  78.  DIVIDENDS  RECEIVED  FROM  FOREIGN  CORPO¬ 
RATIONS  BY  DOMESTIC  CORPORATIONS  CHOOS¬ 
ING  FOREIGN  TAX  CREDIT. 

“If  a  domestic  corporation  chooses  to  have  the  benefits 
of  subpart  A  of  part  III  of  subchapter  N  (relating  to  foreign 
tax  credit)  for  any  taxable  year,  an  amount  equal  to  the 
taxes  deemed  to  be  paid  by  such  corporation  under  section 
902  (relating  to  credit  for  corporate  stockholder  in  foreign 
corporation)  or  under  section  957  (a)  (relating  to  taxes 
paid  by  foreign  corporation)  for  such  taxable  year  shall  be 
treated  for  purposes  of  this  title  (other  than  section  245)  as 
a  dividend  received  by  such  domestic  corporation  from  the 
foreign  corporation.” 

(c)  Determination  of  Source  of  Dividends  Re¬ 
ceived  From  Certain  Foreign  Corporations. — Section 
861(a)  (2)  (B)  (relating  to  dividends  from  foreign  cor¬ 
porations  treated  as  income  from  sources  within  the  United 
States)  is  amended  by  striking  out  “to  the  extent  exceeding 
the  amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”  and  inserting  in  beu  thereof  “to 
the  extent  exceeding  the  amount  which  is  100/85ths  of  the 
amount  of  the  deduction  allowable  under  section  245  in 
respect  of  such  dividends”. 

(d)  Repeal  of  Section  902  (d)  .—Subsection  (d) 
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(relating  to  special  rules  for  certain  wholly  owned  foreign 
corporations)  is  hereby  repealed. 

(e)  Technical  Amendments. — 

(1)  The  table  of  sections  for  part  II  of  subchapter 
B  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Sec.  78.  Dividends  received  from  foreign  corporations  by 
domestic  corporations  choosing  foreign  tax 
credit.” 

(2)  Section  535(b)  (1)  and  the  first  sentence  of 
section  545(b)  (1)  are  each  amended  by  striking  out 
“accrued  during  the  taxable  year,”  and  inserting  in  lieu 
thereof  “accrued  during  the  taxable  year  or  deemed  to 
be  paid  by  a  domestic  corporation  under  section  902  for 
the  taxable  year,”. 

(3)  Section  901(d)  is  amended  by  adding  the 

following  new  paragraph: 

“(4)  For  reduction  of  credit  for  failure  of  a  United 
States  person  to  furnish  certain  information  with  respect 
to  a  foreign  corporation  controlled  by  him,  see  section 
6038.” 

(4)  Section  902  is  amended  by  striking  out  subsec¬ 
tion  (e)  and  inserting  in  lieu  thereof  the  following: 
“(d)  Ckoss  Refekences.— 

“(1)  For  inclusion  in  gross  income  of  an  amount  equal 
to  taxes  deemed  paid  under  this  section,  see  section  78. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 
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1  (f)  Effective  Date. — The  amendments  made  by  this 

2  section  shall  apply — 

3  (1)  in  respect  of  any  distribution  received  by  a 

4  domestic  corporation  after  December  31,  1964,  and 

5  (2)  in  respect  of  any  distribution  received  by  a 

6  domestic  corporation  before  January  1,  1965,  in  a  tax- 

7  able  year  of  such  corporation  beginning  after  December 

8  31,  1962,  but  only  to  the  extent  that  such  distribution 

9  is  made  out  of  the  accumulated  profits  of  a  foreign 

10  corporation  for  a  taxabn3  year  (of  such  foreign  corpora- 

11  tion)  beginning  after  December  31,  1962. 

12  For  purposes  of  paragraph  (2),  a  distribution  made  by  a 

13  foreign  corporation  out  of  its  profits  which  are  attributable 

14  to  a  distribution  received  from  a  foreign  subsidiary  to  which 

15  section  902  (b)  applies  shall  be  treated  as  made  out  of  the 

16  accumulated  profits  of  a  foreign  corporation  for  a  taxable 

17  year  beginning  before  January  1,  1963,  to  the  extent  that 

18  such  distribution  was  paid  out  of  the  accumulated  profits  of 

19  such  foreign  subsidiary  for  a  taxable  year  beginning  before 

20  January  1,  1963. 


H.R.  10650 - 7 
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SEC.  12.  EARNED  INCOME  FROM  SOURCES  WITHOUT  THE 

UNITED  STATES. 

(a)  Limitation  on  Amount  and  Type  of  Income 
Excluded. — Section  911  (relating  to  earned  income  from 
sources  without  the  United  States)  is  amended  to  read  as 
follows : 

“SEC.  911.  EARNED  INCOME  FROM  SOURCES  WITHOUT 
THE  UNITED  STATES. 

“  (a)  General  Eule. — The  following  items  shall  not 
be  included  in  gross  income  and  shall  be  exempt  from  taxa¬ 
tion  under  this  subtitle: 

“  ( 1 )  Bona  fide  resident  of  foreign  coun¬ 
try. — In  the  case  of  an  individual  citizen  of  the  United 
States  who  establishes  to  the  satisfaction  of  the  Secre¬ 
tary  or  his  delegate  that  he  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  which  includes  an  entire  taxable  year,  amounts 
received  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency  there¬ 
of)  which  constitute  earned  income  attributable  to  serv¬ 
ices  performed  during  such  uninterrupted  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

“(2)  Presence  in  foreign  country  for  17 
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months. — In  the  case  of  an  individual  citizen  of  the 
United  States  who  during  any  period  of  18  consecutive 
months  is  present  in  a  foreign  country  or  countries  dur¬ 
ing  at  least  510  full  days  in  such  period,  amounts  re¬ 
ceived  from  sources  without  the  United  States  (except 
amounts  paid  by  the  United  States  or  any  agency 
thereof)  which  constitute  earned  income  attributable  to 
services  performed  during  such  18-month  period.  The 
amount  excluded  under  this  paragraph  for  any  taxable 
year  shall  be  computed  by  applying  the  special  rules 
contained  in  subsection  (c) . 

An  individual  shall  not  be  allowed,  as  a  deduction  from  his 
gross  income,  any  deductions  (other  than  those  allowed  by 
section  151,  relating  to  personal  exemptions)  properly  allo¬ 
cable  to  or  chargeable  against  amounts  excluded  from  gross 
income  under  this  subsection. 

“(b)  Definition  of  Earned  Income. — For  purposes 
of  this  section,  the  term  ‘earned  income’  means  wages,  sal¬ 
aries,  or  professional  fees,  and  other  amounts  received  as 
compensation  for  personal  services  actually  rendered,  but 
does  not  include  that  part  of  the  compensation  derived  by 
the  taxpayer  for  personal  services  rendered  by  him  to  a 
corporation  which  represents  a  distribution  of  earnings  or 
profits  rather  than  a  reasonable  allowance  as  compensation 
for  the  personal  services  actually  rendered.  In  the  case  of 
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a  taxpayer  engaged  in  a  trade  or  business  in  which  both 
personal  services  and  capital  are  material  income-producing 
factors,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  reasonable  allowance  as  compensation  for  the 
personal  services  rendered  by  the  taxpayer,  not  in  excess  of 
30  percent  of  his  share  of  the  net  profits  of  such  trade  or 
business,  shall  be  considered  as  earned  income. 

“(c)  Special  Rules. — For  purposes  of  computing  the 
amount  excludable  under  subsection  (a) ,  the  following  rules 
shall  apply: 

“  ( l )  Limitations  on  amount  of  exclusion. — 
The  amount  excluded  from  the  gross  income  of  an 
individual  under  subsection  (a)  for  any  taxable  year 
shall  not  exceed  an  amount  which  shall  be  computed  on 
a  daily  basis  at  an  annual  rate  of — 

“(A)  except  as  provided  in  subparagraph  (B), 
$20,000  in  the  case  of  an  individual  who  qualifies 
under  subsection  (a) ,  or 

“(B)  $35,000  in  the  case  of  an  individual  who 
qualifies  under  subsection  (a)  (1),  but  only  with 
respect  to  that  portion  of  such  taxable  year  occurring 
after  such  individual  has  been  a  bona  fide  resident 
of  a  foreign  country  or  countries  for  an  uninterrupted 
period  of  3  consecutive  years. 

“  (2)  Attribution  to  year  in  which  services 
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are  performed. — For  purposes  of  applying  paragraph 
( 1 ) ,  amounts  received  shall  he  considered  received  in 
the  taxable  year  in  which  the  services  to  which  the 
amounts  are  attributable  are  performed. 

“(3)  Treatment  of  community  income. — In 
applying  paragraph  (1)  with  respect  to  amounts  re¬ 
ceived  for  services  performed  by  a  husband  or  wife 
which  are  community  income  under  community  prop¬ 
erty  laws  applicable  to  such  income,  the  aggregate 
amount  excludable  under  subsection  (a)  from  the  gross 
income  of  such  husband  and  wife  shall  equal  the  amount 
which  would  be  excludable  if  such  amounts  did  not  con¬ 
stitute  such  community  income. 

“(4)  Requirement  as  to  time  of  receipt. — 
No  amount  received  after  the  close  of  the  taxable  year 
following  the  taxable  year  in  which  the  services  to  which 
the  amounts  are  attributable  are  performed  may  be  ex¬ 
cluded  under  subsection  (a) . 

“  (5)  Certain  amounts  not  excludable.— No 

amount — 

“  (A)  received  as  a  pension  or  annuity,  or 
“(B)  included  in  gross  income  by  reason  of 
section  402  (b)  (relating  to  taxability  of  benefi¬ 
ciary  of  non-exempt  trust) ,  section  403  (c)  (relat¬ 
ing.  to  taxability  of  beneficiary  under  a  non-quali- 
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1  fied  annuity) ,  or  section  403  (d)  (relating  to 

2  taxability  of  beneficiary  under  certain  forfeitable 

3  contracts  purchased  by  exempt  organizations) , 

4  may  be  excluded  under  subsection  (a) . 

5  “(d)  Cross  Keferences. — 

“For  administrative  and  penal  provisions  relating  to 
the  exclusion  provided  for  in  this  section,  see  sections 
6001, 6011,  6012(c),  and  the  other  provisions  of  subtitle  F." 

6  (b)  Computation  of  Employees’  Contribu- 

7  tions. — Section  72  (f)  (relating  to  special  rules  for  compute 

8  ing  employees’  contributions)  is  amended  by  adding  after 

9  paragraph  (2)  the  following  new  sentences: 

10  “Paragraph  (2)  shall  not  apply  to  amounts  which  were  con- 

11  tributed  by  the  employer  after  December  31,  1962,  and 

12  which  would  not  have  been  includible  in  the  gross  income  of 

13  the  employee  by  reason  of  the  application  of  section  911  if 

14  such  amounts  had  been  paid  directly  to  the  employee  at  the 

15  time  of  contribution.  The  preceding  sentence  shall  not  apply 

16  to  amounts  which  were  contributed  by  the  employer,  as  de- 

17  termined  under  regulations  prescribed  by  the  Secretary  or  his 

18  delegate,  to  provide  pension  or  annuity  credits,  to  the  extent 

19  such  credits  are  attributable  to  services  performed  before 

20  January  1,  1963,  and  are  provided  pursuant  to  pension  or 

21  annuity  plan  provisions  in  existence  on  March  12,  1962, 

22  and  on  that  date  applicable  to  such  services.” 
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(c)  Effective  Date.— 

(1)  In  geneeal. — Except  as  provided  in  parar 
graph  ( 2 ) ,  the  amendments  made  by  this  section  shall 
apply  to  taxable  years  ending  after  December  31,  1962. 

(2)  Amendments  to  section  911.— The  amend¬ 
ment  made  by  subsection  (a)  shall  apply  only  with 
respect  to  amounts  received  after  December  31,  1962, 
and  which  are  attributable  either  to — 

(A)  services  performed  after  such  date,  or 

(B)  services  performed  on  or  before  such  date, 
but  only  if  on  March  12,  1962,  there  existed 
no  right  (whether  forfeitable  or  nonforfeitable)  to 
receive  such  amounts. 

SEC.  13.  CONTROLLED  FOREIGN  CORPORATIONS. 

(a)  In  General. — Part  III  of  subchapter  N  of  chapter 
1  (relating  to  income  from  sources  without  the  United 
States)  is  amended  by  adding  at  the  end  thereof  the  follow¬ 
ing  new  subpart: 

“Subpart  F — Controlled  Foreign  Corporations 

“Sec.  951.  Amounts  included  in  gross  income  of  United 
States  persons. 

“Sec.  952.  Subpart  F  income  defined. 

“Sec.  953.  Investment  of  earnings  in  nonqualified  property. 
“Sec.  954.  Controlled  foreign  corporations. 

“Sec.  955.  Rules  for  determining  stock  ownership. 

“Sec.  956.  Exclusion  from  gross  income  of  previously 
taxed  earnings  and  profits. 

“Sec.  957.  Special  rules  for  foreign  tax  credit. 

“Sec.  958.  Adjustments  to  basis  of  stock  in  controlled  for¬ 
eign  corporations  and  of  other  property. 
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“SEC.  951.  AMOUNTS  INCLUDED  IN  GROSS  INCOME  OF 

UNITED  STATES  PERSONS. 

“  (a)  Amounts  Included.— 

“  ( 1 )  In  general. — If  a  foreign  corporation  is  a 
controlled  corporation  on  any  day  of  a  taxable  year  be¬ 
ginning  after  December  31,  1962,  every  United  States 
person  (as  defined  in  section  7701  (a)  (30)  )  who  owns 
(within  the  meaning  of  section  955  (a)  )  stock  in  such 
corporation  on  the  last  day,  in  such  year,  on  which  such 
corporation  is  a  controlled  foreign  corporation  shall  in¬ 
clude  in  his  gross  income,  for  his  taxable  year  in  which 
or  with  which  such  taxable  year  of  the  corporation 
ends — 

‘‘(A)  his  pro  rata  share  (determined  under 
paragraph  (2)  )  of  the  corporation’s  subpart  F 
income  for  such  year,  and 

“(B)  his  pro  rata  share  (determined  under 
section  953(a)  (2))  of  the  corporation’s  increase 
in  earnings  invested  in  nonqualified  property  for 
such  year  (but  only  to  the  extent  not  excluded 
from  gross  income  under  section  956(a)  (2)  ). 

“  (2)  Pro  rata  share  of  subpart  f  income. — 
The  pro  rata  share  referred  to  in  paragraph  (1)  (A) 
in  the  case  of  any  United  States  person  is  the  amount— 
“  (A)  which  would  have  been  distributed  with 
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respect  to  the  stock  which  such  person  owns  (with¬ 
in  the  meaning  of  section  955  (a)  )  in  such  cor¬ 
poration  if  on  the  last  day,  in  its  taxable  year,  on 
which  the  corporation  is  a  controlled  foreign  cor¬ 
poration  it  had  distributed  pro  rata  to  its  share¬ 
holders  an  amount  (i)  which  bears  the  same  ratio 
to  its  subpart  F  income  for  the  taxable  year,  as 
(ii)  the  part  of  such  year  during  which  the  corpora¬ 
tion  is  a  controlled  foreign  corporation  bears  to  the 
entire  year,  reduced  by 

“(B)  the  amount  of  any  distribution  received 
by  any  other  United  States  person  during  such 
year  as  a  dividend  with  respect  to  such  stock. 

“(3)  Limitation  on  amount  of  peo  eata 

SHAPE  OF  INVESTMENT  IN  NONQUALIFIED  PBOPEETY 

included  in  geoss  income.— For  purposes  of  para¬ 
graph  (1)  (B) ,  the  pro  rata  share  of  any  United  States 
person  in  the  increase  of  the  earnings  of  a  controlled 
foreign  corporation  invested  in  nonqualified  property 
shall  not  exceed  an  amount  (A)  which  bears  the  same 
ratio  to  his  pro  rata  share  of  such  increase  (as  deter¬ 
mined  under  section  953(a)(2))  for  the  taxable 
year,  as  (B)  the  part  of  such  year  during  which  the 
corporation  is  a  controlled  foreign  corporation  bears  to 
the  entire  year. 
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“  (b)  Less  Than  10-Percent  Ownership. — No  per¬ 
son  shall  be  required  to  include  any  amount  in  gross  income 
under  subsection  (a)  unless  he  can  be  considered,  by  apply¬ 
ing  the  rules  of  ownership  of  section  955(b),  as  owning, 
directly  or  indirectly,  on  any  day  during  the  taxable  year 
of  the  corporation  on  which  it  was  a  controlled  foreign  cor¬ 
poration,  10  percent  or  more  of  the  total  combined  voting 
power  of  all  classes  of  stock,  or  of  the  total  value  of  shares 
of  all  classes  of  stock,  of  such  corporation. 

“(c)  Coordination  With  Election  of  a  Foreign 
Investment  Company  To  Distribute  Income. — A 
United  States  person  who,  for  his  taxable  year,  is  a  qualified 
shareholder  (within  the  meaning  of  section  1247  (c)  )  of  a 
foreign  investment  company  with  respect  to  which  an  elec¬ 
tion  under  section  1247  is  in  effect  shall  not  be  required  to 
include  in  gross  income,  for  such  taxable  year,  subpart  F 
income  of  such  company. 

“SEC.  952.  SUBPART  F  INCOME  DEFINED. 

“  (a)  In  General.— 

“  ( 1 )  Items  taken  into  account. — For  purposes 
of  this  subpart,  the  term  ‘subpart  F  income’  means,  in 
the  case  of  any  controlled  foreign  corporation,  the  sum 
of — 

“  (A)  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  ) , 
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“(B)  income  from  United  States  patents, 
copyrights,  and  exclusive  formulas  and  processes 
(as  determined  under  subsection  (c)  ) ,  and 

“(C)  the  net  foreign  base  company  income 
(as  determined  under  subsection  (d)  ) ,  except  that 
this  subparagraph  shall  apply  only  in  the  case  of  a 
controlled  foreign  corporation  in  which  5  or  fewer 
United  States  persons  own,  by  applying  the  rules  of 
ownership  of  section  955  (b) ,  more  than  50  percent 
of  the  total  combined  voting  power  of  all  classes  of 
stock  entitled  to  vote. 

“(2)  Exclusion  of  united  states  income. — 
Subpart  F  income  does  not  include  any  item  includible 
in  gross  income  under  this  chapter  (other  than  this  sub¬ 
part)  as  income  derived  from  sources  within  the  United 
States  of  a  foreign  corporation  engaged  in  trade  or 

business  in  the  United  States. 

“  (3)  Not  to  exceed  earnings  and  profits. — 
The  subpart  F  income  of  any  controlled  foreign  corpora¬ 
tion  for  any  taxable  year  shall  not  exceed  the  earnings 
and  profits  of  such  corporation  for  such  year. 

“(b)  Income  From  Insurance  of  United  States 

Risks.— 

“  ( 1 )  General  rule— If  a  controlled  foreign  cor¬ 
poration  receives  premiums  or  other  consideration  in 
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respect  of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract — 

“(A)  in  connection  with  property  in,  or  resi¬ 
dents  of,  the  United  States,  or 

“(B)  in  connection  with  property  not  in,  or 
nonresidents  of,  the  United  States  as  the  result  of 
any  arrangement  whereby  another  corporation  re¬ 
ceives  a  substantially  equal  amount  of  premiums  or 
other  consideration  in  respect  of  any  reinsurance  or 
the  issuing  of  any  insurance  or  annuity  contract  in 
connection  with  property  in,  or  residents  of,  the 
United  States, 

then  for  purposes  of  subsection  (a)  (1)  (A),  the  term 
‘income  derived  from  the  insurance  of  United  States 
risks’  means  that  income  which  (subject  to  the  modifi¬ 
cations  provided  by  subparagraphs  (A) ,  (B) ,  and  (C) 
of  paragraph  (2)  )  would  be  taxed  under  subchapter  L 
of  this  chapter  if  such  corporation  were  a  domestic 
corporation. 

“  (2)  Special  rules. — Bor  purposes  of  paragraph 
(0- 

“  (A)  In  the  application  of  part  I  of  subchapter 
L,  life  insurance  company  taxable  income  is  the 
gain  from  operations  as  defined  in  section  809  (b) . 
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“(B)  A  corporation  which  would,  if  it  were  a 
domestic  corporation,  be  taxable  under  part  II  of 
subchapter  L  shall  apply  paragraph  (1)  as  if  it 
were  taxable  under  part  III  of  subchapter  L. 

“(C)  The  following  provisions  of  subchapter  L 
shall  not  apply: 

“  (i)  Section  809  (d)  (4)  (operations  loss 
deduction) . 

“(ii)  Section  809(d)  (5)  (certain  non¬ 
participating  contracts) . 

“(iii)  Section  809(d)(6)  (group  life, 

accident,  and  health  insurance) . 

“(iv)  Section  809(d)  (10)  (small  busi¬ 
ness  deduction) . 

“(v)  Section  817(b)  (gain  on  property 
held  on  December  31,  1958,  and  certain  sub¬ 
stituted  property  acquired  after  1958). 

“  (vi)  Section  832  (b)  (5)  (certain  capital 
losses) . 

“(D)  ‘Gross  amount’  to  the  extent  provided  in 
section  809(c)  (1)  and  (2),  less  ‘increase  in 

certain  reserves’  as  defined  in  section  809(d)  (2), 
and  ‘premiums  earned’  as  defined  in  section  832  (b) 
(4)  shall  be  taken  into  account  only  to  the  extent 
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they  are  in  respect  of  any  reinsurance  or  the  issuing 
of  any  reinsurance  or  the  issuing  of  any  insurance 
or  annuity  contract  described  in  paragraph  ( 1 ) . 

“(E)  All  items  of  income  (other  than  those 
taken  into  account  under  subparagraph  (D)  )  and 
all  items  of  expenses,  losses,  and  deductions  shall 
be  properly  allocated  or  apportioned  under  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 
“(c)  Income  Eeom  United  States  Patents,  Copy¬ 
rights,  and  Exclusive  Formulas  and  Processes  — 
“(i)  General  rule. — For  purposes  of  subsection 
(a)  (1)  (B),  the  term  ‘income  from  United  States 
patents,  copyrights,  and  exclusive  formulas  and  proc¬ 
esses’,  means  the  amount  of  gross  rentals,  royalties,  or 
other  income  derived  from  the  license,  sublicense,  sale, 
exchange,  use,  or  other  means  of  exploitation  of  patents, 
copyrights,  and  exclusive  formulas  and  processes — 

“(A)  substantially  developed,  created,  or  pro¬ 
duced  in  the  United  States,  or 

“(B)  acquired  from  any  United  States  person 
which,  directly  or  indirectly,  owns  or  controls,  or 
is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation, 
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less  the  cost  and  expense  allowance  defined  in  para- 
graph  (2). 

“(2)  Cost  and  expense  allowance— An  al¬ 
lowance  shall  be  made,  in  accordance  with  regulations 
prescribed  by  the  Secretary  or  his  delegate,  for  ordinary 
and  necessary  expenses  incurred  by  the  controlled  foreign 
corporation  in  the  receipt  or  production  of  the  income 
described  in  paragraph  ( 1 ) ,  including  taxes  and  any 
amortisation  or  depreciation  of  the  cost  to  such  corpo¬ 
ration  of  such  property  or  rights  described  in  paragraph 
( 1 ) ,  but  not  including  any  production,  manufacturing, 
or  similar  expenses  incurred  in  the  use  or  other  means 
of  exploitation  of  such  property  or  rights. 

“(3)  Determination  of  income  from  use. — 
The  income  from  use  or  other  means  of  exploitation  by 
the  controlled  foreign  corporation  of  the  property  or 
right  described  in  paragraph  (1)  shall  be  the  amount 
which  would  be  obtained  as  a  gross  rent,  royalty,  or 
other  payment  in  an  arm’s  length  transaction  with  an 
unrelated  person  for  similar  use  or  exploitation,  of  the 
property  or  right. 

“(d)  Net  Foreign  Base  Company  Income.— For 
purposes  of  subsection  (a)  (1)  (C) ,  the  term  ‘net  foreign 
base  company  income’  means — 
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“  ( l )  the  foreign  base  company  income  for  the  tax¬ 
able  year,  determined  under  subsection  (e) ,  reduced 

by 

“  (2)  the  increase  in  investment  in  qualified  prop¬ 
erty  in  less  developed  countries  for  the  taxable  year, 
determined  under  subsection  (f) . 

“(e)  Foreign  Base  Company  Income. — 

“(1)  In  general. — For  purposes  of  subsection 
(d)  (1),  the  term  ‘foreign  base  company  income’  means 
the  foreign  personal  bolding  company  income  (as  de¬ 
fined  in  section  553 )  for  the  taxable  year,  modified  and 
adjusted  as  provided  in  this  subsection. 

“(2)  Certain  sales  income  included.— The 
term  ‘foreign  base  company  income’  includes  foreign 
base  company  sales  income  if,  for  the  taxable  year,  such 
income  is  equal  to  at  least  20  percent  of  the  gross  income 
of  the  foreign  corporation  (not  including  for  this  purpose 
other  foreign  base  company  income  under  this  subsec¬ 
tion)  .  For  purposes  of  this  paragraph,  the  term  ‘foreign 
base  company  sales  income’  means  income  (whether  in 
the  form  of  profits,  commissions,  fees,  or  otherwise) 
derived  in  connection  with  the  purchase  of  personal 
property  from  a  related  person  and  its  sale  to  any  per¬ 
son,  or  the  purchase  of  personal  property  from  any 
person  and  its  sale  to  a  related  person,  where — 
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“  (A)  the  property  which  is  purchased  is  manu¬ 
factured,  produced,  grown,  or  extracted  outside 
the  country  under  the  laws  of  which  the  controlled 
foreign  corporation  is  created  or  organized,  and 
“  (B)  the  property  is  sold  for  use,  consumption, 
or  disposition  outside  such  foreign  country. 

For  purposes  of  the  preceding  sentence,  a  person  is  a 
related  person  with  respect  to  the  controlled  foreign 
corporation  if  he,  directly  or  indirectly,  owns  or  con¬ 
trols,  or  is  owned  or  controlled  by,  or  is  under  common 
ownership  or  control  with,  the  controlled  foreign 
corporation. 

“  (3)  Bents  included  without  regard  to  so- 
percent  limitation. — All  rents  shall  he  included  in 
foreign  base  company  income  without  regard  to  whether 
or  not  such  rents  constitute  more  than  50  percent  of 
gross  income. 

o 

“  (4)  Insurance  and  patent  income  ex¬ 
cluded.— The  term  ‘foreign  base  company  income’  does 
not  include  any  income  derived  from  insurance  of  United 
States  risks  (as  determined  under  subsection  (b)  )  or 
income  from  United  States  patents,  copyrights,  and  ex¬ 
clusive  formulas  and  processes  (as  determined  under 


subsection  (c)  ) . 
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“(5)  Income  of  certain  banks  and  bank- 
controlled  corporations  excluded. — The  term 
‘foreign  base  company  income’  does  not  include — 

“(A)  the  income  of  any  corporation  de¬ 
scribed  in  section  552  (b)  (relating  to  excep¬ 
tion  for  banks  and  exempt  corporations),  or 
“(B)  the  income  of  any  foreign  corporation 
if  50  percent  or  more  of  the  fair  market  value  of 
its  outstanding  stock  is  owned  directly  or  indirectly 
by  a  domestic  corporation  which  is  either  organ¬ 
ized  under  section  25(a)  of  the  Federal  Reserve 
Act  (12  U.S.C.,  secs.  611-631),  or  has  an  agree¬ 
ment  or  understanding  with  the  Board  of  Gover¬ 
nors  of  the  Federal  Reserve  System  under  section 
25  of  the  Federal  Reserve  Act  (12  U.S.O.,  secs. 
601-604),  if  all  of  the  stock  (except  qualifying 
shares)  of  the  domestic  corporation  is  owned  by  a 
national  or  State  bank  which  is  a  member  of  the 
Federal  Reserve  System. 

“(6)  Special  rule  where  foreign  base  com¬ 
pany  INCOME  IS  LESS  THAN  20  PERCENT  OR  MORE 
THAN  80  PERCENT  OF  GROSS  INCOME. — For  purposes 
of  this  subsection — 

“(A)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 
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is  less  than  20  percent  of  gross  income,  no  part  of 
the  gross  income  of  the  taxable  year  shall  be 
treated  as  foreign  base  company  income. 

“  (B)  If  the  foreign  base  company  income 
(determined  without  regard  to  paragraph  (7)  ) 
exceeds  80  percent  of  gross  income,  the  entire 
gross  income  of  the  taxable  year  shall  be  taken 
into  account  in  determining  foreign  base  company 
income. 

“(7)  Deductions  to  be  taken  into  ac¬ 
count. — The  foreign  base  company  income  for  the  tax¬ 
able  year  shall  be  reduced  so  as  to  take  into  account 
deductions  (including  taxes)  properly  allocable  to  such 
income. 

“(f)  Investment  in  Qualified  Property  in  Less 

Developed  Countries. — 

“  (1)  General  rule. — For  purposes  of  subsection 
(d)  (2),  the  increase  in  investment  in  qualified  property 
in  less  developed  countries  for  any  taxable  year  is  the 
amount  by  which — 

“(A)  the  aggregate  amount  of  property  de¬ 
scribed  in  sections  953(b)  (2)  (C)  and  (D)  and 
property  (including  money)  which  is  located  out¬ 
side  the  United  States  and  is  ordinary  and  necessary 
for  the  active  conduct  of  a  qualified  trade  or  business 
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described  in  section  953(b)  (3)  (A)  (ii)  held  at 
the  close  of  the  taxable  year,  exceeds 

“(B)  the  aggregate  amount  of  property  de¬ 
scribed  in  subparagraph  (A)  held  at  the  close  of 
the  preceding  taxable  year. 

“(2)  Investments  after  close  oe  year. — 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  a  controlled  foreign  corporation  may  elect  to 
make  the  determinations  under  subparagraphs  (A) 
and  (B)  of  paragraph  (1)  as  of  the  close  of  the  75th 
day  after  the  close  of  each  taxable  yeai . 

“(3)  Amount  attributable  to  property.— 
The  amount  taken  into  account  under  paragraph  (1) 
with  respect  to  any  property  shall  be  its  adjusted  basis, 
reduced  by  any  liability  to  which  the  property  is  subject. 

“SEC.  953.  INVESTMENT  OF  EARNINGS  IN  NONQUALIFIED 
PROPERTY. 

“  (a)  General  Rules— For  purposes  of  this  subpart— 
“(1)  Amount  of  investment. — The  amount  of 
earnings  of  a  controlled  foreign  corporation  invested  in 
nonqualified  property  at  the  close  of  any  taxable  year 
is  the  aggregate  amount  of  such  property  held  at  the 
close  of  the  taxable  year,  to  the  extent  such  amount 
does  not  exceed  the  sum  of  (A)  the  earnings  and  profits 
for  the  taxable  year,  and  (B)  the  earnings  and  profits 
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accumulated  for  prior  taxable  years  beginning  after 
December  31,  1962. 

“  (2)  Pro  rata  share  oe  increase  for  year. — 
In  the  case  of  any  United  States  person,  the  pro  rata 
share  of  the  increase  for  any  taxable  year  in  the  earn¬ 
ings  of  a  controlled  foreign  corporation  invested  in  a 
nonqualified  property  is  the  amount  determined  by  sub¬ 
tracting — 

“(A)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (1)  for  the  close  of  the 
preceding  taxable  year,  reduced  by  amounts  paid 
during  the  taxable  year  to  which  section  956  (c)  ( 1 ) 
applies,  from 

“(B)  his  pro  rata  share  of  the  amount  deter¬ 
mined  under  paragraph  (1)  for  the  close  of  the 
taxable  year. 

“(3)  Amount  attributable  to  property. — 
The  amount  taken  into  account  under  paragraph  ( 1 )  or 
(2)  with  respect  to  any  property  shall  be  its  adjusted 
basis,  reduced  by  any  liability  to  which  the  property 
is  subject. 

“  (b)  Nonqualified  Property  Defined.— For  pur¬ 
poses  of  this  subpart — 

“(i)  General  rule. — The  term  ‘nonqualified 
property’  means  any  money  or  other  property  (tangible 
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or  intangible)  acquired  after  December  31,  lf>62, 
which  is  not  qualified  property. 

“(2)  Qualified  property. — The  term  ‘qualified 
property’  means — 

“  (A)  Any  money  or  other  property  which  is 
located  outside  the  United  States  and  is  ordinary 
and  necessary  for  the  active  conduct  of  a  qualified 
trade  or  business  (as  determined  under  paragraph 
(3)  )  carried  on  by  the  controlled  foreign  corpora¬ 
tion. 

“(B)  Property  which  would  qualify  under  sub- 
paragraph  (A)  except  for  the  fact  that  it  is  located 
in  the  United  States,  but  only  if  such  property  is — 
“  (i)  obligations  of  the  United  States, 
money,  or  deposits  with  persons  carrying  on 
the  banking  business; 

“  (ii)  property  purchased  in  the  United 
States  for  export  to,  or  for  use  in,  foreign 
countries;  or 

(iii)  any  loan  arising  in  connection  with 
the  sale  of  property  if  the  amount  of  such  loan 
outstanding  at  no  time  during  the  taxable  year 
exceeds  the  amount  which  would  be  ordinary 
and  necessary  to  carry  on  the  trade  or  business 
of  both  the  lending  corporation  and  the  borrow- 
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mg  United  States  person  had  the  sale  been 
made  between  unrelated  persons. 

“(C)  Stock  owned  by  the  controlled  foreign 
corporation  in  another  controlled  foreign  corpora¬ 
tion  in  which  it  owns  at  least  10  percent  of  the  vot¬ 
ing  stock  and  10  percent  of  the  value  of  all  classes  of 
stock  and  in  which  it  together  with  four  or  fewer 
United  States  persons,  owns,  directly  or  indirectly, 
more  than  50  percent  of  the  voting  stock  (unless 
under  the  laws  of  a  less  developed  country  such  per¬ 
centage  of  ownership  is  not  permitted,  in  which 
case  such  lesser  percentage  as  is  permitted)  ;  but  this 
subparagraph  shall  apply  only  if-- 

“(i)  substantially  all  of  the  property  of 
such  other  controlled  foreign  corporation  is  or¬ 
dinary  and  necessary  for  the  active  conduct  of 
a  trade  or  business  engaged  in  by  it  almost 
wholly  within  a  less  developed  country  or 
countries,  and 

“  (ii)  such  other  controlled  foreign  eor- 
portion  is  created  or  organized  under  the  laws 
of  one  of  such  countries  in  which  it  is  so  en¬ 
gaged. 

“(D)  Any  investment  which  is  required 
because  of  restrictions  imposed  by  a  less  developed 
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was  so  required  and  which  would  result  in  substan¬ 
tial  losses  if  withdrawn. 

“(3)  Qualified  trade  oe  business. — 

“  (A)  A  trade  or  business  is  a  qualified  trade  or 
business  if  such  trade  or  business  (or  substantially 
the  same  trade  or  business)  — 

“  (i)  is  carried  on  bv  the  controlled  foreign 
corporation  outside  the  United  States  and  has 
been  so  carried  on  by  such  corporation,  while 
controlled  by  substantially  the  same  United 
States  persons  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close 
of  the  preceding  taxable  year,  or 

“  (ii)  is  carried  on  by  the  controlled  foreign 
corporation  almost  wholly  within  a  less  devel¬ 
oped  country  or  countries. 

“(B)  A  trade  or  business  which  is  a  qualified 
trade  or  business  for  a  corporation  in  which  the 
controlled  foreign  corporation  owns  at  least  80  per¬ 
cent  of  the  total  combined  voting  power  of  all  classes 
of  stock  entitled  to  vote  and  at  least  80  percent  of 
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the  total  value  of  all  classes  of  stock  shall  be  treated 
as  a  qualified  trade  or  business  for  the  controlled 
foreign  corporation  if  such  percentage  of  stock  was 
owned  continuously  since  December  31,  1962,  or 
during  the  5-year  period  ending  with  the  close  of 
the  preceding  taxable  year. 

“(4)  Situs  of  certain  property.— Property 
which  is  an  obligation  of,  or  pledges  and  guarantees 
made  with  respect  to  obligations  of,  United  States  persons 
shall  be  considered  as  property  located  in  the  United 
States. 

“  (5)  Less  developed  country  defined— The 
term  ‘less  developed  country’  means  (in  respect  of  any 
foreign  corporation)  any  foreign  country  (other  than 
an  area  within  the  Sino-Soviet  bloc)  or  any  possession 
of  the  United  States,  with  respect  to  which  on  the  first 
day  of  the  taxable  year,  there  is  in  effect  an  Executive 
order  by  the  President  of  the  United  States  designating 
such  country  or  possession  as  an  economically  less  de¬ 
veloped  country  for  purposes  of  this  subpart.  For  pur¬ 
poses  of  the  preceding  sentence,  an  oversea  territory, 
department,  province,  or  possession  may  be  tieated  as 
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a  separate  country.  No  designation  shall  be  made  under 
this  paragraph  with  respect  to — 


Australia 

Liechtenstein 

Austria 

Luxembourg 

Belgium 

Monaco 

Canada 

Netherlands 

Denmark 

New  Zealand 

France 

Norway 

Germany  (Federal 

Union  of  South  Africa 

Republic) 

San  Marino 

Hong  Kong 

Sweden 

Italy 

Switzerland 

Japan 

United  Kingdom 

“SEC.  954.  CONTROLLED  FOREIGN  CORPORATIONS. 

“(a)  General  Rule. — For  purposes  of  this  subpart, 
the  term  ‘controlled  foreign  corporation’  means  any  foreign 
corporation  of  which  more  than  50  percent  of  the  total  com¬ 
bined  voting  power  of  all  classes  of  stock  entitled  to  vote  is 
owned,  directly  or  indirectly  (within  the  meaning  of  section 
955(b)),  by  United  States  persons  on  any  day  during  the 
taxable  year  of  such  foreign  corporation. 

“(b)  Special  Rule  for  Insurance.— For  purposes 
only  of  taking  into  account  income  described  in  section 
952  (a)  (1)  (A)  (relating  to  income  derived  from  insurance 
of  United  States  risks) ,  the  term  ‘controlled  foreign  corpora- 
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tion’  includes  not  only  a  foreign  corporation  as  defined  by 
subsection  (a)  but  also  one  of  which  more  than  25  percent 
of  the  total  combined  voting  power  of  all  classes  of  stock  is 
owned,  directly  or  indirectly  (within  the  meaning  of  sec¬ 
tion  955(b)  ),  by  United  States  persons  on  any  day  dur¬ 
ing  the  taxable  year  of  such  corporation,  if  the  gross  amount 
of  premiums  or  other  consideration  in  respect  of  reinsurance 
or  the  issuing  of  insurance  or  annuity  contracts  in  connec¬ 
tion  with  property  in,  or  residents  of,  the  United  States,  ex¬ 
ceeds  75  percent  of  the  gross  amount  of  all  premiums  or 
other  consideration  in  respect  of  all  risks. 

“(c)  Special  Rule  for  Certain  Less  Developed 
Countries. — In  the  case  of  any  foreign  corporation  to 
which  section  953  (b)  (2)  (C)  applies,  the  maximum  per¬ 
centage  of  ownership  permitted  under  the  laws  of  a  less 
developed  country  shall  be  considered,  in  lieu  of  the  more 
than  50  percent  requirement  in  subsection  (a),  the  per¬ 
centage  required  under  subsection  (a)  in  order  for  the  cor¬ 
poration  to  be  classified  as  a  controlled  foreign  corporation. 
“SEC.  955.  RULES  FOR  DETERMINING  STOCK  OWNERSHIP. 
“  (a)  For  Purposes  of  Section  951  (a)  .— 

“(1)  General  rule. — For  purposes  of  section 
951  (a) ,  stock  owned  means — 

“  (A)  stock  owned  directly,  and 
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“(B)  stock  owned  with  the  application  of  para¬ 
graph  (2). 

“  (2)  Stock  ownership  through  foreign  en¬ 
tities. — For  purposes  of  subparagraph  (B)  of  para¬ 
graph  ( 1 ) ,  stock  owned,  directly  or  indirectly,  by  or 
for  a  foreign  corporation,  foreign  partnership,  or  foreign 
trust  or  foreign  estate  (within  the  meaning  of  section 
7701  (a)  (31)  )  shall  be  considered  as  being  owned  pro¬ 
portionately  by  its  shareholders,  partners,  or  benefici¬ 
aries.  Stock  considered  to  be  owned  by  a  person  by  reason 
of  the  application  of  the  preceding  sentence  shall,  for 
purposes  of  applying  such  sentence,  be  treated  as  actually 
owned  by  such  person. 

“(3)  Special  rule  for  mutual  insurance 
companies. — For  purposes  of  applying  paragraph  (1) 
in  the  case  of  a  foreign  mutual  insurance  company,  the 
term  ‘stock’  shall  include  any  certificate  entitling  the 
holder  to  voting  power  in  the  corporation. 

“  (b)  Other  Provisions. — For  purposes  of  sections  951 
(b) ,  952  (a)  (l)  (0) ,  and  954,  section  318  (a)  (relating  to 
constructive  ownership  of  stock)  shall  apply  to  the  extent 
that  the  effect  is  to  subject  a  United  States  person  to  the 
requirement  of  section  951  (a) ,  to  treat  5  or  fewer  United 
States  persons  as  owning  more  than  50  percent  of  all  classes 
of  stock  entitled  to  vote  of  a  controlled  foreign  corporation, 
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1  or  to  make  a  foreign  corporation  a  controlled  foreign  cor- 

2  poration  under  section  954,  except — 

3  “(1)  In  applying  paragraph  (1)  (A)  of  section 

4  318  (a) ,  stock  owned  by  a  nonresident  alien  individual 

5  (other  than  a  foreign  trust  or  foreign  estate)  shall  not 

6  he  considered  as  owned  by  a  citizen  or  by  a  resident 

7  alien  individual. 

8  “(2)  In  applying  the  first  sentence  of  subpara- 

9  graphs  (A)  and  (B),  and  in  applying  clause  (i)  of 

10  subparagraph  (C),  of  section  318(a)  (2)  — 

11  “  (A)  if  a  partnership,  estate,  trust,  or  corpora- 

12  tion  owns,  directly  or  indirectly,  more  than  50  per- 

13  cent  of  the  total  combined  voting  power  of  all  classes 

14  of  stock  entitled  to  vote  of  a  corporation,  it  shall  be 

15  considered  as  owning  all  the  stock  entitled  to  vote, 

16  and 

17  “(B)  if  a  partnership,  estate,  trust,  or  corpora- 

18  tion  owns,  directly  or  indirectly,  more  than  50  per- 

19  cent  of  the  total  value  of  shares  of  all  classes  of  stock 

20  of  a  corporation,  it  shall  be  considered  as  owning 

21  the  total  value  of  all  of  the  outstanding  stock  of  such 

22  corporation.  The  application  of  this  subparagraph 

23  shall  not  have  the  effect  of  increasing  voting  power 

24  of  a  partner,  beneficiary,  or  shareholder,  for  pur- 

25  poses  of  subparagraph  (A). 
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“(3)  Stock  owned  by  a  partnership,  estate,  trust, 
or  corporation,  by  reason  of  the  application  of  the  second 
sentence  of  subparagraphs  (A)  and  (B) ,  and  the  appli¬ 
cation  of  clause  (ii)  of  subparagraph  (C),  of  section 
318(a)  (2),  shall  not  be  considered  as  owned  by  such 
partnership,  estate,  trust,  or  corporation,  for  the  purposes 
of  applying  the  first  sentence  of  subparagraphs  (A)  and 
(B) ,  and  in  applying  clause  (i)  of  subparagraph  (C), 
of  section  318  (a)  (2) . 

“(4)  In  applying  clause  (i)  of  subparagraph  (C) 
of  section  318(a)  (2),  the  50-percent  limitation  con¬ 
tained  in  subparagraph  (C)  shall  not  apply. 

“SEC.  956.  EXCLUSION  FROM  GROSS  INCOME  OF  PREVI¬ 
OUSLY  TAXED  EARNINGS  AND  PROFITS. 

“  (a)  Exclusion  From  Gross  Income  of  United 
States  Persons. — For  purposes  of  this  chapter,  the  earn¬ 
ings  and  profits  for  a  taxable  year  of  a  foreign  corporation 
attributable  to  amounts  which  are,  or  have  been,  included  in 
the  gross  income  of  a  United  States  person  under  section 
951  (a)  shall  not,  when — 

“  ( 1 )  such  amounts  are  distributed  to,  or 
“(2)  such  amounts  would,  but  for  this  subsection, 
be  included  under  section  951  (a)  (1)  (B)  in  the  gross 
income  of, 

such  person  (or  any  other  United  States  person  who  acquires 
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1  from  any  person  any  portion  of  the  interest  of  such  United 

2  States  person  in  such  foreign  corporation,  but  only  to  the  ex- 

3  tent  of  such  portion,  and  subject  to  such  proof  of  the  identity 

4  of  such  interest  as  the  Secretary  or  his  delegate  may  by  regu- 

5  lations  prescribe)  directly,  or  indirectly  through  a  chain  of 

6  ownership  described  under  section  955  (a) ,  be  again  included 

7  in  the  gross  income  of  such  United  States  person  (or  of  such 

8  other  United  States  person) . 

9  “(b)  Exclusion  From  Gross  Income  of  Certain 
10  Foreign  Subsidiaries.— For  purposes  of  section  951  (a), 

the  earnings  and  profits  for  a  taxable  year  of  a  controlled 

12  foreign  corporation  attributable  to  amounts  which  are,  or 

13  have  been,  included  in  the  gross  income  of  a  United  States 

14  person  under  section  951(a),  shall  not,  when  distributed 

15  through  a  chain  of  ownership  described  under  section  955 

16  (a) ,  be  also  included  in  the  gross  income  of  another  con- 

17  trolled  foreign  corporation  in  such  chain  for  purposes  of  the 
13  application  of  section  951  (a)  to  such  other  controlled  foreign 
I9  corporation  with  respect  to  such  United  States  person  (or  to 

30  any  other  United  States  person  who  acquires  from  any  pcr- 

31  son  any  portion  of  the  interest  of  such  United  States  person 
22  in  the  controlled  foreign  corporation,  but  only  to  the  extent  of 

33  such  portion,  and  subject  to  such  proof  of  identity  of  such 

34  interest  as  the  Secretary  or  his  delegate  may  prescribe  by 

35  regulations) . 
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"(c)  Allocation  of  Distributions. — For  purposes 
of  subsections  (a)  and  (b),  section  316(a)  shall  be  ap¬ 
plied  by  applying  paragraph  (2)  thereof,  and  then  para¬ 
graph  ( 1 )  thereof — 

"(1)  first  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951 
(a)  (1)  (B)  (or  which  would  have  been  included  except 
for  section  956  (a)  (2)  ) , 

"(2)  then  to  earnings  and  profits  attributable  to 
amounts  included  in  gross  income  under  section  951  (a) 
(1)  (A)  (but  reduced  by  amounts  not  included  under 
section  951  (a)  (1)  (B)  because  of  the  exclusion  in  sec¬ 
tion  956  (a)  (2)  ) ,  and 

“  (3)  then  to  other  earnings  and  profits. 

"(d)  Distributions  Excluded  From  Gkoss  In¬ 
come  Not  To  Be  Treated  as  Dividends. — Except  as  pro¬ 
vided  in  section  957  (a)  (3) ,  any  distribution  excluded  from 
gross  income  under  subsection  (a)  shall  he  treated,  for  pur¬ 
poses  of  this  chapter,  as  a  distribution  which  is  not  a 
dividend. 

“SEC.  957.  SPECIAL  RULES  FOR  FOREIGN  TAX  CREDIT. 

"(a)  Taxes  Paid  by  a  Foreign  Corporation.— 

"  (l)  General  rule. — For  purposes  of  subpart  A 
of  this  part,  if  there  is  included,  under  section  951  (a), 
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in  the  gross  income  of  a  domestic  corporation  any 
amount  attributable  to  earnings  and  profits — 

“  (A)  of  a  foreign  corporation  at  least  10  per- 

* 

cent  of  the  voting  stock  of  which  is  directly  owned 
by  such  domestic  corporation,  or 

“  (B)  of  a  foreign  corporation  at  least  50  per¬ 
cent  of  the  voting  stock  of  which  is  directly  owned 
by  a  foreign  corporation  at  least  10  percent  of  the 
voting  stock  of  which  is  in  turn  directly  owned  by 
such  domestic  corp oration, 

then,  under  regulations  prescribed  by  the  Secretary  or 
his  delegate,  such  domestic  corporation  shall  be  deemed 
to  have  paid  the  same  proportion  of  the  total  income, 
war  profits,  and  excess  profits  taxes  paid  (or  deemed 
paid,  if,  paragraph  (4)  applies)  to  a  foreign  country 
or  possession  of  the  United  States  for  the  taxable  year 
which  the  amount  of  earnings  and  profits  of  such  foreign 
corporation  so  included  in  gross  income  of  the  domestic 
corporation  bears  to  the  entire  amount  of  the  total  earn¬ 
ings  and  profits  of  such  foreign  corporation  for  such 
taxable  year. 

“  (2)  Taxes  previously  deemed  paid  by  do¬ 
mestic  corporation. — If  a  domestic  corporation  re- 
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ceives  a  distribution  from  a  foreign  corporation,  any 
portion  of  which  is  excluded  from  gross  income  under 
section  956,  the  income,  war  profits,  and  excess  profits 
taxes  paid  or  deemed  paid  by  such  foreign  corporation 
to  any  foreign  country  or  to  any  possession  of  the  United 
States  in  connection  with  the  earnings  and  profits  of 
such  foreign  corporation  from  which  such  distribution 
is  made  shall  not  be  taken  into  account  for  purposes 
of  section  902,  to  the  extent  such  taxes  were  deemed 
paid  by  such  domestic  corporation  under  paragraph  ( 1 ) 
for  any  prior  taxable  year. 

“  (3)  Taxes  paid  p>y  eopeign  corporation  and 
not  previously  deemed  paid  dy  domestic  corpora¬ 
tion. — Any  portion  of  a  distribution  from  a  foreign  cor¬ 
poration  received  by  a  domestic  corporation  which  is 
excluded  from  gross  income  under  section  956  (a)  shall 
be  treated  by  the  domestic  corporation  as  a  dividend, 
solely  for  purposes  of  taking  into  account  under  section  902 
any  income,  war  profits,  or  excess  profits  taxes  paid  to 
any  foreign  country  or  to  any  possession  of  the  United 
States,  on  or  with  respect  to  the  accumulated  profits  of 
such  foreign  corporation  from  which  such  distribution  is 
made,  which  were  not  deemed  paid  by  the  domestic 
corporation  under  paragraph  (1)  for  any  prior  taxable 
year. 
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“  (4)  Taxes  paid  by  a  foreign  subsidiary. — If 
subparagraph  (A)  of  paragraph  (1)  applies  with  re¬ 
spect  to  an  amount  included  in  gross  income  under  sec¬ 
tion  951  (a)  for  a  taxable  year,  then  such  amount  shall 
be  considered  a  dividend  for  purpose  of  the  application 
of  section  902  (b) . 

“(5)  Inclusion  in  gross  income.— 


“For  inclusion  in  gross  income  of  amount  equal  to 
taxes  deemed  paid  under  paragraph  (1),  see  section  78. 

“(b)  Special  Rules  for  Foreign  Tax  Credit  in 
Year  of  Receipt  of  Previously  Taxed  Earnings  and 
Profits. — 


“  (1)  Increase  in  section  904  limitation. — In 
the  case  of  any  taxpayer  who — 

“(A)  either  (i)  chose  to  have  the  benefits  of 
subpart  A  of  this  part  for  a  taxable  year  in  which 
he  was  required  under  section  951  (a)  to  include  in 
his  gross  income  an  amount  in  respect  of  a  con¬ 
trolled  foreign  corporation,  or  (ii)  did  not  pay  or 
accrue  for  such  taxable  year  any  income,  war  profits, 
or  excess  profits  taxes  to  any  foreign  country  or  to 
any  possession  of  the  United  States,  and 

“(B)  chooses  to  have  the  benefits  of  subpart 
A  of  this  part  for  the  taxable  year  in  which  he  re¬ 
ceives  a  distribution  or  amount  which  is  excluded 
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from  gross  income  under  section  956  (a)  and  which 
is  attributable  to  earnings  and  profits  of  the  con¬ 
trolled  foreign  corporation  which  was  included  in 
his  gross  income  for  the  taxable  year  referred  to  in 
subparagraph  (A),  and 

“(0)  for  the  taxable  year  in  which  such  dis¬ 
tribution  or  amount  is  received,  pays,  or  is  deemed 
to  have  paid,  or  accrues  income,  war  profits,  or  ex¬ 
cess  profits  taxes  to  a  foreign  country  or  to  any 
possession  of  the  United  States  with  respect  to  such 
distribution  or  amount, 

the  applicable  limitation  under  section  904  for  the  tax¬ 
able  year  in  which  such  distribution  or  amount  is  re¬ 
ceived  shall  be  increased  as  provided  in  paragraph  (2) , 
but  such  increase  shall  not  exceed  the  amount  of  such 
taxes  paid,  or  deemed  paid,  or  accrued  with  respect 
to  such  distribution  or  amount. 

“  (2)  Amount  of  increase. — The  amount  of  in¬ 
crease  of  the  applicable  limitation  under  section  904  (a) 
for  the  taxable  year  in  which  the  distribution  or  amount 
referred  to  in  paragraph  (1)  (B)  is  received  shall  be 
an  amount  equal  to — 

“  (A)  the  amount  by  which  the  applicable  lim¬ 
itation  under  section  904  (a)  for  the  taxable  year 
referred  to  in  paragraph  (1)  (A)  was  increased  by 
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reason  of  the  inclusion  in  gross  income  under  section 
951  (a)  of  the  amount  in  respect  of  the  controlled 
foreign  corporation,  reduced  by 

“(B)  the  amount  of  any  income,  war  profits, 
and  excess  profits  taxes  paid,  or  deemed  paid,  or 
accrued  to  any  foreign  country  or  possession  of  the 
United  States  which  were  allowable  as  a  credit 
under  section  901  for  the  taxable  year  referred  to  in 
paragraph  (1)  (A)  and  which  would  not  have  been 
allowable  but  for  the  inclusion  in  gross  income  of  the 
amount  described  in  subparagraph  (A) . 

“(3)  Cases  in  which  taxes  not  to  be  al¬ 
lowed  as  deduction. — In  the  case  of  any  taxpayer 
who — 

“  (A)  chose  to  have  the  benefits  of  subpart  A 
of  this  part  for  a  taxable  year  in  which  he  was  re¬ 
quired  under  section  951  (a)  to  include  in  his  gross 
income  an  amount  in  respect  of  a  controlled  foreign 
corporation,  and 

“(B)  does  not  choose  to  have  the  benefits  of 
subpart  A  of  this  part  for  the  taxable  year  in  which 
he  receives  a  distribution  or  amount  which  is  ex¬ 
cluded  from  gross  income  under  section  956  (a)  and 
which  is  attributable  to  earnings  and  profits  of  the 
controlled  foreign  corporation  which  was  included 
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in  his  gross  income  for  the  taxable  year  referred  to 
in  subparagraph  (A) , 

no  deduction  shall  be  allowed  under  section  104  for  the 
taxable  year  in  which  such  distribution  or  amount  is 
received  for  any  income,  war  profits,  or  excess  profits 
taxes  paid  or  accrued  to  any  foreign  country  or  to  any 
possession  of  the  United  States  on  or  with  respect  to 
such  distribution  or  amount. 

“  (4)  Insufficient  taxable  income— If  an  in¬ 
crease  in  the  limitation  under  this  subsection  exceeds  the 
tax  imposed  by  this  chapter  for  such  year,  the  amount 
of  such  excess  shall  be  deemed  an  overpayment  of  tax 
for  such  year. 

“SEC.  958.  ADJUSTMENTS  TO  BASIS  OF  STOCK  IN  CON¬ 
TROLLED  FOREIGN  CORPORATION  AND  OF 
OTHER  PROPERTY. 

“  (a)  Increase  in  Basis. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  the  basis  of  a  United 
States  person’s  stock  in  a  controlled  foreign  corporation,  and 
the  basis  of  property  of  a  United  States  person  by  reason  of 
which  he  is  considered  under  section  955(a)  (2)  as  owning 
stock  of  a  controlled  foreign  corporation,  shall  be  increased 
by  the  amount  required  to  be  included  in  his  gross  income 
under  section  951(a)  with  respect  to  such  stock  or  with 
lespect  to  such  property,  as  the  case  may  be,  but  only  to  the 
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extent  to  which  such  amount  was  included  in  the  gross 

© 

income  of  such  person. 

“(b)  Reduction  in  Basis  — 


“(1)  In  general. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  adjusted  basis  of 
stock  or  other  property  with  respect  to  which  a  United 
States  person  receives  an  amount  which  is  excluded  from 
gross  income  under  section  956(a)  shall  be  reduced  by 
the  amount  so  excluded. 

“(2)  Amount  in  excess  of  basis. — To  the  ex¬ 
tent  that  an  amount  excluded  from  gross  income  under 


section  956(a)  exceeds  the  adjusted  basis  of  the  stock 
or  other  property  with  respect  to  which  it  is  received, 
the  amount  shall  be  treated  as  gain  from  the  sale  or 


exchange  of  property.” 

(b)  Technical  and  Clerical  Amendments. — 

(1)  Section  551(b)  (relating  to  foreign  personal 
holding  company  income  included  in  gross  income  of 
United  States  shareholders)  is  amended  by  adding  at 
the  end  thereof  the  following  new  sentence:  “The  amount 
included  in  the  gross  income  of  any  United  States  share¬ 
holder  for  any  taxable  year  under  the  preceding  sen¬ 
tence  shall  be  reduced  by  such  shareholder’s  proportion¬ 
ate  share  of  the  undistributed  personal  holding  company 
income  which  is  included  in  his  gross  income  under 
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section  951(a)  (1)  (A)  (relating  to  amounts  included 
in  gross  income  of  United  States  persons)  for  such  tax¬ 
able  year  as  his  pro  rata  share  of  the  subpart  F  income 
of  the  company.” 

(2)  Section  901  (relating  to  foreign  tax  credit)  is 
amended  by  striking  out  “section  902”  and  inserting 
in  lieu  thereof  “sections  902  and  957”. 

(3)  Section  902  (e)  is  amended  to  read  as  follows: 
“(e)  Cross  References. — 

“(1)  For  application  of  subsections  (a)  and  (b)  with 
respect  to  taxes  deemed  paid  in  a  prior  taxable  year  by 
a  United  States  person  with  respect  to  a  controlled 
foreign  corporation,  see  section  957. 

“(2)  For  reduction  of  credit  with  respect  to  dividends 
paid  out  of  accumulated  profits  for  years  for  which  cer¬ 
tain  information  is  not  furnished,  see  section  6038.” 

(4)  Section  904  (f)  is  amended  to  read  as  follows: 
“  (f)  Cross  References. — 

“(1)  For  increase  of  applicable  limitation  under  sub¬ 
section  (a)  for  taxes  paid  with  respect  to  amounts  re¬ 
ceived  which  were  included  in  the  gross  income  of  the 
taxpayer  for  a  prior  taxable  year  as  a  United  States 
person  with  respect  to  a  controlled  foreign  corporation, 
see  section  957(b). 

“(2)  For  special  rule  relating  to  the  application  of  the 
credit  provided  by  section  901  in  the  case  of  affiliated 
groups  which  include  Western  Hemisphere  trade  corpo¬ 
rations  for  years  in  which  the  limitation  provided  by  sub¬ 
section  (a)(2)  applies,  see  section  1503(d).” 

(5)  The  table  of  subparts  for  part  III  of  subchapter 
N  of  chapter  1  is  amended  by  adding  at  the  end  thereof 
the  following: 

“Subpart  F.  Controlled  foreign  corporations.” 
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(6)  Section  1016(a)  (relating  to  adjustments  to 
basis)  is  amended — 

(A)  by  striking  out  the  period  at  the  end  of 
paragraph  (18)  and  inserting  in  lieu  thereof 
a  semicolon;  and 

(B)  by  adding  after  paragraph  (18)  the  fol¬ 
lowing  new  paragraph: 

“(19)  to  the  extent  provided  in  section  958  in 
the  case  of  stock  in  controlled  foreign  corporations  (or 
foreign  corporations  which  were  controlled  foreign  cor¬ 
porations)  and  of  property  by  reason  of  which  a  per¬ 
son  is  considered  as  owning  such  stock.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  taxable  years  of  foreign 
corporations  beginning  after  December  31,  1962,  and  to 
taxable  years  of  United  States  persons  within  which  or 
with  which  such  taxable  years  of  such  foreign  corporations 
end. 

SEC.  14.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DEPRE¬ 
CIABLE  PROPERTY. 

(a)  In  General.— 

(1)  Part  IV  of  subchapter  P  of  chapter  1  (relating 
to  special  rules  for  determining  capital  gains  and  losses) 
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is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  1245.  GAIN  FROM  DISPOSITIONS  OF  CERTAIN  DE¬ 
PRECIABLE  PROPERTY. 

“  (a)  General  Rule  — 

“  ( 1 )  Ordinary  income. — Except  as  otherwise 
provided  in  this  section,  if  section  1245  property  is  dis¬ 
posed  of  after  the  date  of  tire  enactment  of  the  Revenue 
Act  of  1962,  the  amount  by  which  the  lower  of — 

“  (A)  the  recomputed  basis  of  the  property,  or 
“(B)  (i)  in  the  case  of  a  sale,  exchange,  or 
involuntary  conversion,  the  amount  realized,  or 
“(ii)  in  the  case  of  any  other  disposition,  the 
fair  ma  ket  value  of  such  property, 
exceeds  the  adjusted  basis  of  such  property  shall  be 
treated  as  gain  from  the  sale  or  exchange  of  property 
which  is  neither  a  capital  asset  nor  property  described  in 
section  1231.  Such  gain  shall  be  recognized  notwith¬ 
standing  any  other  provision  of  this  subtitle. 

“(2)  Recomputed  lasts. — For  purposes  of  this 
section,  the  term  ‘recomputed  basis’  means,  with  respect 
to  any  property,  its  adjusted  basis  recomputed  by  adding 
thereto  all  adjustments,  for  taxable  years  beginning  after 
December  31,  1961,  reflected  in  such  adjusted  basis  on 
account  of  deductions  (whether  in  respect  of  the  same 
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or  other  property)  allowed  or  allowable  to  the  taxpayer 
or  to  any  other  person  for  depreciation,  or  for  amortiza¬ 
tion  under  section  168.  For  purposes  of  the  preceding 
sentence,  if  the  taxpayer  can  establish  by  adequate 
records  or  other  sufficient  evidence  that  the  amount 
allowed  for  depreciation,  or  for  amortization  imder  sec¬ 
tion  168,  for  any  taxable  year  was  less  than  the  amount 
allowable,  the  amount  added  for  such  taxable  year  shall 
be  the  amount  allowed. 

“(3)  Section  1245  propekty. — For  purposes 
of  this  section,  the  term  ‘section  1245  property’  means 
any  property  (other  than  livestock)  which  is  or  has 
been  property  of  a  character  subject  to  the  allowance 
for  depreciation  provided  in  section  167  and  is  either — 
“(A)  personal  property,  or 
“(B)  other  property  (not  including  a  building 
or  its  structural  components)  but  only  if  such  other 
property  is  tangible  and  has  an  adjusted  basis  in 
which  there  are  reflected  adjustments  described  in 
paragraph  (2)  for  a  period  in  which  such  prop¬ 
erty  (or  other  property)  — 

“  (i)  was  used  as  an  integral  part  of  manu¬ 
facturing,  production,  or  extraction  or  of  fur¬ 
nishing  transportation,  communications,  electri- 
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cal  energy,  gas,  water,  or  sewage  disposal  serv¬ 
ices,  or 

“  (ii)  constituted  research  or  storage  facili¬ 
ties  used  in  connection  with  any  of  the  activi¬ 
ties  referred  to  in  clause  (i) . 

"(b)  Exceptions  and  Limitations. — 

“(1)  Gifts. — Subsection  (a)  shall  not  apply  to  a 
disposition  by  gift. 

“(2)  Transfers  at  death. — Except  as  provided 
in  section  691  (relating  to  income  in  respect  of  a  de¬ 
cedent)  ,  subsection  (a)  shall  not  apply  to  a  transfer  at 
death. 

“(3)  Certain  tax-free  transactions.— If  the 
basis  of  property  in  the  hands  of  a  transferee  is  deter¬ 
mined  by  reference  to  its  basis  in  the  hands  of  the  trans¬ 
feror  by  reason  of  the  application  of  section  332,  351, 
361,  371  (a) ,  374  (a) ,  721,  or  731,  then  the  amount  of 
gain  taken  into  account  by  the  transferor  under  subsec¬ 
tion  (a)  (1)  shall  not  exceed  the  amount  of  gain  recog¬ 
nized  to  the  transferor  on  the  transfer  of  such  property 
(determined  without  regard  to  this  section) .  This  para¬ 
graph  shall  not  apply  to  a  disposition  to  an  organization 
(other  than  a  cooperative  described  in  section  521) 
which  is  exempt  from  the  tax  imposed  by  this  chapter. 

“  (4)  Like  kind  exchanges;  involuntary  con- 
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versions,  etc. — If  property  is  disposed  of  and  gain 
(determined  without  regard  to  this  section)  is  not  rec¬ 
ognized  in  whole  or  in  part  under  section  1031  or  1033, 
then  the  amount  of  gain  taken  into  account  by  the  trans¬ 
feror  under  subsection  (a)  (1)  shall  not  exceed  the 
sum  of — 

“  (A)  the  amount  of  gain  recognized  on  such 
disposition  (determined  without  regard  to  this  sec¬ 
tion)  ,  plus 

“  (B)  the  fair  market  value  of  property  acquired 
which  is  not  section  1245  property  and  which  is  not 
taken  into  account  under  subparagraph  (A) . 

“  (5)  Section  1071  and  iosi  transactions.— 
Under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  rules  consistent  with  paragraphs  (3)  and  (4) 
of  this  subsection  shall  apply  in  the  case  of  transactions 
described  in  section  1071  (relating  to  gain  from  sale 
or  exchange  to  effectuate  policies  of  FCC)  or  section 
1081  (relating  to  exchanges  in  obedience  to  SEO 
orders) . 

“  (6)  Property  distributed  by  a  partnership 

TO  A  PARTNER. — 

“  (A)  In  general. — For  purposes  of  this  sec¬ 
tion,  the  basis  of  section  1245  property  distributed 
by  a  partnership  to  a  partner  shall  be  deemed  to 


1 

2 

3 

4 

5 

G 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


1142 


be  determined  by  reference  to  the  adjusted  basis  of 
such  property  to  the  partnership. 

"(B)  Adjustments  added  back— In  the 
case  of  any  property  described  in  subparagraph 
(A),  for  purposes  of  computing  the  recomputed 
basis  of  such  property  the  amount  of  the  adjustments 
added  back  for  periods  before  the  distribution  by 
the  partnership  shall  be — 

“  (i)  the  amount  of  the  gain  to  which  sub¬ 
section  (a)  would  have  applied  if  such  property 
had  been  sold  by  the  partnership  immediately 
before  the  distribution  at  its  fair  market  value 
at  such  time,  reduced  by 

(ii)  the  amount  of  such  gain  to  which 
section  751  (b)  applied. 

“(c)  Adjustments  to  Basis. — The  Secretary  or  his 
delegate  shall  prescribe  such  regulations  as  he  may  deem 
necessary  to  provide  for  adjustments  to  the  basis  of  property 
to  reflect  gain  recognized  under  subsection  (a) . 

“(d)  Application  of  Section— This  section  shall 
apply  notwithstanding  any  other  provision  of  this  subtitle/’ 
(2)  The  table  of  sections  for  such  part  IV  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1245.  Gain  from  dispositions  of  certain  depreciable 
property.” 
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(b)  Change  in  Method  of  Depeeciation— Sub¬ 
section  (e)  of  section  167  (relating  to  depreciation)  is 
amended  to  read  as  follows  : 

“(e)  Change  in  Method. — 

“(1)  CnANGE  FEOM  DECLINING  BALANCE 
method. — In  the  absence  of  an  agreement  under  sub¬ 
section  (d)  containing  a  provision  to  the  contrary,  a 
taxpayer  may  at  any  time  elect  in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  bis  delegate  to 
change  from  the  method  of  depreciation  described  in  sub¬ 
section  (b)  (2)  to  the  method  described  in  subsection 

(b)  (1). 

“(2)  Change  with  respect  to  section  1245 
property. — A  taxpayer  may,  within  such  period  after 
the  date  of  the  enactment  of  the  Bevenue  Act  of  1962 
and  in  such  manner  as  the  Secretary  or  his  delegate 
shall  by  regulations  prescribe,  elect  to  change  his  method 
of  depreciation  in  respect  of  section  1245  property  (as 
defined  in  section  1245(a)  (3))  from  any  declining 
balance  or  sum  of  the  years-digits  method  to  the  straight 
line  method.  An  election  may  be  made  under  this 
paragraph  notwithstanding  any  provision  to  the  con¬ 
trary  in  an  agreement  under  subsection  (d) .” 
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(c)  Salvage  Value  of  Personal  Property. — 

(1)  Amount  taken  into  account. — Section 
167  (relating  to  depreciation)  is  amended  by  redesignat¬ 
ing  subsections  (f) ,  (g) ,  and  (h)  as  (g),  (h),  and 
(i),  respectively,  and  by  inserting  after  subsection  (e) 
the  following  new  subsection : 

‘‘(f)  Salvage  Value.— 

“(1)  General  rule. — Under  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  a  taxpayer  may, 
for  purposes  of  computing  the  allowance  under  sub¬ 
section  (a)  with  respect  to  personal  property,  reduce 
the  amount  taken  into  account  as  salvage  value  by  an 
amount  which  does  not  exceed  10  percent  of  the  basis 
of  such  property  (as  determined  under  subsection  (g) 
as  of  the  time  as  of  which  such  salvage  value  is  required 
to  be  determined) . 

“(2)  Personal  property  defined. — For  pur¬ 
poses  of  this  subsection,  the  term  ‘personal  property’ 
means  depreciable  personal  property  (other  than  live¬ 
stock)  with  a  useful  life  of  3  years  or  more  acquired  after 
the  date  of  the  enactment  of  the  Revenue  Act  of  1962.” 

(2)  Conforming  amendments. — 

(A)  Sections  179(d)  (5)  and  642(e)  are 
each  amended  by  striking  out  “167  (g)  ”  and  in¬ 
serting  in  lieu  thereof  “167  (h) 
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1  (B)  Section  179(d)  (8)  is  amended  by  strik- 

2  ing  out  f<167  (f)  and  inserting  in  lieu  thereof 

3  “167(g)”. 

4  (d)  Special  Bule  for  Charitable  Contributions 

5  of  Section  1245  Property.— Section  170  (relating  to 

6  charitable,  etc.,  contributions  and  gifts)  is  amended  by  re- 

7  designating  subsections  (e)  and  (f)  as  (f)  and  (g),  re- 

8  spectively,  and  by  inserting  after  subsection  (d)  the  follow- 

9  ing  new  subsection: 

10  “(e)  Special  Rule  for  Charitable  Contribu- 

11  tions  of  Section  1245  Property.— The  amount  of  anv 

c 

12  charitable  contribution  taken  into  account  under  this  section 

13  shall  be  reduced  by  the  amount  which  would  have  been 

14  treated  as  gain  to  which  section  1245  (a)  applies  if  the  prop- 

15  erty  contributed  had  been  sold  at  its  fair  market  value 

16  (determined  at  the  time  of  such  contribution) 

17  (e)  Technical  Amendments. — 

18  (1)  Special  rule  for  partnerships—  Section 

19  751  (c)  (relating  to  definition  of  “unrealized  receiv- 

20  ables  ’  for  purposes  of  subchapter  K)  is  amended  by 

21  adding  after  paragraph  (2)  the  following: 

22  “For  purposes  of  this  section  and  sections  731,  736,  and 

23  741,  such  term  also  includes  section  1245  property  (as  de- 

24  fined  in  section  1245(a)  (3)  ) ,  but  only  to  the  extent  of  the 

TT.B.  10650 - 10 
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amount  which  would  be  treated  as  gain  to  which  section 
1245  (a)  would  apply  if  (at  the  time  of  the  transaction  de¬ 
scribed  in  this  section  or  section  731,  736,  or  741,  as  the 
case  may  be)  such  property  had  been  sold  by  the  partner¬ 
ship  at  its  fair  market  value.” 

(2)  Corporate  distribution  of  property  — 
Subsections  (b)  and  (d)  of  section  301  (relating  to 
amount  distributed)  are  each  amended  by  striking  out 
“subsection  (b)  or  (c)  of  section  311”  and  inserting  in 
lieu  thereof  “subsection  (b)  or  (c)  of  section  311  or 
under  section  1245  (a)  ”. 

(;3 )  Effect  on  earnings  and  profits. — Section 
312(c)  (3)  (relating  to  adjustments  of  earnings  and 
profits)  is  amended  by  striking  out  “subsection  (b) 
or  (c)  of  section  311”  and  inserting  in  lieu  thereof 
“subsection  (b)  or  (c)  of  section  311  or  under  sec¬ 
tion  1245  (a)  ”. 

(4)  Collapsible  corporations. — Section  341 
(e)  (relating  to  collapsible  corporations)  is  amended 
by  inserting  after  paragraph  (11)  the  following  new 
paragraph : 

“(12)  Nonapplication  of  section  1245(a).— 
Eor  purposes  of  this  subsection,  the  determination  of 
whether  gain  from  the  sale  or  exchange  of  property 
would  under  any  provision  of  this  chapter  be  considered 
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as  gain  from  the  sale  or  exchange  of  property  which  is 
neither  a  capital  asset  nor  property  described  in  section 
1231  (b)  shall  be  made  without  regard  to  the  applica¬ 
tion  of  section  1245  (a) 

(5)  Installment  obligations  in  certain 
LIQUIDATIONS. — 

(A)  Section  453(d)  (4)  (A)  (relating  to 
distribution  of  installment  obligations  in  section  332 
liquidations)  is  amended  by  adding  at  the  end  there¬ 
of  the  following  new  sentence:  “If  the  basis  of  the 
property  of  the  liquidating  corporation  in  the  hands 
of  the  distributee  is  determined  under  section  334 
(h)  (2)  then  the  preceding  sentence  shall  not  apply 
to  the  extent  that  under  paragraph  ( 1 )  gain  to  the 
distributing  corporation  would  be  considered  as  gain 
to  which  section  1245  (a)  applies.” 

(B)  Section  453  (d)  (4)  (B)  (relating  to  dis¬ 
tribution  of  installment  obligations  in  liquidations 
to  which  section  337  applies)  is  amended  by  adding 
at  the  end  thereof  the  following  new  sentence :  “The 
preceding  sentence  shall  not  apply  to  the  extent  that 
under  paragraph  (1)  gain  to  the  distributing  cor¬ 
poration  would  be  considered  as  gain  to  which  sec¬ 
tion  1245(a)  applies.” 

(f)  Effective  Date. — The  amendments  made  by  this 
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section  shall  apply  to  taxable  years  beginning  after  December 
31,  1961,  and  ending  after  the  date  of  the  enactment  of  this 
Act. 

SEC.  15.  FOREIGN  INVESTMENT  COMPANIES. 

(a)  Treatment  of  Sale  ok  Stock  of  Foreign 
Investment  Companies  — 

(1)  In  general. — Part  IV  of  subchapter  P  of 
chapter  1  (relating  to  special  rules  for  determining 
capital  gains  and  losses)  is  amended  by  adding  after 
section  1245  (as  added  by  section  14  of  this  Act)  the 
following  new  sections: 

“SEC.  1246.  GAIN  ON  FOREIGN  INVESTMENT  COMPANY 
STOCK. 

“  (a)  Treatment  of  Gain  as  Ordinary  Income. — 
“(1)  General  rule. — In  the  case  of  a  sale  or 
exchange  after  December  31,  1962,  of  stock  in  a  foreign 
corporation  which  was  a  foreign  investment  company 
(as  defined  in  subsection  (b)  )  at  any  time  during  the 
period  during  which  the  taxpayer  held  such  stock,  any 
gain  shall  be  treated  as  gain  from  the  sale  or  exchange 
of  property  which  is  not  a  capital  asset,  to  the  extent 
of  the  taxpayer’s  ratable  share  of  the  earnings  and 
profits  of  such  corporation  accumulated  for  taxable  years 
beginning  after  December  31,  1962. 

“(2)  Fatap>le  share. — For  purposes  of  this  sec- 
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(ion,  (lie  taxpayer’s  ratable  share  shall  he  determined 
under  regulations  prescribed  by  (he  Secretary  or  his 
delegate,  but  shall  include  only  his  ratable  share  of  the 
accumulated  earnings  and  profits  of  such  corporation — 
“  (A)  for  the  period  during  which  the  taxpayer 
held  such  stock,  but 

“(B)  excluding  such  earnings  and  profits  which 
were  taxed  to  such  taxpayer  under  section  951  or 
under  section  551. 


“(3)  Taxpayer  to  establish  earnings  and 
profits. — Unless  the  taxpayer  establishes  the  amount 
of  the  accumulated  earnings  and  profits  of  the  foreign 
investment  company  and  the  ratable  share  thereof  for 
the  period  during  which  the  taxpayer  held  such  stock, 
all  the  gain  from  the  sale  or  exchange  of  stock  in  such 
company  shall  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 

“(4)  Holding  period  of  stock  must  be  more 
than  0  months. — This  section  shall  not  apply  with 
respect  to  the  sale  or  exchange  of  stock  where  the  hold¬ 
ing  period  of  such  stock  as  of  the  date  of  such  sale  or 
exchange  is  6  months  or  less. 

“(b)  Definition  of  Foreign  Investment  Com¬ 
pany. — For  purposes  of  this  section,  the  term  ‘foreign  in¬ 
vestment  company’  means  any  foreign  corporation — 
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“  ( 1 )  registered  under  the  Investment  Company 
Act  of  1940,  as  amended  (15  U.S.C.  80a- 1  to  80b— 2 ) , 
either  as  a  management  company  or  as  a  unit  invest¬ 
ment  trust,  or 

“(2)  engaged  (or  holding  itself  out  as  being 
engaged)  primarily  in  the  business  of  investing,  rein¬ 
vesting,  or  trading  in  securities  (within  the  meaning  of 
section  3(a)  (1)  of  such  Act)  at  a  time  when  more 
than  50  percent  of  the  total  combined  voting  power  of 
all  classes  of  stock  entitled  to  vote,  or  of  the  total  value 
of  shares  of  all  classes  of  stock,  was  held,  directly  or 
indirectly  (within  the  meaning  of  section  955(a)  ),  by 
United  States  persons  (as  defined  in  section  7701 
(a)  (30)). 

“  (c)  Stock  Having  Transferred  or  Substituted 
Basis. — To  the  extent  provided  in  regulations  prescribed 
by  the  Secretary  or  his  delegate,  stock  in  a  foreign  corpora¬ 
tion,  the  basis  of  which  (in  the  hands  of  the  taxpayer  selling 
or  exchanging  such  stock)  is  determined  by  reference  to  the 
basis  (in  the  hands  of  such  taxpayer  or  any  other  person) 
of  stock  in  a  foreign  investment  company,  shall  be  treated 
as  stock  of  a  foreign  investment  company  and  held  by  the 
taxpayer  throughout  the  holding  period  for  such  stock  (deter¬ 
mined  under  section  1223) . 
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“  (d)  Rules  Relating  to  Entities  Holding  For¬ 
eign  Investment  Company  Stock. — To  the  extent  pro¬ 
vided  in  regulations  prescribed  by  the  Secretary  or  bis 
delegate — 

“  ( 1 )  trust  certificates  of  a  trust  to  which  section 
677  (relating  to  income  for  benefit  of  grantor)  applies, 
and 

“(2)  stock  of  a  domestic  corporation, 
shall  be  treated  as  stock  of  a  foreign  investment  company  and 
held  by  the  taxpayer  throughout  the  holding  period  for  such 
certificates  or  stock  (determined  under  section  1223)  in  the 
same  proportion  that  the  investment  in  stock  in  a  foreign 
investment  company  by  the  trust  or  domestic  corporation 
bears  to  the  total  assets  of  such  trust  or  corporation. 

“(e)  Rules  Relating  to  Stock  Acquired  From  a 
Decedent. — 

“  ( 1 )  Basis. — In  the  case  of  stock  of  a  foreign 
investment  company  acquired  by  bequest,  devise,  or 
inheritance  (or  by  the  decedent’s  estate)  from  a  dece¬ 
dent  dying  after  December  31,  1962,  the  basis  deter¬ 
mined  under  section  1014  shall  be  reduced  (but  not 
below  the  adjusted  basis  of  such  stock  in  the  hands  of 
the  decedent  immediately  before  his  death)  by  the 
amount  of  the  decedent’s  ratable  share  of  the  accumu- 
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lated  earnings  and  profits  of  sucli  company.  Any 
stock  so  acquired  shall  be  treated  as  stock  described  in 
subsection  (c) . 

“(2)  Deduction  for  estate  tax. — If  stock  to 
which  subsection  (a)  applies  is  acquired  from  a  dece¬ 
dent,  the  taxpayer  shall,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  be  allowed  (for  the 
taxable  year  of  the  sale  or  exchange)  a  deduction  from 
gross  income  equal  to  that  portion  of  the  decedent’s 
estate  tax  deemed  paid  which  is  attributable  to  the  excess 
of  (A)  the  value  at  which  such  stock  was  taken  into 
accoimt  for  purposes  of  determining  the  value  of  the 
decedent’s  gross  estate,  over  (B)  the  value  at  which 
it  would  have  been  so  taken  into  account  if  such  value 
had  been  reduced  by  the  amount  described  in  para¬ 
graph  (1). 

“(f)  Information  Wrm  Respect  to  Certain 
Foreign  Investment. — Every  United  States  person  who, 
on  the  last  day  of  the  taxable  year  of  a  foreign  investment 
company  beginning  after  December  31,  1962,  owns  5  per¬ 
cent  or  more  in  value  of  the  stock  of  such  company  shall 
furnish  with  respect  to  such  company  such  information  as  the 
Secretary  or  his  delegate  shall  by  regulations  prescribe. 

“(g)  Cross  Reference 

“For  special  rules  relating  to  the  earnings  and  profits 
of  foreign  investment  companies,  see  section  312(1). 
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“SEC.  1247.  ELECTION  BY  FOREIGN  INVESTMENT  COM¬ 
PANIES  TO  DISTRIBUTE  INCOME  CUR¬ 
RENTLY. 

“  (a)  Election  by  Foreign  Investment  Com¬ 
pany. — 

“  ( 1 )  general. — If  a  foreign  investment  com¬ 
pany  which  is  described  in  section  1246(b)  (1)  elects 
(in  the  manner  provided  in  regulations  prescribed  by 
the  Secretary  or  his  delegate)  on  or  before  December 
31,  1962,  with  respect  to  each  taxable  year  beginning 
after  December  31,  1962,  to — 

“(A)  distribute  to  its  shareholders  90  percent 
or  more  of  what  its  taxable  income  would  be  if  it 
were  a  domestic  corporation ; 

“  (B)  designate  in  a  written  notice  mailed  to 
its  shareholders  at  any  time  before  the  expiration 
of  30  days  after  the  close  of  its  taxable  year  the 
pro  rata  amount  of  the  excess  (determined  as  if  such 
corporation  were  a  domestic  corporation)  of  the  net 
long-term  capital  gains  over  the  net  short-term 
capital  losses;  and  the  portion  thereof  which  is  being 
distributed;  and 

“(C)  provide  such  information  as  the  Secre¬ 
tary  or  his  delegate  deems  necessary  to  carry  out  the 
purposes  of  this  section, 
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then  section  1246  shall  not  apply  with  respect  to  the 
qualified  shareholders  of  such  company  during  any 
taxable  year  to  which  such  election  applies. 

“(2)  Special  rules.— 

“  (A)  Computation  of  taxable  income.— 
For  purposes  of  paragraph  (1)  (A)',  the  taxable 
income  of  the  company  shall  be  computed  without 
regard  to — 

“  (i)  the  excess  of  capital  gains  over  losses 
referred  to  in  paragraph  (1)  (B) , 

“  (ii)  section  172  (relating  to  net  operating 
losses) ,  and 

“  (iii)  any  deduction  provided  by  part  VIII 
of  subchapter  B  (other  than  the  deduction  pro¬ 
vided  by  section  248,  relating  to  organizational 
expenditures) . 

“(B)  Distributions  after  the  close  of 
the  taxable  year. — For  purposes  of  paragraph 
(1)  (A) ,  a  distribution  made  after  the  close  of  the 
taxable  year  and  on  or  before  the  15th  day  of  the 
third  month  of  the  next  taxable  year  shall  be  treated 
as  distributed  during  the  taxable  year  to  the  extent 
elected  by  the  company  (in  accordance  with  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate) 
on  or  before  the  15th  day  of  such  third  month. 
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1  “(C)  Carryover  of  capital  losses  from 

2  nonelection  years  denied. — In  computing  the 

3  excess  of  capital  gains  over  losses  referred  to  in 

4  paragraph  (1)  (B),  section  1212  shall  not  apply 

5  to  losses  incurred  in  or  with  respect  to  taxable  years 

6  before  the  first  taxable  year  to  which  the  election 

7  applies. 

8  “(b)  Years  to  Which  Election  Applies— The 

9  election  of  any  foreign  investment  company  under  this  sec- 

10  tion  shall  terminate  as  of  the  close  of  the  taxable  year  pre- 

11  ceding  its  first  taxable  year  in  which  any  of  the  following 

12  occurs : 

13  “  ( 1 )  the  company  fails  to  comply  with  the  provi- 

14  sions  of  subparagraph  (A),  (B),or  (C)  of  subsection 

15  (a)  (1),  unless  it  is  shown  that  such  failure  is  due  to 

16  reasonable  cause  and  not  due  to  willful  neglect, 

17  “(2)  the  company  is  a  foreign  personal  holding 

18  company,  or 

19  “  (3)  the  company  is  not  a  foreign  investment  com- 

20  pany  which  is  described  in  section  1246  (b)  (1). 

21  “(c)  Qualified  Shareholders— For  purposes  of 

22  this  section — 

23  “  ( 1 )  In  general. — The  term  ‘qualified  share- 

24  holder’  means  any  shareholder  who  is  a  United  States 
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person,  other  than  a  shareholder  described  in  paragraph 

(2). 

“(2)  Certain  united  states  persons  ex¬ 
cluded  from  definition. — A  United  States  person 
shall  not  be  treated  as  a  qualified  shareholder  for  the 
taxable  year  if  for  such  taxable  year  (or  for  any  prior 
taxable  year)  he  did  not  include,  in  computing  his  long¬ 
term  capital  gains  in  his  return  for  such  taxable  year, 
the  amount  designated  by  such  company  pursuant  to 
subsection  (a)  (1)  (B)  as  his  share  of  the  undistributed 
capital  gains  of  such  company  for  its  taxable  year  end¬ 
ing  within  or  with  such  taxable  year  of  the  taxpayer. 
The  preceding  sentence  shall  not  apply  with  respect 
to  any  failure  by  the  taxpayer  to  treat  an  amount  as 
provided  therein  if  the  taxpayer  shows  that  such  failure 
was  due  to  reasonable  cause  and  not  due  to  willful 
neglect. 

“(d)  Adjustments. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  proper  adjustment  shall  be 
made — 

“  ( 1 )  in  the  earnings  and  profits  of  the  electing 
foreign  investment  company,  and 

“(2)  the  adjusted  basis  of  stock  of  such  company 
held  by  qualified  shareholders, 
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1  to  reflect  the  inclusion  in  gross  income  by  such  shareholders 

2  of  undistributed  capital  gains. 

3  “(e)  Loss  on  Bale  or  Exchange  of  Certain  Stock 

4  Held  Less  Than  6  Months. — If — 

5  “(i)  under  this  section,  any  qualified  shareholder 
d  treats  any  amount  designated  under  subsection  (a)  (1) 

7  (B)  with  respect  to  a  share  of  stock  as  long-term  capital 

8  gain,  and 

9  “(2)  such  share  is  held  by  the  taxpayer  for  less 

Id  than  6  months, 

11  then  any  loss  on  the  sale  or  exchange  of  such  share  shall, 

12  to  the  extent  of  the  amount  described  in  paragraph  ( 1 ) , 

13  be  treated  as  loss  from  the  sale  or  exchange  of  a  capital 

14  asset  held  for  more  than  6  months.” 

15  (2)  The  table  of  sections  for  such  part  IV  is 
Id  amended  by  adding  at  the  end  thereof  the  following: 

“Sec.  1246.  Gain  on  foreign  investment  company. 

“Sec.  1247.  Election  by  foreign  investment  companies  to 
distribute  income  currently.” 

17  (b)  Conforming  Amendments. — 

18  (1)  Earnings  and  profits  of  foreign  in- 

19  vestment  companies. — Section  312  (relating  to 

20  effect  on  earnings  and  profits)  is  amended  by  adding 
after  subsection  (k)  the  following  new  subsection: 
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“  (1)  Earnings  and  Profits  of  Foreign  Invest¬ 
ment  Companies. — 

“  ( 1 )  Allocation  within  affiliated  group. — 
In  the  case  of  a  sale  or  exchange  of  stock  in  a  foreign 
investment  company  (as  defined  in  section  1246(b)  ) 
by  a  United  States  person  (as  defined  in  section  7701 
(a)  (30)  ) ,  if  such  company  is  a  member  of  an  affiliated 
group,  then  the  accumulated  earnings  and  profits  of  all 
members  of  such  affiliated  group  shall  be  allocated,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate, 
in  such  manner  as  is  proper  to  carry  out  the  purposes  of 
section  1246. 

“  (2)  Affiliated  group  defined. — For  purposes 
of  paragraphs  (1)  and  (2)  of  this  subsection,  the  term 
‘affiliated  group’  has  the  meaning  assigned  to  such  term 
by  section  1504(a)  ;  except  that  (A)  ‘more  than  50 
percent’  shall  be  substituted  for  ‘80  percent  or  more’, 
and  (B)  all  corporations  shall  be  treated  as  includible 
corporations  (without  regard  to  the  provisions  of 
section  1504  (b)  ) . 

“(3)  Partial  liquidations  and  redemp¬ 
tions— 

“(A)  In  general. — If  a  foreign  investment 
company  (as  defined  in  section  1246)  distributes 
amounts  in  partial  liquidation  or  in  a  redemption  to 
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which  section  302  (a)  or  303  applies,  the  part  of 
such  distribution  which  is  properly  chargeable  to 
earnings  and  profits  shall  be  an  amount  which  is 
not  in  excess  of  the  ratable  share  of  the  earnings 
and  profits  of  the  company  accumulated  after 
February  28,  1913,  attributable  to  the  stock  so 
redeemed. 

“(B)  Effective  date. — Subparagraph  (A) 
shall  apply  only  with  respect  to  distributions  made 
after  December  31,  1962/’ 

(2)  Sale  oe  exchange  of  inteeest  in  part¬ 
nership. — Section  751  (d)  (2)  (relating  to  inventory 
items  which  have  appreciated  substantially  in  value)  is 
amended  by  striking  out  “and”  at  the  end  of  subpara¬ 
graph  (B) ,  and  by  striking  out  subparagraph  (0)  and 
inserting  in  lieu  thereof  the  following  new  subparagraphs : 

“(0)  any  other  property  of  the  partnership 
which,  if  sold  or  exchanged  by  the  partnership, 
would  result  in  a  gain  taxable  under  subsection  (a) 
of  section  1246  (relating  to  gain  on  foreign  invest¬ 
ment  company  stock) ,  and 

“(D)  any  other  property  held  by  the  partner¬ 
ship  which,  if  held  by  the  selling  or  distributee  part¬ 
ner,  would  be  considered  property  of  the  type 
described  in  subparagraph  (A),  (B),  or  (C).” 
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(3)  Holding  period  of  property. — Section 
1223  (relating  to  holding  period  of  property)  is  amend¬ 
ed  by  redesignating  paragraph  (10)  as  paragraph  (11) 
and  inserting  after  paragraph  (9)  the  following  para¬ 
graph  : 

“  ( 10)  In  determining  the  period  for  which  the 
taxpayer  has  held  trust  certificates  of  a  trust  to  which 
subsection  (d)  of  section  1246  applies,  or  the  period 
for  which  the  taxpayer  has  held  stock  in  a  corporation 
to  which  subsection  (d)  of  section  1246  applies,  there 
shall  be  included  the  period  for  which  the  trust  or  cor¬ 
poration  (as  the  case  may  be)  held  the  stock  of  foreign 
investment  companies.” 

(c)  Effective  Date. — The  amendments  made  by 
this  section  shall  apply  with  respect  to  taxable  years  begin¬ 
ning  after  December  31,  1962. 

SEC.  16.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES  OF 
STOCK  IN  CERTAIN  FOREIGN  CORPORATIONS. 

(a)  Treatment  of  Gain  From  the  Redemption, 
Cancellation,  or  Sale  of  Stock  in  Certain  Foreign 
Corporations. — Part  IV  of  subchapter  P  of  chapter  1 
(relating  to  special  rules  for  determining  capital  gains  and 
losses)  is  amended  by  adding  after  section  1247  (as  added 
by  section  15  of  tins  Act)  the  following  new  section: 
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‘‘SEC.  1248.  GAIN  FROM  CERTAIN  SALES  OR  EXCHANGES 
OF  STOCK  IN  CERTAIN  FOREIGN  CORPORA¬ 
TIONS. 

“  (a)  Redemptions  and  Liquidations. — If  a  foreign 
corporation  redeems  its  stock  in  an  exchange  to  which  seo- 
tion  302(a)  applies,  or  if  a  foreign  corporation  cancels  its 
stock  in  a  complete  or  partial  liquidation  in  an  exchange  to 
which  section  331  applies,  then  the  gain  of  a  United  States 
person  (as  defined  in  section  7701  (a)  (30)  )  from  the  ex¬ 
change  of  such  stock  shall  be  included  in  the  gross  income 
of  such  person  as  a  dividend,  to  the  extent  of  such  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  after  February  28,  1913. 

“(b)  Sales  and  Other  Exchanges— If  a  United 
States  person  (as  defined  in  section  7701  (a)  (30)  )  sells  or 
exchanges  stock  in  a  foreign  corporation,  then  the  gain 
recognized  on  the  sale  or  exchange  of  such  stock  shall  be 
considered  as  gain  from  the  sale  or  exchange  of  property 
which  is  not  a  capital  asset,  to  the  extent  of  such  person’s 
proportionate  share  of  the  earnings  and  profits  of  the  foreign 
corporation  accumulated  during  the  period  the  stock  sold  or 
exchanged  was  held  by  such  person. 


H.R.  10650 - 11 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 


162 


“(c)  Limitations.— 

“(1)  Controlled  foreign  corporations  — 
Subsections  (a)  and  (b)  shall  apply  only  if  the  foreign 
corporation  the  stock  of  which  is  sold  or  exchanged  (A) 
is  a  controlled  foreign  corporation  (as  defined  in  section 
954)  at  the  time  of  the  sale  or  exchange,  or  (B)  was 
such  a  controlled  foreign  corporation  at  any  time  during 
the  5-year  period  ending  on  the  date  of  the  sale  or 
exchange. 

“(2)  10-percent  ownership. — Subsections  (a) 
and  (b)  shall  apply  only  to  a  United  States  person  who 
can  be  considered,  by  applying  the  rules  of  constructive 
ownership  of  section  955  (b) ,  as  being  the  owner, 
directly  or  indirectly,  of  10  percent  or  more  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled 
to  vote  of  the  foreign  corporation  at  the  time  of  the  sale 
or  exchange,  or  at  any  time  during  the  5-year  period 
ending  on  the  date  of  the  sale  or  exchange. 

“  (3)  Elimination  from  earnings  and  profits 

OF  AMOUNTS  INCLUDED  IN  GROSS  INCOME  UNDER 
section  951. — In  determining  the  amount  to  be  con¬ 
sidered  a  dividend  under  subsection  (a) ,  or  as  gain  from 
the  sale  or  exchange  of  property  which  is  not  a  capital 
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asset  under  subsection  (b),  the  United  States  person’s 
proportionate  share  of  earnings  and  profits  of  the  foreign 
corporation  shall  be  reduced  by  the  amount  previously 
included  in  the  gross  income  of  such  person  under  section 
951,  with  respect  to  the  stock  sold  or  exchanged,  but 
only  to  the  extent  such  amount  did  not  result  in  an 
exclusion  from  gross  income  under  section  956. 

“(4)  Redemptions  to  pay  death  taxes. — Sub¬ 
sections  (a)  and  (b)  shall  not  apply  to  distributions  to 
which  section  303  (relating  to  distributions  in  re¬ 
demption  of  stock  to  pay  death  taxes)  applies. 

“(5)  Additional  consideration  in  certain 
reorganizations. — Subsection  (b)  shall  not  apply  to 
gain  recognized  on  exchanges  to  which  section  356  (re¬ 
lating  to  receipt  of  additional  consideration  in  certain 
reorganizations)  applies. 

“  (6)  Treatment  of  amounts  which  are  ordi¬ 
nary  income,  etc.,  under  other  provisions.— Sub¬ 
sections  (a)  and  (b)  shall  not  apply  with  respect  to  any 
amount  to  the  extent  that  such  amount  is,  under  any 
other  provision  of  this  title,  treated  as — 

“  (A)  a  dividend, 
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“(B)  gain  from  the  sale  of  an  asset  which  is 
not  a  capital  asset,  or 

“(C)  gain  from  the  sale  of  an  asset  held  for  not 
more  than  6  months. 

“(d)  Taxpayer  To  Establish  Earnings  and 
Profits. — Unless  the  taxpayer  establishes  the  amount  of 
the  earnings  and  profits  of  the  foreign  corporation  to  be  taken 
into  account  under  subsections  (a)  and  (b) ,  all  gain  from 
the  sale  or  exchange  shall  be  considered  a  dividend  under 
subsection  (a) ,  or  as  gain  from  the  sale  or  exchange  of 
property  which  is  not  a  capital  asset  under  subsection  (b) , 
whichever  applies.” 

(b)  Clerical  Amendment. — The  table  of  sections  for 
such  part  IV  is  amended  by  adding  at  the  end  thereof  the 
following : 

“Sec.  1248.  Gain  from  certain  sales  or  exchanges  of  stock 
in  certain  foreign  corporations.” 

(c)  Effective  Date. — The  amendments  made  by  this 
section  shall  apply  with  respect  to  sales  or  exchanges  oc¬ 
curring  after  the  date  of  the  enactment  of  this  Act. 
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SEC.  17.  TAX  TREATMENT  OF  COOPERATIVES  AND 
PATRONS. 

(a)  In  General. — Chapter  1  (relating  to  normal 

* 

taxes  and  surtaxes)  is  amended  by  adding  at  the  end  thereof 
the  following  new  subchapter: 

“Subchapter  T — Cooperatives  and  Their  Patrons 

“Part  I.  Tax  treatment  of  cooperatives. 

“Part  II.  Tax  treatment  by  patrons  of  patronage  dividends. 
“Part  III.  Definitions;  special  rules. 

“PART  I— TAX  TREATMENT  OF  COOPERATIVES 

“Sec.  1381.  Organizations  to  which  part  applies. 

“Sec.  1382.  Taxable  income  of  cooperatives. 

“Sec.  1383.  Computation  of  tax  where  cooperative  redeems 
nonqualified  written  notices  of  allocation. 

“SEC.  1381.  ORGANIZATIONS  TO  WHICH  PART  APPLIES. 
“  (a)  In  General. — This  part  shall  apply  to — 

“(1)  any  organization  exempt  from  tax  under  sec¬ 
tion  521  (relating  to  exemption  of  farmers’  cooperatives 
from  tax) ,  and 

“  (2)  any  corporation  operating  on  a  cooperative 
basis  other  than  an  organization — 

“  ( A)  which  is  exempt  from  tax  under  this 
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“(B)  which  is  subject  to  the  provisions  of — 

“  (i)  part  II  of  subchapter  H  (relating 
to  mutual  savings  banks,  etc. ) ,  or 

“  (ii)  suhchapter  L  (relating  to  insurance 
companies) ,  or 

“(C)  which  is  engaged  in  furnishing  electric 
energy,  or  providing  telephone  service,  to  persons 
in  rural  areas. 

“(b)  Tax  on  Certain  Farmers’  Cooperatives.— 
An  organization  described  in  subsection  (a)  (1)  shall  he 
subject  to  the  taxes  imposed  by  section  11  or  1201. 

“SEC.  1382.  TAXABLE  INCOME  OF  COOPERATIVES. 

“  (a)  Gross  Income. — Except  as  provided  in  subsec¬ 
tion  (b) ,  the  gross  income  of  any  organization  to  which  this 
part  applies  shall  be  determined  without  any  adjustment 
(as  a  reduction  in  gross  receipts,  an  increase  in  cost  of  goods 
sold,  or  otherwise )  by  reason  of  any  allocation  or  distribution 
to  a  patron  out  of  the  net  earnings  of  such  organization. 

“(b)  Patronage  Dividends. — In  determining  the 
taxable  income  of  an  organization  to  which  this  part  applies, 
there  shall  not  be  taken  into  account  amounts  paid  during 
the  payment  period  for  the  taxable  year — 

“  (1)  as  patronage  dividends  (as  defined  in  section 
1388  (a)  ) ,  to  the  extent  paid  in  money,  qualified  writ¬ 
ten  notices  of  allocation  (as  defined  in  section  1388 
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1  (c)  ) ,  or  other  property  (except  nonqualified  written 

2  notices  of  allocation  (as  defined  in  section  1388  (d)  )  ) 

3  with  respect  to  patronage  occurring  during  such  taxable 

4  year ;  or 

5  “(2)  in  money  or  other  property  (except  written 

6  notices  of  allocation)  in  redemption  of  a  nonqualified 

7  written  notice  of  allocation  which  was  paid  as  a  patron- 

8  age  dividend  during  the  payment  period  for  the  taxable 

9  year  during  which  the  patronage  occurred. 

40  For  purposes  of  this  title,  any  amount  not  taken  into  ac- 

41  count  under  the  preceding  sentence  shall  be  treated  in  the 
12  same  manner  as  an  item  of  gross  income  and  as  a  deduction 
43  therefrom. 

14  “(c)  Deduction  foe  Nonpateonage  Disteibu- 

15  tions,  etc. — In  determining  the  taxable  income  of  an  or- 

16  ganization  described  in  section  1381  (a)  (1),  there  shall  be 

17  allowed  as  a  deduction  (in  addition  to  other  deductions  al- 

18  lowable  under  this  chapter)  — 

19  “  ( 1 )  amounts  paid  during  the  taxable  year  as  divi- 

20  dends  on  its  capital  stock ;  and 

21  “(2)  amounts  paid  during  the  payment  period  for 

22  the  taxable  year — 

23  “  (A)  in  money,  qualified  written  notices  of 

24  allocation,  or  other  property  (except  nonqualified 

25  written  notices  of  allocation)  on  a  patronage  basis 
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to  patrons  with  respect  to  its  earnings  during  such 
taxable  year  which  are  derived  from  business  done 
for  the  United  States  or  any  of  its  agencies  or  from 
sources  other  than  patronage,  or 

“(B)  in  money  or  other  property  (except  writ¬ 
ten  notices  of  allocation)  in  redemption  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid, 
during  the  payment  period  for  the  taxable  year  dur¬ 
ing  which  the  earnings  were  derived,  on  a  patron¬ 
age  basis  to  a  patron  with  respect  to  earnings  de¬ 
rived  from  business  or  sources  described  in  subpara¬ 
graph  (A). 

“(d)  Payment  Period  for  Each  Taxable  Year. — 
For  purposes  of  subsections  (b)  and  (c)  (2),  the  payment 
period  for  any  taxable  year  is  the  period  beginning  with  the 
first  day  of  such  taxable  year  and  ending  with  the  fifteenth 
day  of  the  ninth  month  following  the  close  of  such  year. 

“(e)  Products  Marketed  Under  Pooling  Ar¬ 
rangements. — For  purposes  of  subsection  (b) ,  in  the  case 
of  a  pooling  arrangement  for  the  marketing  of  products,  the 
patronage  shall  (to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate)  be  treated  as 
patronage  occurring  during  the  taxable  year  in  which  the 
pool  closes. 

“(f)  Treatment  of  Earnings  Received  After 
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1  Patronage  Occurred. — If  any  portion  of  the  earnings 

2  from  business  done  with  or  for  patrons  is  includible  in  the 

3  organization’s  gross  income  for  a  taxable  year  after  the 

I  taxable  year  during  which  the  patronage  occurred,  then  for 
5  purposes  of  applying  subsection  (b)  to  such  portion  the 
^  patronage  shall,  to  the  extent  provided  in  regulations  pre- 

I  scribed  by  the  Secretary  or  his  delegate,  be  considered  to 

8  have  occurred  during  the  taxable  year  of  the  organization 

9  during  which  such  earnings  are  includible  in  gross  income. 

10  “SEC.  1383.  COMPUTATION  OF  TAX  WHERE  COOPERATIVE 

11  REDEEMS  NONQUALIFIED  WRITTEN  NO- 

12  TICES  OF  ALLOCATION. 

13  “(a)  General  Rule. — If,  under  section  1382(b)  (2) 

II  or  (c)  (2)  (B) ,  a  deduction  is  allowable  to  an  organization 

15  for  the  taxable  year  for  amounts  paid  in  redemption  of  non- 

16  qualified  written  notices  of  allocation,  then  the  tax  imposed 

II  by  this  chapter  on  such  organization  for  the  taxable  year 

18  shall  be  the  lesser  of  the  following : 

19  “(1)  tax  for  the  taxable  year  computed  with 
26  such  deduction;  or 

21  “(2)  an  amount  equal  to — 

22  “  (A)  the  tax  for  the  taxable  year  computed 

23  without  such  deduction,  minus 

24  “  (B)  the  decrease  in  tax  under  this  chapter 
for  any  prior  taxable  year  (or  years)  which  would 
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result  solely  from  treating  such  nonqualified  written 
notices  of  allocation  as  qualified  written  notices  of 
allocation. 

“(b)  Special  Rules. — 

“  ( l )  If  the  decrease  in  tax  ascertained  under  sub¬ 
section  (a)  (2)  (B)  exceeds  the  tax  for  the  taxable  year 
(computed  without  the  deduction  described  in  subsection 
(a)  )  such  excess  shall  he  considered  to  be  a  payment 
of  tax  on  the  last  day  prescribed  by  law  for  the  payment 
of  tax  for  the  taxable  year,  and  shall  be  refunded  or 
credited  in  the  same  manner  as  if  it  were  an  overpay¬ 
ment  for  such  taxable  year. 

“(2)  For  purposes  of  determining  the  decrease  in 
tax  under  subsection  (a)  (2)  (B) ,  the  stated  dollar 
amount  of  any  nonqualified  written  notice  of  allocation 
which  is  to  be  treated  under  such  subsection  as  a  quali¬ 
fied  written  notice  of  allocation  shall  be  the  amount  paid 
in  redemption  of  such  written  notice  of  allocation  which 
is  allowable  as  a  deduction  under  section  1382  (b)  (2) 
or  (c)  (2)  (B)  for  the  taxable  year. 

“  (3)  If  the  tax  imposed  by  this  chapter  for  the  tax¬ 
able  year  is  the  amount  determined  under  subsection 
(a)  (2) ,  then  the  deduction  described  in  subsection  (a) 
shall  not  be  taken  into  account  for  any  purpose  of  this 
subtitle  other  than  for  purposes  of  this  section. 
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"PART  II— TAX  TREATMENT  BY  PATRONS  OF  PA¬ 
TRONAGE  DIVIDENDS 

“Sec.  1385.  Amounts  includible  in  patron’s  gross  income. 

“SEC.  1385.  AMOUNTS  INCLUDIBLE  IN  PATRON’S  GROSS 
INCOME. 

“(a)  General  Rule. — Except  as  otherwise  provided 
in  subsection  (b),  each  person  shall  include  in  gross 
income — 

“  ( 1 )  the  amount  of  any  patronage  dividend  which 
is  paid  in  money,  a  qualified  written  notice  of  allocation, 
or  other  property  (except  a  nonqualified  written  notice 
of  allocation) ,  and  which  is  received  by  him  during  the 
taxable  year  from  an  organization  described  in  section 
1381 (a) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions  by 
tax-exempt  farmers’  cooperatives),  which  is  paid  in 
money,  a  qualified  written  notice  of  allocation,  or  other 
property  ( except  a  nonqualified  w7ritten  notice  of  alloca¬ 
tion)  ,  and  which  is  received  by  him  during  the  taxable 
year  from  an  organization  described  in  section  1381  (a) 

(i). 

“  (b)  Exclusion  From  Gross  Income.— Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  the 
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amount  of  any  patronage  dividend,  and  any  amount  re¬ 
ceived  on  the  redemption,  sale,  or  other  disposition  of  a  non¬ 
qualified  written  notice  of  allocation  which  was  paid  as  a 
patronage  dividend,  shall  not  be  included  in  gross  income  to 
the  extent  that  such  amount — 

“(i)  is  properly  taken  into  account  as  an  adjust¬ 
ment  to  basis  of  property,  or 

“(2)  is  attributable  to  personal,  living,  or  family 
items. 

“  (c)  Treatment  of  Certain  Nonqualified  Writ¬ 
ten  Notices  of  Allocation.— 

“(i)  Application  of  subsection. — This  sub¬ 
section  shall  apply  to  any  nonqualified  written  notice  of 
allocation  which — 

“(A)  was  paid  as  a  patronage  dividend,  or 
“(B)  was  paid  by  an  organization  described  in 
section  1381(a)  (1)  on  a  patronage  basis  with  re¬ 
spect  to  earnings  derived  from  business  or  sources 
described  in  section  1382(c)  (2)  (A). 

“(2)  Basis;  amount  of  gain. — In  the  case  of 
any  nonqualified  written  notice  of  allocation  to  which 
this  subsection  applies,  for  purposes  of  this  chapter — 

“  (A)  the  basis  of  such  written  notice  of  alloca¬ 
tion  in  the  hands  of  the  patron  to  whom  such  written 
notice  of  allocation  was  paid  shall  be  zero, 
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"(B)  the  basis  of  such  written  notice  of  alloca¬ 
tion  which  was  acquired  from  a  decedent  shall  be 
its  basis  in  the  hands  of  the  decedent,  and 

“(C)  gain  on  the  redemption,  sale,  or  other 
disposition  of  such  written  notice  of  allocation  by 
any  person  shall,  to  the  extent  that  the  stated  dollar 
amount  of  such  written  notice  of  allocation  exceeds 
its  basis,  be  considered  as  gain  from  the  sale  or 
exchange  of  property  which  is  not  a  capital  asset. 
“PART  III — DEFINITIONS;  SPECIAL  RULES 

“Sec.  1388.  Definitions;  special  rules. 

“SEC.  1388.  DEFINITIONS;  SPECIAL  RULES* 

“  (a)  Patronage  Dividend. — For  purposes  of  this  sub¬ 
chapter,  the  term  ‘patronage  dividend’  means  an  amount  paid 
to  a  patron  by  an  organization  to  which  part  I  of  this  sub¬ 
chapter  applies — 

“  ( 1 )  on  the  basis  of  quantity  or  value  of  business 
done  with  or  for  such  patron, 

“(2)  under  an  obligation  of  such  organization  to 
pay  such  amount,  which  obligation  existed  before  the 
organization  received  the  amount  so  paid,  and 

“(3)  which  is  determined  by  reference  to  the  net 
earnings  of  the  organization  from  business  done  with  or 
for  its  patrons. 
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Such  term  does  not  include  any  amount  paid  to  a  patron  to 
the  extent  that  (A)  such  amount  is  out  of  earnings  other 
than  from  business  done  with  or  for  patrons,  or  (B) 
such  amount  is  out  of  earnings  from  business  done  with  or 
for  other  patrons  to  whom  no  amounts  are  paid,  or  to  whom 
smaller  amounts  are  paid,  with  respect  to  substantially 
identical  transactions. 

“(b)  Written  Notice  of  Allocation. — For  pur¬ 
poses  of  this  subchapter,  the  term  ‘written  notice  of  alloca¬ 
tion’  means  any  capital  stock,  revolving  fund  certificate, 
retain  certificate,  certificate  of  indebtedness,  letter  of  advice, 
or  other  written  notice,  which  discloses  to  the  recipient  the 
stated  dollar  amount  allocated  to  him  by  the  organization 
and  the  portion  thereof,  if  any,  which  constitutes  a  patronage 
dividend. 

“  (c)  Qualified  Written  Notice  of  Allocation.— 
“(i)  Defined. — For  purposes  of  this  subchapter, 
the  term  ‘qualified  written  notice  of  allocation’  means — 
“  (A)  a  written  notice  of  allocation  which  may 
be  redeemed  in  cash  at  its  stated  dollar  amount  at 
any  time  within  a  period  beginning  on  the  date  such 
written  notice  of  allocation  is  paid  and  ending  not 
earlier  than  90  days  from  such  date,  but  only  if  the 
distributee  receives  written  notice  of  the  right  of 
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redemption  at  the  time  he  receives  such  written  no¬ 
tice  of  allocation ;  and 

“(B)  a  written  notice  of  allocation  which  the 
distributee  has  consented,  in  the  manner  provided 
in  paragraph  ( 2 ) ,  to  take  into  account  at  its  stated 
dollar  amount  as  provided  in  section  1385  (a) . 
“(2)  Manner  of  obtaining  consent. — A  dis- 
tributee  shall  consent  to  take  a  written  notice  of  alloca¬ 
tion  into  account  as  provided  in  paragraph  (1)  (B) 
only  by— 

“(A)  making  such  consent  in  writing,  or 
“(B)  obtaining  or  retaining  membership  in  the 
organization  after — 

“(i)  such  organization  has  adopted  (after 
the  date  of  the  enactment  of  the  Revenue  Act 
of  1962)  a  bylaw  providing  that  membership 
in  the  organization  constitutes  such  consent,  and 
“  (ii)  he  has  received  a  written  notifica¬ 
tion  and  copy  of  such  bylaw. 

“(3)  Period  for  which  consent  is  effec¬ 
tive.— 

“  (A)  General  rule.— Except  as  provided  in 
subparagraph  (B)  — 


“  (i)  a  consent  described  in  paragraph 
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(2)  (A)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  (determined  with  the  application 
of  section  1382  (e)  )  during  the  taxable  year  of 
the  organization  during  which  such  consent  is 
made  and  all  subsequent  taxable  years  of  the 
organization;  and 

“  (ii)  a  consent  described  in  paragraph 
(2)  (B)  shall  be  a  consent  with  respect  to  all 
patronage  of  the  distributee  with  the  organiza¬ 
tion  occurring  ( determined  without  the  applica¬ 
tion  of  section  1382  (e)  )  after  he  received  the 
notification  and  copy  described  in  paragraph 
(2)  (B)  (ii). 

“(B)  Revocation,  etc  — 

“  (i)  Any  consent  described  in  paragraph 
(2)  (A)  may  be  revoked  (in  writing)  by  the 
distributee  at  any  time.  Any  such  revocation 
shall  be  effective  with  respect  to  patronage 
occurring  on  or  after  the  first  day  of  the  first 
taxable  year  of  the  organization  beginning  after 
the  revocation  is  filed  with  such  organization; 
except  that  in  the  case  of  a  pooling  arrangement 
described  in  section  1382  (e) ,  a  revocation  made 
by  a  distributee  shall  not  be  effective  as  to  any 
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pool  with  respect  to  which  the  distributee  has 
been  a  patron  before  such  revocation. 

“  (ii)  Any  consent  described  in  paragraph 
(2)  (B)  shall  not  be  effective  with  respect  to 
any  patronage  occurring  (determined  without 
the  application  of  section  1382  (e)  )  after  the 
distributee  ceases  to  be  a  member  of  the  organ¬ 
ization  or  after  the  bylaws  of  the  organization 
cease  to  contain  the  provision  described  in 
paragraph  (2)  (B)  (i) . 

“(d)  Nonqualified  Written  Notice  of  Alloca¬ 
tion. — For  purposes  of  this  subchapter,  the  term  ‘nonquali¬ 
fied  written  notice  of  allocation’  means  a  written  notice  of 
allocation  which  is  not  described  in  subsection  (c). 

“(e)  Determination  of  Amount  Paid  or  Re¬ 
ceived. — For  purposes  of  this  subchapter,  in  determining 
amounts  paid  or  received — 

“  (1)  property  (other  than  a  written  notice  of  allo¬ 
cation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount.” 

(b)  Technical  Amendments. — 

(1)  Section  521  (a)  (relating  to  exemption  of  farm- 
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ers’  cooperatives  from  tax)  is  amended  by  striking  out 
“section  522”  each  place  it  appears  therein  and  inserting 
in  lieu  thereof  “part  I  of  subchapter  T  (sec.  1381  and 
following) 

(2)  Section  522  (relating  to  tax  on  farmers’  coop¬ 
eratives)  is  hereby  repealed. 

(3)  Section  6044  (relating  to  returns  regarding 
patronage  dividends)  is  amended  to  read  as  follows: 

“SEC.  6044.  RETURNS  REGARDING  PATRONAGE  DIVI¬ 
DENDS. 

“Any  organization  to  which  part  I  of  subchapter  T  of 
chapter  1  (relating  to  tax  treatment  of  cooperatives)  ap¬ 
plies  which  pays  amoimts  described  in  section  1382  (b) ,  or 
(in  the  case  of  an  organization  described  in  section  1381 
(a)  (1)  )  amounts  described  in  section  1382(c)  (2),  shall, 
when  required  by  regulations  of  the  Secretary  or  his  delegate, 
make  a  return  showing — 

“  ( 1 )  the  name  and  address  of  each  patron  to  whom 
it  has  made  such  payments  during  the  calendar  year;  and 

“  (2 )  the  amount  of  such  payments  to  each  patron.” 

(4)  Section  6072  (d)  (relating  to  time  for  filing 
income  tax  returns  of  exempt  cooperative  associations) 
is  amended  to  read  as  follows: 

“(d)  Returns  of  Cooperative  Associations.— In 
the  case  of  an  income  tax  return  of — 
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“  ( 1 )  an  exempt  cooperative  association  described 
in  section  1381  (a)  (1) ,  or 

“(2)  an  organization  described  in  section  1381 
(a)  (2)  which  is  under  an  obligation  to  pay  patronage 
dividends  (as  defined  in  section  1388  (a)  )  in  an 
amount  equal  to  at  least  50  percent  of  its  net  earnings 
from  business  done  with  or  for  its  patrons,  or  which 
paid  patronage  dividends  in  such  an  amount  out  of  the 
net  earnings  from  business  done  with  or  for  patrons  dur¬ 
ing  the  most  recent  taxable  year  for  which  it  had  such 
net  earnings, 

a  return  made  on  the  basis  of  a  calendar  year  shall  be  filed 
on  or  before  the  15th  day  of  September  following  the  close 
of  the  calendar  year,  and  a  return  made  on  the  basis  of  a 
fiscal  year  shall  be  filed  on  or  before  the  15th  day  of  the  9th 
month  following  the  close  of  the  fiscal  year.” 

(5)  The  table  of  subchapters  for  chapter  1  is 

amended  by  adding  at  the  end  thereof  the  following: 

“Subchapter  T.  Cooperatives  and  their  patrons.” 

(6)  The  table  of  sections  for  part  III  of  subohapter 
F  of  chapter  1  is  amended  by  striking  out  the  last  fine 
thereof. 

(c)  Effective  Dates. — 

( 1 )  Foe  the  cooperatives. — Except  as  provided 


1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


180 


in  paragraph  ( 3 ) ,  the  amendments  made  by  subsections 
(a)  and  (b)  shall  apply  to  taxable  years  of  organiza¬ 
tions  described  in  section  1381  (a)  of  the  Internal  He  ve¬ 
nue  Code  of  1954  (as  added  by  subsection  (a)  )  begin¬ 
ning  after  December  31,  1962. 

(2)  Foe  the  patbons. — Except  as  provided  in 
paragraph  (3),  section  1385  of  the  Internal  Revenue 
Code  of  1954  (as  added  by  subsection  (a)  )  shall 
apply  with  respect  to  any  amount  received  from  any 
organization  described  in  section  1381  (a)  of  such  Code, 
to  the  extent  that  such  amount  is  paid  by  such  organiza¬ 
tion  in  a  taxable  year  of  such  organization  beginning 
after  December  31,  1962. 

(3)  Application  of  existing  law.— In  the  case 
of  any  money,  written  notice  of  allocation,  or  other  prop¬ 
erty  paid  by  any  organization  described  in  section 
1381(a)  — 

(A)  before  the  first  day  of  the  first  taxable 
year  of  such  organization  beginning  after  December 
31,  1962,  or 

(B)  on  or  after  such  first  day  with  respect  to 
patronage  occurring  before  such  first  day, 

the  tax  treatment  of  such  money,  written  notice  of  allo¬ 
cation,  or  other  property  (including  the  tax  treatment  of 
gain  or  loss  on  the  redemption,  sale,  or  other  disposition 
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1  of  such  written  notice  of  allocation)  by  any  person  shall 

2  be  made  under  the  Internal  Revenue  Code  of  1954  with- 

3  out  regard  to  subchapter  T  of  chapter  1  of  such  Code. 

4  SEC.  18.  INCLUSION  OF  FOREIGN  REAL  PROPERTY  IN 

5  GROSS  ESTATE. 

6  (a)  Amendments  To  Include  Foreign  Real  Prop- 

7  erty. — 

8  ( 1 )  Section  2031  (a)  (relating  to  definition  of  gross 

9  estate)  is  amended  by  striking  out  except  real  prop- 

10  erty  situated  outside  of  the  United  States”. 

11  (2)  The  following  provisions  of  chapter  11  (impos- 

12  ing  an  estate  tax)  are  amended  by  striking  out  “  (except 

13  real  property  situated  outside  of  the  United  States) 

14  (A)  section  2033  (relating  to  property  in 

15  which  the  decedent  had  an  interest) , 

16  (B)  section  2034  (relating  to  dower  or  curtesy 

17  interests) , 

18  (C)  section  2035(a)  (relating  to  transactions 

19  in  contemplation  of  death) , 

20  (D)  section  2036(a)  (relating  to  transfers 

21  with  retained  life  estate) , 

22  (E)  section  2037(a)  (relating  to  transfers 

23  taking  effect  at  death) , 

24  (F)  section  2038(a)  (relating  to  revocable 

25  transfers), 
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(G)  section  2040  (relating  to  joint  interests) , 
and 

(H)  section  2041  (a)  (relating  to  powers  of 
appointment) . 

(b)  Effective  Date. — 

(1)  Except  as  provided  in  paragraph  (2),  the 
amendments  made  by  subsection  (a)  shall  apply  to  the 
estates  of  decedents  dying  after  the  date  of  the  enactment 
of  this  Act. 

(2)  In  the  case  of  a  decedent  dying  after  the  date 
of  the  enactment  of  this  Act  and  before  July  1,  1964, 
the  value  of  real  property  situated  outside  of  the  United 
States  shall  not  be  included  in  the  gross  estate  (as  defined 
in  section  2031  (a)  )  of  the  decedent — 

(A)  under  section  2033,  2034,  2035  (a) , 
2036  (a) ,  2037  (a) ,  or  2038  (a)  to  the  extent  the 
real  property,  or  the  decedent’s  interest  in  it,  was 
acquired  by  the  decedent  before  February  1,  1962; 

(B)  under  section  2040  to  the  extent  such 
property  or  interest  was  acquired  by  the  decedent 
before  February  1,  1962,  or  was  held  by  the  dece¬ 
dent  and  the  survivor  in  a  joint  tenancy  or  tenancy 
by  the  entirety  before  February  1,  1962;  or 

(O)  under  section  2041  (a)  to  the  extent  that 
before  February  1,  1962,  such  property  or  interest 
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was  subject  to  a  general  power  of  appointment  (as 
defined  in  section  2041 )  possessed  by  the  decedent. 
In  the  case  of  real  property,  or  an  interest  therein,  sit- 

4 

uated  outside  of  the  United  States  (including  a  general 
power  of  appointment  in  respect  of  such  property  or 
interest,  and  including  property  held  by  the  decedent 
and  the  survivor  in  a  joint  tenancy  or  tenancy  by  the 
entirety)  which  was  acquired  by  the  decedent  after 
January  31,  1962,  by  gift  within  the  meaning  of  sec¬ 
tion  2511,  or  from  a  prior  decedent  by  devise  or  inheri¬ 
tance,  or  by  reason  of  death,  form  of  ownership,  or  other 
conditions  (including  the  exercise  or  nonexercise  of  a 
power  of  appointment) ,  for  purposes  of  this  paragraph 
such  property  or  interest  therein  shall  be  deemed  to  have 
been  acquired  by  the  decedent  before  February  1,  1962, 
if  before  that  date  the  donor  or  prior  decedent  had 
acquired  the  property  or  his  interest  therein  or  had 
possessed  a  power  of  appointment  in  respect  of  the  prop¬ 
erty  or  interest. 

SEC.  19.  WITHHOLDING  OF  INCOME  TAX  AT  SOURCE  ON 
INTEREST,  DIVIDENDS,  AND  PATRONAGE  DIVI¬ 
DENDS. 

(a)  In  General.— 

(1)  Amendment  of  subtitle  c. — Subtitle  C  (re¬ 
lating  to  employment  taxes  and  collection  of  income  tax 
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at  source)  is  amended  by  redesignating  chapter  25  as 
chapter  26  and  by  inserting  after  chapter  24  the  follow¬ 
ing  new  chapter: 

“CHAPTER  25— COLLECTION  OF  INCOME  TAX 
AT  SOURCE  ON  INTEREST,  DIVIDENDS, 
AND  PATRONAGE  DIVIDENDS 

“Subohapter  A.  Interest. 

“Subchapter  B.  Dividends. 

“Subchapter  C.  Patronage  dividends. 

“Subchapter  D.  General  provisions. 

“Subchapter  A — Interest 

“Sec.  3451.  Income  tax  collected  at  source  on  interest. 

“Sec.  3452.  Interest  defined. 

“SEC.  3451.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
INTEREST. 

“(a)  Requirement  of  Withholding. — Except  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
interest  shall  deduct  and  withhold  on  such  interest  a  tax 
equal  to  20  percent  of  the  amount  thereof. 

“  (b)  Payee  Unknown. — If  the  withholding  agent  is 
unable  to  determine  the  person  to  whom  the  interest  is  pay¬ 
able,  the  tax  under  this  section  shall  be  deducted  and  with¬ 
held  at  the  time  payment  of  the  interest  would  be  made  if 
such  person  were  known. 
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"(c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484,  3485,  3486,  3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  certain  interest  paid  to  certain 
persons,  see  section  3483. 

“SEC.  3452.  INTEREST  DEFINED. 

“  (a)  General  Rule. — For  purposes  of  this  chapter, 
the  term  ‘interest’  means — 

“  (1)  interest  on  evidences  of  indebtedness  (includ¬ 
ing  bonds,  debentures,  notes,  and  certificates)  issued  by 
a  corporation  with  interest  coupons  or  in  registered 
form,  and,  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  interest  on 
other  evidences  of  indebtedness  issued  by  a  corporation 
of  a  type  offered  by  corporations  to  the  public; 

"(2)  interest  on  deposits  with  persons  carrying  on 
the  banking  business; 

"(3)  amounts  (whether  or  not  designated  as  in¬ 
terest)  paid  by  a  mutual  savings  bank,  savings  and  loan 
association,  building  and  loan  association,  cooperative 
bank,  homestead  association,  credit  union,  or  similar 
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organization,  in  respect  of  deposits,  investment  certifi¬ 
cates,  or  withdrawable  or  repurchasable  shares; 

“  (4)  interest  on  amounts  held  by  an  insurance  com¬ 
pany  under  an  agreement  to  pay  interest  thereon ; 
“(5)  interest  on  deposits  with  stockbrokers; 

“(6)  interest  on  obligations  of  the  United  States; 

and 

“(7)  in  the  case  of  a  non-interest-bearing  obliga¬ 
tion  of  the  United  States — 

“  ( A)  issued  on  a  discount  basis,  and 
“(B)  having  a  maturity  date  more  than  one 
year  from  the  date  of  issue, 

the  amount  by  which  the  amount  paid  on  surrender  or 
redemption  exceeds  the  issue  price. 

“(b)  Exceptions. — Eor  purposes  of  this  chapter,  the 
term  ‘interest’  does  not  include — 

“(i)  interest  on  obligations  described  in  section 
103(a)  (1)  or  (3)  (relating  to  interest  on  certain 

governmental  obligations)  ; 

“  (2)  any  amount  paid  by — 

“(A)  a  foreign  government  or  international 
organization, 

“(B)  a  foreign  corporation  not  engaged  in 
trade  or  business  within  the  United  States, 

“(C)  a  nonresident  alien  individual  not  en- 
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gaged  in  trade  or  business  within  the  United  States, 

or 

“(D)  a  partnership  not  engaged  in  trade  or 
business  within  the  United  States  and  composed  in 
whole  or  in  part  of  nonresident  aliens ; 

“  (3)  interest  on  deposits  with  persons  carrying  on 
the  banking  business  paid  to  a  person  described  in  para¬ 
graph  (2)  (B),  (0),  or  (D)  ; 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 

“  (5)  interest  subject  to  withholding  under  subchap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating  to 
withholding  of  tax  on  nonresident  aliens  and  foreign  cor¬ 
porations)  by  the  person  paying  such  interest,  or  which 
would  be  so  subject  to  withholding  by  such  person,  but 
for  the  fact  that  it  is  not  treated  as  income  from  sources 
within  the  United  States; 

“  (6)  any  amount  on  which  the  withholding  agent 
is  required  to  deduct  and  withhold  a  tax  under  section 
1451  (relating  to  tax-free  covenant  bonds) ,  or  would  be 
so  required  but  for  section  1451  (d)  (relating  to  benefit 
of  personal  exemptions)  ; 
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“  ( 7 )  to  the  extent  provided  in  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate,  any  amount 
payable  with  respect  to  deposits  in  school  savings 
accounts;  and 

“(8)  any  amount  described  in  subsection  (a)  (2), 
(3),  or  (7)  paid  to  a  State  or  a  foreign  government 
or  international  organization  (other  than  any  amount 
described  in  subsection  (a)  (3)  paid  in  respect  of  a 
transferable  certificate  or  share) . 

“(c)  Exemption  for  United  States. — The  Secre¬ 
tary  may  authorize  exemption  from  the  tax  imposed  by  sec¬ 
tion  3451  for  any  amount  paid  by  the  United  States  or 
any  wholly  owned  agency  or  instrumentality  thereof  to  the 
United  States  or  any  wholly  owned  agency  or  instrumental¬ 
ity  thereof  if  the  Secretary  determines  that  the  imposition 
of  the  tax  with  respect  to  such  amount  will  cause  a  burden 
or  expense  which  can  be  avoided  by  granting  the  tax 
exemption. 

“Subchapter  B — Dividends 

“Sec.  3461.  Income  tax  collected  at  source  on  dividends. 

“Sec.  3462.  Dividend  defined. 

“SEC.  3461.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 
DIVIDENDS. 

“(a)  Requirement  of  Withholding.— Except  as 
otherwise  provided  in  this  chapter,  every  person  who  pays 
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1  a  dividend  shall  deduct  and  withhold  on  such  dividend  a  tax 

2  equal  to  20  percent  of  the  amount  thereof. 

3  “(b)  Payee  Unknown. — If  the  withholding  agent  is 

4  unable  to  determine  the  person  to  whom  the  dividend  is 

5  payable,  the  tax  under  this  section  shall  be  deducted  and 

6  withheld  at  the  time  payment  of  the  dividend  would  be 

7  made  if  such  person  were  known. 

8  “(c)  Amount  of  Dividend  Unknown. — If  the  with- 

9  holding  agent  is  unable  to  determine  the  portion  of  a  dis- 

10  tribution  which  is  a  dividend,  the  tax  under  this  section 

11  shall  be  computed  on  the  entire  amount  of  the  distribution. 

12  “(d)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  dividends  paid  to  certain  individuals, 
see  section  3483. 

13  “SEC.  3462.  DIVIDEND  DEFINED. 

14  “(a)  General  Rule. — For  purposes  of  this  chapter, 

15  the  term  ‘dividend’  means — 

16  “  ( l )  any  distribution  by  a  corporation  which  is  a 

17  dividend  (as  defined  in  section  316)  ;  and 

18  “(2)  any  payment  made  by  a  stockbroker  to  any 

1^  person  as  a  substitute  for  a  dividend  (as  so  defined) . 

20  “(b)  Exceptions. — For  purposes  of  this  chapter,  the 

21  term  ‘dividend’  does  not  include — 
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"(1)  any  amount  paid  in  the  stock,  or  rights  to 
acquire  the  stock,  of  the  distributing  corporation  if  the 
distribution  is  not  includible  in  gross  income  of  the  re¬ 
cipient  under  the  provisions  of  section  305  (relating  to 
distributions  of  stock  and  stock  rights)  ; 

“(2)  any  distribution  to  the  extent  that,  under 
chapter  1 — 

“  (A)  the  amount  thereof  is  treated  by  the  re¬ 
cipient  as  an  amount  received  on  the  sale  or  ex¬ 
change  of  property,  or 

“(B)  gain  o  loss  to  the  recipient  is  not  recog¬ 
nized  ; 

“(3)  any  amount  which  is  includible  in  gross  in¬ 
come  as  a  taxable  dividend  by  reason  of  the  provisions 
of  section  302  (relating  to  redemptions  of  stock) ,  306 
(relating  to  dispositions  of  certain  stock) ,  356  (relating 
to  receipt  of  additional  consideration  in  connection  with 
certain  reorganizations),  or  1081(e)  (2)  (relating  to 
certain  distributions  pursuant  to  order  of  the  Securities 
and  Exchange  Commission)  ; 

“  (4)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 
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“  (5)  an  amount  which — 

“  (A)  is  subject  to  withholding  under  sub  chap¬ 
ter  A  of  chapter  3  (sec.  1441  and  following,  relating 
to  withholding  of  tax  on  nonresident  aliens  and  for¬ 
eign  corporations)  by  the  person  paying  such 
amount,  or 

“  (B)  would  be  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for — 

“  (i)  the  fact  that  it  is  attributable  to  in¬ 
come  from  sources  outside  the  United  States,  or 
“  (ii)  the  fact  that  the  payor  thereof  is 
excepted  from  the  application  of  section 
1441  (a)  by  the  provisions  of  section  1441  (c)  ; 
“(6)  any  amount  paid  by  a  foreign  corporation  not 
engaged  in  trade  or  business  within  the  United  States; 

“(7)  any  amount  described  in  section  1373  (relat¬ 
ing  to  undistributed  taxable  income  of  electing  small 
business  corporations)  ;  and 

“(8)  amounts  paid  pursuant  to  the  terms  of  a 
lease  entered  into  before  January  1,  1954,  if  under  such 
lease  the  shareholders  of  the  lessor  corporation  are  en¬ 
titled  to  such  amounts  without  deduction  for  any  tax 
which  any  law  of  the  United  States  might  require  to  be 
deducted  and  withheld  on  the  payment  of  dividends. 
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1  “Subchapter  C — Patronage  Dividends 

“Sec.  3471.  Income  tax  collected  at  source  on  patronage 
dividends. 

“Sec.  3472.  Amounts  subject  to  withholding. 

2  “SEC.  3471.  INCOME  TAX  COLLECTED  AT  SOURCE  ON 

3  PATRONAGE  DIVIDENDS. 

4  “(a)  Requirement  of  Withholding— Except  as 

5  otherwise  provided  in  this  chapter,  every  cooperative  to 

6  which  part  I  of  subchapter  T  of  chapter  1  applies  which  pays 

7  an  amount  described  in  section  3472  shall  deduct  and  with- 

8  hold  on  such  amount  a  tax  equal  to  20  percent  of  such' 

9  amount. 

10  “(b)  Payee  Unknown. — If  the  withholding  agent  is 

11  unable  to  determine  the  person  to  whom  the  amount  is  pay- 

12  able,  the  tax  under  this  section  shall  be  deducted  and  with- 

13  held  at  the  time  payment  of  the  amount  would  be  made  if 

14  such  person  were  known. 

15  “(c)  Cross  References. — 

“(1)  For  credit,  against  income  tax  of  the  recipient  of 
the  income,  of  amounts  deducted  and  withheld  under  this 
section,  see  section  39. 

“(2)  For  special  rules  as  to  credit  or  refund  of  such 
amounts,  see  sections  3484, 3485, 3486, 3487,  and  3505. 

“(3)  For  exemption  from  requirement  of  deducting 
and  withholding  on  amounts  paid  to  certain  individuals, 
see  section  3483. 

16  “SEC.  3472.  AMOUNTS  SUBJECT  TO  WITHHOLDING. 

17  “  (a)  General  Rule. — Except  as  otherwise  provided 

18  in  this  section  or  section  3483,  the  amounts  subject  to  deduc- 

19  tion  and  withholding  under  section  3471  are — 
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“(1)  the  amount  of  any  patronage  dividend  (as 
defined  in  section  1388  (a)  )  which  is  paid  in  money, 
qualified  written  notices  of  allocation  (as  defined  in  sec¬ 
tion  1388  (c)  ) ,  or  other  property  (except  nonqualified 
written  notices  of  allocation  as  defined  in  section 
1388  (d) ) ,  and 

“  (2)  any  amount,  described  in  section  1382  (c)  (2) 
(A)  (relating  to  certain  nonpatronage  distributions), 
which  is  paid  in  money,  qualified  written  notices  of  al¬ 
location,  or  other  property  (except  nonqualified  written 
notices  of  allocation)  by  an  organization  exempt  from 
tax  under  section  521  (relating  to  exemption  of  farm¬ 
ers’  cooperatives  from  tax) . 

“(b)  Exceptions. — The  provisions  of  section  3471 
shall  not  apply  to — 

“(i)  any  amount  paid  by  one  corporation  to  an¬ 
other  corporation,  if  both  corporations  are  members  of 
the  same  affiliated  group  which  filed  a  consolidated  re¬ 
turn  for  the  preceding  taxable  year  of  the  affiliated 
group; 

“  (2)  an  amount  which — 

“(A)  is  subject  to  withholding  under  sub¬ 
chapter  A  of  chapter  3  (sec.  1441  and  following, 
relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  by  the  person  paying  such 
amount,  or 

“(B)  would  be  subject  to  withholding  under 
such  subchapter  A  by  the  person  paying  such 
amount  but  for  the  fact  that  it  is  attributable  to 
income  from  sources  outside  the  United  States;  and 
“(3)  any  amount  paid  by  a  foreign  corporation 
not  engaged  in  trade  or  business  within  the  United 
States. 

“(c)  Exemption  for  Certain  Consumer  Coopera¬ 
tives. — A  cooperative  which  the  Secretary  or  his  delegate 
determines  is  primarily  engaged  in  selling  at  retail  goods 
or  services  of  a  type  that  are  generally  for  personal,  living, 
or  family  use  shall,  upon  application  to  the  Secretary  or  his 
delegate,  be  granted  exemption  from  the  tax  imposed  by 
section  3471.  Application  for  exemption  under  this  sub¬ 
section  shall  be  made  in  accordance  with  regulations  pre¬ 
scribed  by  the  Secretary  or  his  delegate. 

“(d)  Determination  of  Amount  Paid. — For  pur¬ 
poses  of  this  subchapter,  in  determining  amounts  paid — 
“(1)  property  (other  than  a  written  notice  of 
allocation)  shall  be  taken  into  account  at  its  fair  market 
value,  and 

“(2)  a  qualified  written  notice  of  allocation  shall 
be  taken  into  account  at  its  stated  dollar  amount. 
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“Subchapter  D — General  Provisions 

“Sec.  3481.  Liability  for  return  and  payment  of  withheld 
tax. 

“Sec.  3482.  Return  and  payment  by  United  States. 

“Sec.  3483.  Exemption  certificates. 

“Sec.  3484.  Refund  of  tax  to  individuals. 

“Sec.  3485.  Refund  of  tax  to  States,  tax-exempt  organiza¬ 
tions,  etc. 

“Sec.  3486.  Refund  of  tax  to  corporation. 

“Sec.  3487.  Credit  for  tax  withheld  on  corporation. 

“Sec.  3488.  Obligation  sold  between  interest-payment  dates. 

“Sec.  3489.  Presumption. 

“Sec.  3490.  Definitions. 

“SEC.  3481.  LIABILITY  FOR  RETURN  AND  PAYMENT  OF 
WITHHELD  TAX. 

“  (a)  General  Rule. — Every  person  required  to  de¬ 
duct  and  withhold  any  tax  under  this  chapter  shall,  on  or  be¬ 
fore  the  last  day  of  the  first  month  following  the  close  of  each 
quarter  of  his  taxable  year,  make  a  return  of  the  tax  required 
to  be  deducted  and  withheld  during  such  quarter  and  pay  the 
tax  to  the  officer  designated  in  section  6151.  The  withhold¬ 
ing  agent  shall  be  liable  for  the  payment  of  the  taxes  required 
to  be  deducted  and  withheld  under  this  chapter,  and  shall  not 
otherwise  be  liable  to  any  person  for  the  amount  of  any 
such  payment. 

“(b)  Tax  Paid  by  Recipient.— If  the  withholding 
agent,  in  violation  of  the  provisions  of  this  chapter,  fails  to 
deduct  and  withhold  any  tax  under  this  chapter,  and  there¬ 
after  the  tax  against  which  such  tax  may  be  credited  is 
paid,  the  tax  so  required  to  be  deducted  and  withheld  shall 
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not  be  collected  from  the  withholding  agent;  but  this  sub¬ 
section  shall  in  no  case  relieve  the  withholding  agent  from 
liability  for  any  penalties  or  additions  to  the  tax  otherwise 
applicable  in  respect  of  such  failure  to  deduct  and  withhold. 
“(c)  Cross  Reference. — 

“For  limitation  on  the  use  of  Government  depositaries 
in  the  collection  of  taxes  deducted  and  withheld  under 
this  chapter,  see  the  last  sentence  of  section  6302(c). 

“SEC.  3482.  RETURN  AND  PAYMENT  BY  UNITED  STATES. 

“If  the  withholding  agent  is  the  United  States  the  re¬ 
turn  of  the  tax  deducted  and  withheld  under  this  chapter  may 
be  made  by  an  officer  or  employee  of  the  United  States 
having  control  of  the  payment  of  the  amount  subject  to 
withholding,  or  appropriately  designated  for  that  purpose. 
“SEC.  3483.  EXEMPTION  CERTIFICATES. 

“  (a)  General  Rules. — 

“(i)  Individuals  under  age  18. — Any  indi¬ 
vidual  may  file  with  any  withholding  agent  an  exemp¬ 
tion  certificate  on  which  he  certifies  the  date  of  his 
birth.  If  such  a  certificate  is  filed,  all  amounts  pay¬ 
able  by  such  withholding  agent  to  such  individual,  on 
and  after  the  effective  date  for  such  certificate  and 
before  the  beginning  of  the  calendar  year  during  which 
the  certificate  indicates  that  he  will  attain  age  18,  shall 
be  exempt  from  the  requirement  of  deducting  and  with¬ 
holding  under  this  chapter. 
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“  (2)  Individuals  over  age  17. — Any  individual 
may  file  with  any  withholding  agent  an  exemption 
certificate  on  which  he  certifies — 

“  (A)  that  he  will  have  attained  age  18  before 
the  close  of  the  calendar  year  for  which  such  certifi¬ 
cate  is  filed,  and 

“(B)  that  he  reasonably  believes  that  he  will 
not  (after  the  application  of  the  credits  against  tax 
provided  by  part  IV  of  subchapter  A  of  chapter  1, 
other  than  the  credits  under  sections  31  and  39)  be 
liable  for  the  payment  of  any  tax  under  chapter  1  for 
each  of  his  taxable  years  any  portion  of  which  is 
included  in  the  period  for  which  such  certificate 
will  be  in  effect. 

If  such  a  certificate  is  filed,  all  amounts  payable  by  such 
withholding  agent  to  such  individual  during  the  period 

such  certificate  is  in  effect  shall  be  exempt  from  the 

,  * 

requirement  of  deducting  and  withholding  under  this 

chapter.  Except  as  may  otherwise  be  provided  in  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  an 
exemption  certificate  filed  by  an  individual  described  in 
this  paragraph  shall  remain  in  effect  only  for  the  period 
beginning  on  the  effective  date  of  such  certificate  and 
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ending  at  the  close  of  the  calendar  year  in  which  such 
period  begins. 

“(3)  Tax-exempt  okganizations. — 

“(A)  Any  organization  (other  than  a  coopera¬ 
tive  described  in  section  521)  which  is  exempt  from 
the  tax  imposed  by  chapter  1  may  file  with  any 
withholding  agent  who  pays  amounts  described  in 
section  3452(a)  (2),  (3),  or  (7)  an  exemption 
certificate  on  which  it  certifies  that  it  is  such  an 
organization.  If  such  a  certificate  is  filed,  all 
amounts  described  in  section  3452(a)  (2), 

(3),  and  (7)  payable  by  such  withholding  agent 
to  such  organization  on  and  after  the  effective  date 
for  such  certificate  shall  (except  as  provided  in  sub- 
paragraph  (B)  )  be  exempt  from  the  requirement 
of  deducting  and  withholding  under  this  chapter. 

“(B)  An  exemption  certificate  filed  by  an 
organization  under  subparagraph  (A)  shall  cease 
to  be  effective  on  the  thirtieth  day  after  the  day  on 
which  the  withholding  agent,  with  whom  such  cer¬ 
tificate  was  filed,  is  notified  by  either  the  organiza¬ 
tion  or  the  Secretary  or  his  delegate  that  the 
organization  is  no  longer  exempt  from  the  tax  im¬ 
posed  by  chapter  1.  If  an  organization  ceases  to  be 
exempt  from  such  tax,  it  shall,  within  the  time  speci- 
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fied  in  regulations  prescribed  by  the  Secretary  or  bis 
delegate,  so  notify  each  withholding  agent  with 
whom  it  has  an  exemption  certificate  in  effect. 

“(b)  Exceptions  and  Special  Rules  .— 

“(1)  Certain  exceptions— This  section  shall 
not  apply  to  any  amount — 

“(A)  described  in  section  3452(a)  (1)  (re¬ 
lating  to  interest  on  evidences  of  indebtedness) , 
“(B)  described  in  section  3452(a)  (3)  paid 
in  respect  of  a  transferable  certificate  or  share,  or 
“(C)  described  in  section  3452  (a)  (6)  (relat¬ 
ing  to  interest  on  obligations  of  the  United  States) . 
“  (2)  Series  E  bonds,  etc. — In  the  case  of  trans¬ 
actions  involving  the  redemption  of  one  or  more  obliga¬ 
tions  described  in  section  3452  (a)  (7)  (relating  to  cer¬ 
tain  obligations  of  the  United  States  issued  on  a  discount 
basis) ,  a  separate  certificate  shall  be  filed  with  respect 
to  each  such  transaction. 

“  (3)  Nominees,  custodians,  and  joint  owner¬ 
ships. — Under  regulations  prescribed  by  the  Secretary 
or  his  delegate,  the  exemption  provided  by  subsection 
(a)  may  be  extended,  in  a  manner  consistent  with  the 
other  provisions  of  this  section,  to — 

“(A)  amounts  (other  than  amounts  described 
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in  section  3462  (a) ,  relating  to  dividends)  paid 
through,  nominees ; 

“  (B)  amounts  paid  to  custodians;  and 

“(0)  amounts  paid  jointly  to  2  or  more 
individuals. 

“  (4)  Effective  date  of  certificate. — Any 
exemption  certificate  under  this  section  shall  take  effect 
on  such  day  as  is  specified  in  accordance  with  regula¬ 
tions  prescribed  by  the  Secretary  or  his  delegate. 

“  (5)  Form  and  contents  of  certificate  and 
notice. — Any  exemption  certificate  under  this  section, 
and  any  notice  under  subsection  (a)  (3)  (B),  shall  he 
in  such  form  and  contain  such  information  as  the  Secre¬ 
tary  or  his  delegate  may  by  regulations  prescribe. 

“  (c)  Cross  Reference.— 

“For  penalty  for  filing  fraudulent  certificate,  or  for 
failing  to  provide  notice,  under  this  section,  see  section 
7205. 

“SEC.  3484.  REFUND  OF  TAX  TO  INDIVIDUALS. 

“  (a)  General  Rule. — Except  as  provided  in  subsec¬ 
tion  (e) ,  the  tax  deducted  and  withheld  under  this  chapter 
with  respect  to  amounts  received  by  an  individual  during 
any  quarter  (other  than  the  fourth  quarter)  of  his  taxable 
year  (together  with  any  tax  so  deducted  and  withheld  on 
amounts  which  were  received  by  him  during  any  prior  quar¬ 
ter  of  such  year  and  with  respect  to  which  no  allowable  claim 
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for  refund  has  been  filed  under  this  section)  shall,  to  the 
extent  such  tax  does  not  exceed  his  refund  allowance  as  of 
the  time  the  claim  for  refund  is  filed,  be  promptly  refunded 
to  him  as  an  overpayment  of  tax.  A  refund  of  tax  shall  be 
made  under  this  section  only  if  the  amount  claimed  and 
allowable  equals  or  exceeds  $10. 

“  (b)  Refund  Allowance. — For  purposes  of  this  sec¬ 
tion,  the  refund  allowance  of  an  individual  as  of  the  time  the 
claim  for  refund  is  filed  is  an  amount  equal  to  the  excess,  if 
any,  of — 

“(1)  an  amount  equal  to  22  percent  of — 

“  (A)  the  total  of  the  deductions  which,  on  the 
basis  of  facts  existing  at  the  time  the  claim  for  refund 
is  filed,  such  individual  would  be  allowed  for  the  tax¬ 
able  year  under  section  151  (relating  to  deductions 
for  personal  exemptions) ,  plus 

“(B)  in  the  case  of  an  individual  who,  at  the 
time  the  claim  for  refund  is  filed,  reasonably  ex¬ 
pects  that  he  will  be  allowed  a  credit  under  section 
37  (relating  to  retirement  income)  for  the  taxable 
year,  the  amount  which,  at  such  time,  such  individ¬ 
ual  reasonably  expects  to  be  the  amount  of  his 
retirement  income  (as  defined  in  section  37  (c)  and 
as  limited  by  section  37  (d)  )  for  the  taxable  year, 
less 
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“  (0)  the  amounts  (other  than  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld 
under  this  chapter)  which,  at  the  time  the  claim  for 
refund  is  filed,  such  individual  reasonably  expects 
to  be  includible  in  his  gross  income  for  the  taxable 
year;  over 

“  (2)  the  amounts  of  tax  with  respect  to  which  an 
allowable  claim  for  refund  has  been  previously  filed 
under  this  section  during  the  taxable  year. 

For  purposes  of  paragraph  (1)  (0),  an  individual  who 
files  more  than  one  claim  for  refund  under  this  section  for 
any  taxable  year  may  use  the  estimate  for  the  preceding 
claim  for  such  vear  unless,  at  the  time  he  files  the  claim, 
he  reasonably  expects  the  amounts  referred  to  in  paragraph 
(1)  (G)  to  exceed  such  prior  estimate  by  more  than  $100. 

“(c)  Married  Individuals. — For  purposes  of  subsec¬ 
tions  (a) ,  (b) ,  and  (d) ,  married  individuals  shall  be  treated 
as  an  individual  if,  at  the  time  the  claim  for  refund  is  filed, 
they  reasonably  expect  that  they  will  file  a  joint  return  for 
the  taxable  year  in  which  such  claim  is  filed. 

“(d)  Time  for  Filing  Claim. — Not  more  than  one 
claim  may  be  filed  under  this  section  by  any  individual 
during  any  quarter  of  his  taxable  year.  A  refund  of  tax 
deducted  and  withheld  on  amounts  received  during  a  taxable 
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year  shall  be  made  under  this  section  only  if  claim  therefor 
is  filed  on  or  before  the  last  day  of  such  taxable  year. 

“  (e)  Individuals  Not  Eligible  for  Refund. — No 
claim  for  refund  may  be  filed  under  this  section  by — 

“(1)  any  individual  (other  than  an  individual 
referred  to  in  paragraph  (2)  or  (3)  )  unless,  at  the 
time  the  claim  for  refund  is  filed,  he  reasonably  expects 
that  his  gross  income  for  the  taxable  year  will  not  ex¬ 
ceed  $5,000; 

“  (2)  any  married  individual  unless,  at  the  time  the 
claim  for  refund  is  filed,  he  reasonably  expects  that  the 
aggregate  gross  income  of  such  individual  and  his  spouse 
for  the  taxable  year  will  not  exceed  $10,000; 

“(3)  a  head  of  a  household  (as  defined  in  section 
1  (b)  (2)  )  or  a  surviving  spouse  (as  defined  in  section 
a  (b) )  unless,  at  the  time  the  claim  for  refund  is  filed, 
he  reasonably  expects  that  his  gross  income  for  the 
taxable  year  will  not  exceed  $10,000;  or 

“(4)  any  child,  unless,  at  the  time  the  claim  for 
refund  is  filed,  he  reasonably  expects  that  no  deduction 
would  be  allowed  for  him  under  section  151  (e)  (1)  (B) 
for  the  taxable  year  of  his  parent  (or  parents)  begin¬ 
ning  with  or  within  the  calendar  year  in  which  the 
claim  for  refund  is  filed. 
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“  (f)  Cross  Reference.— 

“For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3485.  REFUND  OF  TAX  TO  STATES,  TAX-EXEMPT 
ORGANIZATIONS,  ETC. 

“  (a)  General  Rule. — In  the  case  of  a  person  which 

is — 

“(i)  the  United  States  or  a  State, 

“(2)  an  organization  (other  than  a  cooperative 
described  in  section  521)  which  is  exempt  from  the  tax 
imposed  by  chapter  1, 

“  (3)  a  foreign  government  or  international  organi¬ 
zation,  or 

“  (4)  a  foreign  central  bank  of  issue, 
if  the  tax  deducted  and  withheld  under  this  chapter  with  re¬ 
spect  to  amounts  received  by  such  person  during  any  calendar 
quarter  exceeds  the  credit,  if  any,  claimed  by  and  allowable 
to  such  person  under  section  3505  (relating  to  credit  against 
employment  taxes)  for  such  quarter,  the  excess  (together 
with  any  such  excess  for  any  prior  quarter  of  the  same 
calendar  year  with  respect  to  which  no  refund  has  been 
claimed  and  allowed  under  this  section)  shall  be  promptly 
refunded  or  credited  to  such  person  as  an  overpayment  of 
tax.  In  the  case  of  a  person  to  which  paragraph  (4)  ap¬ 
plies,  the  amount  which  may  be  refunded  or  credited  under 
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this  section  shall  not  exceed  the  amount  of  tax  deducted 
and  withheld  under  section  3451  on  interest  paid  on  obliga¬ 
tions  of  the  United  States  which  are  not  held  for,  or  used  in 
connection  with,  the  conduct  of  commercial  banking  functions 
or  other  commercial  activities. 

“(b)  Cross  References.— 

“(1)  For  period  of  limitation  for  filing  claim  under 
this  section,  see  section  6511. 

“(2)  For  presumed  date  of  payment  for  purposes  of 
(A)  period  of  limitation,  see  section  6513(b),  and  (B) 
allowance  of  interest  on  overpayments,  see  section 
6611(d). 

“SEC.  3486.  REFUND  OF  TAX  TO  CORPORATION. 

“  (a)  General  Rule. — If  the  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received  by 
a  corporation  (other  than  a  corporation  described  in  section 
3485  (a)  )  during  any  quarter  (other  than  the  fourth  quar¬ 
ter)  of  its  taxable  year  exceeds  the  amount  claimed  by  and 
allowable  to  such  corporation  under  section  3487  as  a  credit 
against  its  liability  for  tax  under  this  chapter  for  such  quar¬ 
ter,  the  excess  (together  with  any  such  excess  for  any  prior 
quarter  of  the  same  year  with  respect  to  which  no  refund  has 
been  claimed  and  allowed  under  this  section)  shall  be 
promptly  refunded  or  credited  to  such  corporation  as  an  over¬ 
payment  of  tax.  A  refund  of  tax  shall  be  made  under  this 
section  only  if  claim  therefor  is  filed  after  the  close  of  the 
period  covered  by  the  claim  and  on  or  before  the  last  day 
of  the  taxable  year. 
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“(b)  Cross  Reference  — 

“For  credit  or  refund  of  amounts  not  refunded  under 
this  section,  see  section  39. 

“SEC.  3487.  CREDIT  FOR  TAX  WITHHELD  ON  CORPO¬ 
RATION. 

“  (a)  General  Rule. — Any  tax  deducted  and  with¬ 
held  under  this  chapter  with  respect  to  amounts  received 
by  a  corporation  (other  than  a  corporation  described  in  sec¬ 
tion  3485  (a)  )  during  a  taxable  year  shall,  to  the  extent  not 
claimed  and  allowable  as  a  credit  or  refund  to  the  corporation 
under  section  3486,  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against  (but 
not  in  excess  of)  the  tax  for  which  such  corporation  is  liable 
under  this  chapter  in  respect  of  amounts  paid  by  it  during 
such  year. 

“(b)  Dividends  and  Patronage  Dividends  Paid 
During  Taxable  Year. — Eor  purposes  of  determining  the 
credit  allowable  to  any  corporation  under  subsection  (a) ,  a 
dividend,  or  amount  subject  to  withholding  under  section 
3471,  paid  by  it  may  be  considered  as  having  been  paid 
during  the  taxable  year — 

“  ( 1 )  in  the  case  of  a  personal  holding  company,  if 
treated  as  paid  during  such  taxable  year  under  section 
563(b), 

“(2)  in  the  case  of  a  regulated  investment  com- 
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pany,  if  treated  as  paid  during  such  taxable  year  under 
section  855  (a) , 

“  (3)  in  the  case  of  a  real  estate  investment  trust,  if 
treated  as  paid  during  such  taxable  year  under  section 
858  (a) ,  or 

“  (4)  in  the  case  of  a  cooperative  described  in  sec¬ 
tion  1381  (a) ,  if  paid  during  the  payment  period  (as 
defined  in  section  1382  (d)  )  for  such  taxable  year. 

“(c)  Special  Rule  foe  Coepoeations  Which  Aee 
Membees  of  an  Affiliated  Geoup. — To  the  extent  and 
subject  to  such  conditions  as  may  be  provided  in  regulations 
prescribed  by  the  Secretary  or  his  delegate,  the  tax  deducted 
and  withheld  under  this  chapter  with  respect  to  amounts 
received  by  a  corporation  which  is  a  member  of  an  affiliated 
group  which  filed  a  consolidated  return  for  the  preceding  tax¬ 
able  year  of  the  affiliated  group  may,  for  purposes  of  this 
section,  be  treated  as  tax  deducted  and  withheld  under  this 
chapter  from  any  corporation  which  is  a  member  of  the 
same  affiliated  group. 

“SEC.  3488.  OBLIGATION  SOLD  BETWEEN  INTEREST-PAY¬ 
MENT  DATES. 

“For  purposes  of  any  credit  or  refund  provided  in  sec¬ 
tion  3484,  3485,  3486,  or  3487,  in  the  case  of  an  obliga¬ 
tion  which  is  sold  or  exchanged  between  interest-payment 
dates  the  amount  required  to  be  deducted  and  withheld  on 
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the  interest  at  the  end  of  the  interest-payment  period  shall 
be  treated  in  the  manner  provided  in  section  39  (c). 

‘‘SEC.  3489.  PRESUMPTION. 

“For  purposes  of  establishing  that  any  person  is  entitled 
to  a  credit  or  refund  of  any  tax  required  to  be  deducted  and 
withheld  under  this  chapter  with  respect  to  amounts  received 
by  such  person,  the  correct  amount  of  such  tax  shall,  in  the 
absence  of  evidence  to  the  contrary,  be  presumed  to  have 
been  so  deducted  and  withheld. 

“SEC.  3490.  DEFINITIONS. 

“For  purposes  of  this  chapter — 

“  ( 1 )  Person. — The  term  ‘person’  includes  the 
United  States,  a  State,  a  foreign  government,  and  an 
international  organization. 

“  (2)  State. — The  term  ‘State’  includes  a  State,  the 
District  of  Columbia,  a  possession  of  the  United  States, 
any  political  subdivision  of  any  of  the  foregoing,  and  any 
wholly  owned  agency  or  instrumentality  of  any  one  or 
more  of  the  foregoing. 

“(3)  Foreign  government.— The  term  ‘foreign 
government’  includes  a  foreign  government,  a  politi¬ 
cal  subdivision  of  a  foreign  government,  and  any  wholly 
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owned  agency  or  instrumentality  of  any  one  or  more  of 
the  foregoing. 

“  (4)  Nonresident  alien. — The  term  ‘nonresident 
alien  individual’  includes  an  alien  resident  of  Puerto 
Rico.” 

(2)  Clerical  amendments,  etc. — 

(A)  The  heading  for  subtitle  C  is  amended  to 
read  as  follows: 

“Subtitle  C — Employment  Taxes  and 
Collection  of  Income  Tax  at  Source” 

(B)  The  table  of  chapters  for  subtitle  C  is 
amended  by  striking  out  the  last  line  and  inserting 

in  lieu  thereof  the  following: 

“Chapter  25.  Collection  of  income  tax  at  source  on  interest, 
dividends,  and  patronage  dividends. 
“Chapter  26.  General  provisions  relating  to  employment 
taxes  and  collection  of  income  taxes  at 
source.” 

(C)  The  table  of  subtitles  under  the  heading 
“Internal  Revenue  Title”  at  the  beginning  of  the 
Internal  Revenue  Code  of  1954  is  amended  by 
striking  out  the  third  line  and  inserting  in  lieu 
thereof  the  following: 

“Subtitle  C.  Employment  taxes  and  collection  of  income 
tax  at  source.” 
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(D)  The  heading  for  chapter  26  (as  redesig¬ 
nated  by  paragraph  (1)  of  this  subsection)  is 
amended  to  read  as  follows: 

“CHAPTER  26— GENERAL  PROVISIONS  RE¬ 
LATING  TO  EMPLOYMENT  TAXES  AND 
COLLECTION  OF  INCOME  TAXES  AT 
SOURCE” 

(b)  Credits  Against  Income  Tax  for  Tax  With¬ 
held.-— 

(i)  Allowance  of  credit— Part  IV  of  sub¬ 
chapter  A  of  chapter  1  (relating  to  credits  against  tax) 
is  amended  by  inserting  after  section  38  (added  by 
section  2  of  this  Act)  the  following  new  section: 

“SEC.  39.  TAX  WITHHELD  ON  INTEREST,  DIVIDENDS,  AND 
PATRONAGE  DIVIDENDS. 

“  (a)  General  Rule. — Under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  the  tax  deducted  and  with¬ 
held  under  chapter  25  (relating  to  withholding  at  source 
on  interest,  dividends,  and  patronage  dividends)  shall  be 
allowed,  to  the  recipient  of  the  amount  with  respect  to  which 
such  tax  was  deducted  and  withheld,  as  a  credit  against  the 
tax  imposed  by  this  subtitle  for  the  taxable  year  in  which 
such  amount  is  received. 

“(b)  Special  Rule  for  Dependent  Children. — If — 
“  ( 1 )  the  taxpayer  for  his  taxable  year  is  entitled 
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to  a  deduction  under  section  151(e)  (1)  (B)  with  re¬ 
spect  to  a  child,  and 

“(2)  such  child  had,  for  the  calendar  year  ending 
with  or  within  the  taxpayer’s  taxable  year — 

“  (A)  gross  income  of  less  than  $600,  and 
“(B)  no  wages  (as  defined  in  section  3401 
(a)  )  with  respect  to  which  withholding  was  re¬ 
quired  under  chapter  24, 

then,  under  regulations  prescribed  by  the  Secretary  or  his 
delegate,  the  taxpayer  shall  be  entitled  to  the  credit  pro¬ 
vided  by  subsection  (a)  with  respect  to  amounts  received 
by  such  child  during  such  calendar  year,  but  only  if  such 
child  has  not  filed  any  claim  for  credit  or  refund  of  any  por¬ 
tion  of  the  tax  deducted  and  withheld  with  respect  to  such 
amounts. 

“(c)  Apportionment  of  Credit. — For  purposes  of 
subsection  (a) ,  if  an  obligation  is  sold  or  exchanged  between 
interest-payment  dates — 

“  ( 1 )  so  much  of  the  amount  required  to  be  deducted 
and  withheld  on  the  interest  at  the  end  of  the  interest- 
payment  period  as  is  properly  allocable  to  that  part  of 
such  period  which  ends  on  the  date  of  the  sale  or  ex¬ 
change  shall  be  treated  as  an  amount  deducted  and  with¬ 
held  from  the  transferor  on  the  date  of  the  sale  or 
exchange,  and 
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“(2)  so  much  of  such  amount  as  is  properly  al¬ 
locable  to  that  part  of  such  period  which  begins  on  the 
day  after  the  date  of  the  sale  or  exchange  shall  be  treated 
as  an  amount  deducted  and  withheld  from  the  transferee. 
“  (d)  Limitations. — The  credit  provided  by  subsection 
(a)  shall  not  he  allowed — 

“(1)  Refund  to  individuals— To  any  indi¬ 
vidual  with  respect  to  any  amount  of  tax  allowed  him 
as  a  refund  under  section  3484. 

“(2)  Credit  or  refund  to  states,  etc. — To 
any  person  with  respect  to  any  amount  of  tax  allowable 
to  such  person  as  a  credit  or  refund  under  section  3485 
or  as  a  credit  under  section  3505. 

“(3)  Credit  or  refund  to  corporations. — To 
any  person  with  respect  to  any  amount  of  tax  allowed 
such  person  as  a  credit  or  refund  under  section  3486  or 
as  a  credit  under  section  3487. 

“  (4)  Certain  dependent  children. — To  any 
person  with  respect  to  any  amount  of  tax  which  has 
been  claimed  and  is  allowable  as  a  credit  to  such 
person’s  parent  by  reason  of  the  provisions  of  subsection 

(b). 

(5)  Nominees,  etc. — To  any  person  with  respect 
to  any  amount  of  tax  allowed  such  person  as  a  credit 
under  section  1444  (b) 
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(2)  Common  trust  funds— Section  584  (c)  (re¬ 
lating  to  the  income  of  participants  in  the  fund)  is 
amended  by  adding  at  the  end  thereof  the  following 
new  paragraph: 

“(3)  Tax  withheld  at  source  on  interest, 
dividends,  and  patronage  dividends —In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  a  common  trust  fund,  for 
purposes  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with¬ 
held  proportionately  from  each  participant.” 

(3)  Estates  and  trusts— Section  642(a)  (re¬ 
lating  to  special  rules  for  credits  and  deductions  in  the 
case  of  estates  and  trusts)  is  amended  by  adding  at  the 
end  thereof  the  following  new  paragraph: 

“  (4)  Tax  withheld  at  source  on  interest, 
dividends,  and  patronage  dividends. — In  any  case 
where  tax  under  chapter  25  is  deducted  and  withheld 
on  any  amounts  received  by  an  estate  or  trust,  for  pur¬ 
poses  of  any  credit  or  refund  provided  in  section  39 
or  3505,  or  chapter  25,  such  tax  shall,  in  accordance 
with  regulations  prescribed  by  the  Secretary  or  his  dele¬ 
gate,  be  considered  as  having  been  deducted  and  with- 
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held  from  each  beneficiary  in  an  amount  which,  when 
added  to  the  amounts  paid,  credited,  or  required  to  be 
distributed  to  him,  equals  the  amounts  which  would 
have  been  paid,  credited,  or  required  to  be  distributed 
to  him  in  the  absence  of  chapter  25.  Any  tax  under 
chapter  25  which  is  deducted  and  withheld  on  amounts 
received  by  the  estate  or  trust  shall  be  considered  as 
withheld  from  such  estate  or  trust  to  the  extent  it  is 
not  considered  as  withheld  from  a  beneficiary  under 
the  provisions  of  the  preceding  sentence.” 

(4)  Technical  amendments. — 

(A)  Section  164(b)  (l)  (relating  to  deduc¬ 
tion  denied  in  the  case  of  certain  taxes)  is  amended 
by— 

(i)  striking  out  the  word  “and”  at  the  end 
of  subparagraph  (B)  ; 

(ii)  striking  out  the  comma  at  the  end  of 
subparagraph  (0)  and  inserting  “ ;  and” ;  and 

(iii)  adding  after  subparagraph  (C)  the 
following  new  subparagraph: 

“(D)  the  tax  withheld  at  source  under  chapter 
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25  (relating  to  collection  of  income  tax  at  source 
on  interest,  dividends,  and  patronage  dividends)  ,”. 

(B)  Section  874(a)  (relating  to  allowance  of 
deductions  and  credits  to  nonresident  alien  indi¬ 
viduals)  is  amended  by  striking  “31  and  32”  and 
inserting  in  lieu  thereof  “31,  32,  and  39”. 

(0)  Section  1314(e)  (relating  to  inapplicar 
bility  of  part  II  of  subchapter  Q  of  chapter  1  of 
subtitle  A  to  taxes  imposed  by  subtitle  C)  is 
amended  by  striking  “employment  taxes”  and  in¬ 
serting  in  lieu  thereof  “employment  taxes  and 
collection  of  income  tax  at  source”. 

(D)  Section  6211  (b)  (1)  (relating  to  rules 
applicable  in  determination  of  deficiency)  is 
amended  by  striking  “31”  and  inserting  in  lieu 
thereof  “31  or  39”. 

(E)  The  table  of  sections  for  part  IV  of  sub¬ 
chapter  A  of  chapter  1  is  amended  by  striking  out 

“Sec.  38.  Overpayments  of  tax.” 
and  inserting  in  lieu  thereof 

“Sec.  38.  Investment  in  certain  depreciable  property. 

“Sec.  39.  Tax  withheld  on  interest,  dividends,  and  patronage 
dividends. 

“Sec.  40.  Overpayments  of  tax.” 
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(c)  Interest  and  Dividends  Paid  to  Nonresident 
Aliens,  etc. — 

(1)  Withholding  rate. — 

(A)  Section  1441  (relating  to  withholding  of 
tax  on  nonresident  aliens)  is  amended  by  adding  at 
the  end  thereof  the  following  new  subsection: 

“(e)  Treaties. — In  the  case  of  amounts  described  in 
section  3452  (a)  (relating  to  interest) ,  section  3462  (a) 
(relating  to  dividends),  and  section  3472(a)  (relating  to 
patronage  dividends) ,  the  tax  required  to  be  deducted  and 
withheld  under  subsection  (a)  shall  not  by  reason  of  the 
provisions  of  any  treaty  be  less  than  20  percent  of  such 
amounts/’ 

■(B)  Section  1442  (relating  to  withholding  of 
tax  on  foreign  corporations)  is. amended  by  adding 
at  the  end  thereof  the  following  new  sentence:  “In 
the  case  of  amounts  described  in  section  3452  (a) 
(relating  to  interest) ,  section  3462  (a)  (relating  to 
dividends) ,  and  section  3472  (a)  (relating  to  pa¬ 
tronage  dividends) ,  the  tax  required  to  be  deducted 
and  withheld  under  the  preceding  sentence  shall 
not  by  reason  of  the  provisions  of  any  treaty  be 
less  than  20  percent  of  such  amounts.” 

(2)  Nominees,  etc. — Subchapter  A  of  chapter 
3  (relating  to  withholding  of  tax  on  nonresident  aliens 
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and  foreign  corporations)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section : 

“SEC.  1444.  INTEREST  AND  DIVIDENDS  PAID  TO  NOMI¬ 
NEES;  CREDITS  TO  WITHHOLDING  AGENTS. 
“  (a)  Withholding  of  Tax  by  Payor —Under  regu¬ 
lations  prescribed  by  the  Secretary  or  his  delegate,  every 
person  who  pays  amounts  subject  to  withholding  under 
chapter  25  and  who  has  been  notified  by  a  payee  thereof  that 
the  payee  is  a  nominee  required  to  deduct  and  withhold 
on  such  amounts  under  section  1441  or  1442'  shall,  in 
lieu  of  the  nominee,  deduct  and  withhold  from  such  amounts 
paid  to  the  nominee  the  tax  required  to  be  deducted  and 
withheld  under  section  1441  or  1442,  in  the  same  manner 
as  if  such  amounts  were  paid  by  such  person  directly  to  the 
beneficial  owner  thereof. 

“(b>  Credits  to  Withholding  Agents. — In  the  case 
of  any  person  who  is  required  to  deduct  and  withhold  tax 
under  section  1441  or  1442  in  respect  of  amounts  received 
by  him  during  any  calendar  year  on  which  tax  was  deducted 
and  withheld  (or,  in  the  case  of  amounts  described  in  section 
39  (C)  (1),  was  treated  as  deducted  and  withheld)  under 
chapter  25,  the  taxes  so  deducted  and  withheld  (or  treated 
as  deducted  and  withheld)  under  chapter  25  shall,  under 
regulations  prescribed  by  the  Secretary  or  his  delegate,  be 
allowed  as  a  credit  against  (but  not  in  excess  of)  his  liability 
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for  the  year  in  respect  of  the  taxes  imposed  by  sections  1441 
and  1442.” 

(3)  Clerical  amendment. — The  table  of  sec¬ 
tions  for  subchapter  A  of  chapter  3  is  amended  by  add¬ 
ing  at  the  end  thereof  the  following: 

“Sec.  1444.  Interest  and  dividends  paid  to  nominees;  credits 
to  withholding  agents.” 

(d)  Credit  for  States  and  Tax-Exempt  Organi- 

ZATIONS. — 

( 1 )  Allowance  of  credit. — Chapter  26  (gen¬ 
eral  provisions  relating  to  employment  taxes  and  income 
tax  withheld  at  source)  is  amended  by  adding  at  the 
end  thereof  the  following  new  section: 

“SEC.  3505.  SPECIAL  CREDIT  IN  CASE  OF  STATES  OR  TAX- 
EXEMPT  ORGANIZATIONS. 

“  (a)  General  Rule. — In  the  case  of  a  person  which  is 
a  State  (as  defined  in  section  3490  (2)  )  or  which  is  an  or¬ 
ganization  (other  than  a  cooperative  described  in  section 
521)  which  is  exempt  from  the  tax  imposed  by  chapter 
1,  the  tax  deducted  and  withheld  under  chapter  25  with 
respect  to  amounts  received  by  it  during  any  calendar 
quarter  shall  be  allowed,  under  regulations  prescribed 
by  the  Secretary  or  his  delegate,  as  a  credit  against 
(but  not  in  excess  of)  such  person’s  liability  (after  the 
adjustments,  if  any,  provided  for  in  sections  6205  (a) 
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1  and  6413  (a)  )  for  such  quarter  in  respect  of  the  taxes 

2  imposed  by  chapter  21  (Federal  Insurance  Contributions 

3  Act)  and  by  chapter  24  (collection  of  income  tax  at  source 

4  on  wages) .  Such  credit  shall  be  allowed  only  if  claim 

5  therefor  is  made,  in  accordance  with  such  regulations,  at  the 

6  time  of  the  filing  of  the  return  with  respect  to  the  taxes  under 

7  chapter  21  and  chapter  24  for  such  quarter. 

8  “(b)  Obligations  Sold  Between  Interest-Pay- 

9  ment  Dates. — For  purposes  of  this  section,  in  the  case  of 
16  an  obligation  which  is  sold  or  exchanged  between  interest- 

11  payment  dates,  the  amount  required  to  be  deducted  and  with- 

12  held  on  the  interest  at  the  end  of  the  interest-payment  period 

13  shall  be  treated  in  the  manner  provided  in  section  39  (c) . 

14  “(c)  Cboss  Reference.— 

“For  refund  under  chapter  25,  see  section  3485.” 

15  (2)  Technical  amendments. — 

16  (A)  Section  3502  (relating  to  nondeductibil- 

17  ity  of  taxes  in  computing  taxable  income)  is 

18  amended  by  adding  at  the  end  thereof  the  following 

19  new  subsection: 

20  “  (c)  The  tax  deducted  and  withheld  under  chapter  25 

21  shall  not  be  allowed  as  a  deduction  in  computing  taxable 

22  income  under  subtitle  A  either  to  the  person  deducting  and 

23  withholding  the  tax  or  to  the  recipient  of  the  amounts  sub- 

24  ject  to  withholding.” 
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(B)  The  table  of  sections  for  chapter  26  is 

amended  by  adding  at  the  end  thereof  the  following : 

“Sec.  3505.  Special  credit  in  case  of  States  or  tax-exempt 
organizations.” 

(e)  Other  Technical  Amendments  — 

to  Declaration  of  estimated  income  tax 
by  individuals— Section  6015(a)  (relating  to  dec¬ 
laration  of  estimated  income  tax  by  individuals)  is 
amended  by  striking  out  the  period  at  the  end  of  para¬ 
graph  (2)  and  inserting  in  lieu  thereof  “and  amounts  on 
which  tax  is  required  to  be  deducted  and  withheld  under 
chapter  25.”. 

(2)  Adjustment  of  tax;  underpayment. — 

(A)  Subsection  (a)  (1)  of  section  6205  (re¬ 
lating  to  special  rules  relating  to  assessment  of  em¬ 
ployment  taxes)  is  amended  by  striking  out  “or 
3402  is  paid  with  respect  to  any  payment  of 
wages  or  compensation,”  and  inserting  in  lieu  there¬ 
of  “3402,  3451,  3461,  or  3471  is  paid  with  respect 
to  any  payment  of  remuneration,  interest,  divi¬ 
dends,  or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is  amended 
by  striking  out  “or  3402  is  paid  or  deducted  with  re¬ 
spect  to  any  payment  of  wages  or  compensation” 
and  inserting  in  lieu  thereof  “3402,  3451,  3461,  or 
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3471  is  paid  or  deducted  with  respect  to  any  pay¬ 
ment  of  remuneration,  interest,  dividends,  or  other 
amounts”. 

(C)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6205.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 

TAXES  UNDER  SUBTITLE  C.” 

(D)  The  table  of  sections  for  subchapter  A  of 
chapter  63  is  amended  by  striking  out 

“Sec.  6205.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6205.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(3)  Use  of  government  depositaries. — Section 
6302  (c)  (relating  to  use  of  Government  depositaries) 
is  amended  by  adding  at  the  end  thereof  the  following 
new  sentence:  “The  Secretary  or  his  delegate  shall 
not  require  the  deposit  under  this  subsection  of  any 
tax  deducted  and  withheld  under  chapter  25  (relating 
to  collection  of  income  tax  at  source  on  interest,  divi¬ 
dends,  and  patronage  dividends)  in  a  Government 
depositary  before  the  last  day  prescribed  in  section  3481 
for  payment  of  the  tax.” 

(4)  Excessive  withholding. — Section  6401 
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(b)  (relating  to  excessive  withholding)  is  amended  to 
read  as  follows: 

“(b)  Excessive  Withholding. — If  the  amounts  al¬ 
lowable  as  credits  under  section  31  (relating  to  credit  for  tax 
withheld  at  source  under  chapter  24)  and  section  39  (relat¬ 
ing  to  credit  for  tax  withheld  on  interest,  dividends,  and 
patronage  dividends  under  chapter  25)  exceed  the  taxes 
imposed  by  chapter  1  against  which  such  credits  are  allow¬ 
able,  the  amount  of  such  excess  shall  be  considered  an  over¬ 
payment.” 

(5)  Adjustment  of  tax;  overpayment. — 

(A)  Subsection  (a)  (1)  of  section  6413  (re¬ 
lating  to  special  credit  and  refund  rules  applicable 
to  certain  employment  taxes)  is  amended  by  striking 
out  “or  3402  is  paid  with  respect  to  any  payment 
of  remuneration,”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  with  respect 

ip'- 

.♦ 

to  any  payment  of  remuneration,  interest,  dividends, 
or  other  amounts,”. 

(B)  Subsection  (b)  of  such  section  is 
amended — 

(i)  By  striking  from  the  heading  of  such 
subsection  the  words  “of  Certain  Employ¬ 
ment  Taxes”  ;  and 

(ii)  By  striking  out  “or  3402  is  paid  or 
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deducted  with  respect  to  any  payment  of 
remuneration”  and  inserting  in  lieu  thereof 
“3402,  3451,  3461,  or  3471  is  paid  or  deducted 
with  respect  to  any  payment  of  remuneration, 
interest,  dividends,  or  other  amounts”. 

(C)  The  following  new  subsection  is  added  at 
the  end  of  such  section: 

“(e)  Cross  References. — 

“For  special  refunds  or  credits  of  tax  withheld  on 
interest,  dividends,  or  patronage  dividends  under  chapter 
25,  see  sections  3484, 3485, 3486, 3487,  and  3505.” 

(D)  The  heading  for  such  section  is  amended 
to  read  as  follows: 

“SEC.  6413.  SPECIAL  RULES  APPLICABLE  TO  CERTAIN 
TAXES  UNDER  SUBTITLE  C .” 

(E)  The  table  of  sections  for  subchapter  B  of 
chapter  65  is  amended  by  striking  out 

“Sec.  6413.  Special  rules  applicable  to  certain  employment 
taxes.” 

and  inserting  in  lieu  thereof 

“Sec.  6413.  Special  rules  applicable  to  certain  taxes  under 
subtitle  C.” 

(6)  Overpayment  not  deducted  and  with¬ 
held. — Section  6414  (relating  to  income  tax  withheld) 
is  amended  by  striking  “chapter  3”  and  inserting  in  lieu 
thereof  “chapter  3  or  25”. 
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(7)  Time  tax  considered  paid— Section  6513 
(b)  (relating  to  time  tax  considered  paid)  is  amended 
by  adding  at  the  end  thereof  the  following  new  sen¬ 
tences:  ‘Tor  purposes  of  section  6511  or  6512,  any 
tax  deducted  and  withheld  under  chapter  25  which  is 
allowable  under  section  39,  3484,  3485,  or  3486 
as  a  credit  against  tax  or  as  a  refund  of  an  overpayment 
(or  an  amount  treated  as  an  overpayment)  of  the  tax 
imposed  by  chapter  1  shall,  in  respect  of  the  person  en¬ 
titled  to  such  credit  or  refund,  be  deemed  to  have  been 
paid  by  him  on  the  last  day  prescribed  for  filing  the  re¬ 
turn  (determined  without  regard  to  any  extension  of 
time  for  filing  such  return)  of  tax  under  chapter  1  for 
his  taxable  year  in  which  the  amount  subject  to  with¬ 
holding  under  chapter  25  is  received  by  him  or,  if  such 
person  has  no  taxable  year,  on  the  fifteenth  day  of  the 
fifth  calendar  month  following  the  close  of  such  person’s 
annual  accounting  period  within  which  such  amount 
is  received  by  him.  In  the  case  of  an  amount  allowable 
as  a  credit  under  section  39  (b)  to  the  parent  of  a  child, 
such  amount  shall,  if  claimed  by  the  parent,  be  deemed 
to  have  been  paid  on  the  last  day  for  filing  his  return 
(determined  without  regard  to  any  extension  of  time 
for  filing  such  return)  for  his  taxable  year  which  begins 
with  or  within  the  calendar  year  in  which  amounts  sub- 
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ject  to  withholding  under  chapter  25  were  received  by 
the  child.” 

(8)  Failure  to  pay  estimated  income  tax. — 
(A)  Individuals.— Subsections  (e)  and  (f) 
of  section  6654  (relating  to  failure  by  individual  to 
pay  estimated  income  tax)  are  amended  to  read  as 
follows : 

“(e)  Application  of  Section  in  Case  of  With¬ 
held  Taxes. — For  purposes  of  applying  this  section — 

“  ( 1 )  the  estimated  tax  shall  be  computed  without 
any  reduction  for  amounts  which  the  individual  estimates 
as  his  credits  under  section  31  (relating  to  tax  withheld 
at  source  on  wages )  and  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  dividends)  ; 
and 

“(2)  the  amount  of  the  credits  allowed  under  sec¬ 
tions  31  and  39  for  the  taxable  year  shall  be  deemed 
a  payment  of  estimated  tax,  and  an  equal  part  of  such 
amount  shall  be  deemed  paid  on  each  installment  date 
(determined  under  section  6153)  for  such  taxable  year, 
unless  the  taxpayer  establishes  the  dates  on  which  all 
amounts  were  actually  withheld  (or  in  the  case  of 
amounts  described  in  section  39(c)  (1),  were  treated 
as  withheld) ,  in  which  case  the  amounts  so  withheld 
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shall  be  deemed  payments  of  estimated  tax  on  such 
dates. 

“(f)  Tax  Computed  After  Application  of 
Credits  Against  Tax. — For  purposes  of  subsections  (b) 
and  (d) ,  the  term  ‘tax’  means  the  tax  imposed  by  chapter 
1  reduced  by  the  credits  against  tax  allowed  by  part  IV  of 
subcbapter  A  of  chapter  1,  other  than  the  credits  against 
tax  provided  by  section  31  (relating  to  tax  withheld  on 
wages)  and  section  39  (relating  to  tax  withheld  on  interest, 
dividends,  and  patronage  dividends) .” 

(B)  Corporations. — Section  6655  (relating 
to  failure  by  corporation  to  pay  estimated  income 
tax)  is  amended — 

(i)  by  striking  out  the  period  at  the  end 
of  subsection  (e)  (2)  (B)  and  inserting  in  lieu 
thereof  “,  other  than  the  credit  against  tax 
provided  by  section  39  (relating  to  tax  with¬ 
held  on  interest,  dividends,  and  patronage  divi¬ 
dends).”;  and 

(ii)  by  redesignating  subsection  (f)  as 
subsection  (g)  and  inserting  after  subsection 
(e)  the  following  new  subsection: 

“(f)  Application  of  Section  in  Case  of  Tax 
Withheld  on  Interest,  Dividends,  and  Patronage 
Dividends. — For  purposes  of  applying  this  section — 
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"(1)  the  estimated  tax  shall  be  computed  without 
any  reduction  for  the  amount  which  the  corporation 
estimates  as  its  credit  under  section  39  (relating  to  tax 
withheld  on  interest,  dividends,  and  patronage  divi¬ 
dends)  ;  and 

“(2)  the  amount  of  the  credit  allowed  under  sec¬ 
tion  39  for  the  taxable  year  shall  be  deemed  a  payment 
of  estimated  tax,  and  an  equal  part  of  such  amount  shall 
be  deemed  paid  on  each  installment  date  (determined 
under  section  6154)  for  such  taxable  year,  unless  the 
corporation  establishes  the  dates  on  which  all  amounts 
were  actually  withheld  (or  in  the  case  of  amounts  de¬ 
scribed  in  section  39  (c)  (1) ,  were  treated  as  withheld) , 
in  which  case  the  amounts  so  withheld  shall  be  deemed 
payments  of  estimated  tax  on  such  dates.” 

(9)  Penalty  foe  filing  feaudulent  exemp¬ 
tion  ceetificate. — Section  7205  (relating  to  fraudu¬ 
lent  withholding  exemption  certificate  or  failure  to  sup¬ 
ply  information)  is  amended  by  adding  the  following- 
new  sentence  at  the  end  thereof:  “Any  person  who 
willfully  files  an  exemption  certificate  with  any  with¬ 
holding  agent  under  section  3483,  on  which  the  certifica¬ 
tion  is  known  by  him  to  he  fraudulent  or  to  be  false  as 
to  any  material  matter,  or  who  is  required  to  file  a  notice 
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under  subsection  (a)  (3)  (B)  of  section  3483  and  who 
willfully  fails  to  provide  such  notice  in  the  manner,  at 
the  time,  and  showing  the  information  required  under 
such  subsection  (a)  (3)  (B),  or  the  regulations  pre¬ 
scribed  thereunder,  shall,  in  lieu  cf  any  penalty  otherwise 
provided,  upon  conviction  thereof,  be  fined  not  more  than 
$500,  or  imprisoned  not  more  than  1  year,  or  both.” 

(10)  Offenses  with  respect  to  collected 
taxes. — The  last  sentence  of  section  7215  (b)  (relating 
to  offenses  with  respect  to  collected  taxes)  is  amended  to 
read  as  follows:  “For  purposes  of  paragraph  (2) ,  a  lack 
of  funds  existing  immediately  after  the  payment  of  wages 
or  amounts  subject  to  withholding  under  chapter  25 
(whether  or  not  created  by  the  payment  of  such  wages 
or  amounts)  shall  not  be  considered  to  be  circumstances 
beyond  the  control  of  a  person/’ 

(11)  Definition  of  withholding  agent. — Sec¬ 
tion  7701  (a)  (16)  (defining  the  term  “withholding 
agent”)  is  amended  by  striking  out  “or  1461”  and  in¬ 
serting  in  lieu  thereof  “1461,  3451,  3461,  or  3471”. 
(f)  Effective  Dates. — 

( 1 )  General  rule. — Except  as  provided  in  para¬ 
graph  ( 2 ) ,  the  provisions  of  this  section  shall  apply  in 
the  case  of  interest  and  dividends  paid  on  or  after  Jan¬ 
uary  1,  1963. 
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(2)  Special  rules  .— 

(A)  In  the  case  of  transferable  obligations  de¬ 
scribed  in  paragraph  (1)  or  (6)  of  section  3452  (a) 
of  the  Internal  Revenue  Code  of  1954,  the  provi¬ 
sions  of  this  section  shall  apply  only  to  interest  paid 
with  respect  to  interest-payment  periods  commenc¬ 
ing  on  or  after  January  1,  1963. 

(B)  The  provisions  of  this  section  shall  apply 
to  amounts  described  in  section  3472  of  such  Code 
paid  on  or  after  January  1,  1963,  with  respect  to 
patronage  occurring  on  or  after  the  first  day  of  the 
first  taxable  year  of  the  cooperative  beginning  on 
or  after  January  1,  1963. 

SEC.  20.  INFORMATION  WITH  RESPECT  TO  CERTAIN  FOR¬ 
EIGN  ENTITIES. 

(a)  Information  To  Be  Furnished  by  Individ¬ 
uals,  Domestic  Corporations,  etc.,  With  Respect 
to  Certain  Foreign  Corporations.— Section  6038  is 
amended  to  read  as  follows: 

“SEC.  6038.  INFORMATION  WITH  RESPECT  TO  CERTAIN 
FOREIGN  CORPORATIONS. 

“(a)  Requirement. — 

“(1)  In  general. — Every  United  States  person 
shall  furnish,  with  respect  to  any  foreign  corporation 
which  such  person  controls  (within  the  meaning  of 
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subsection  (d)  (1)  ),  such  information  as  the  Secretary 
or  his  delegate  may  prescribe  by  regulations  relating  to — 
“(A)  the  name,  the  principal  place  of  busi¬ 
ness,  and  the  nature  of  business  of  such  foreign 
corporation,  and  the  country  under  whose  laws 
incorporated ; 

“(B)  the  accumulated  profits  (as  defined  in 
section  902  (c)  )  of  such  foreign  corporation,  in¬ 
cluding  the  items  of  income  (whether  or  not  in¬ 
cluded  in  gross  income  under  chapter  1 ) ,  deductions 
(whether  or  not  allowed  in  computing  taxable  in¬ 
come  under  chapter  1 ) ,  and  any  other  items  taken 
into  account  in  computing  such  accumulated  profits ; 

“(C)  a  balance  sheet  for  such  foreign  corpora¬ 
tion  listing  assets,  liabilities,  and  capital; 

“(D)  transactions  between  such  foreign  cor¬ 
poration  and — 

“  (i)  such  person, 

(ii)  any  other  corporation  which  such 
person  controls,  and 

“  (iii)  any  United  States  person  owning, 
at  the  time  the  transaction  takes  place,  19  per¬ 
cent  or  more  of  the  value  of  any  class  of  stock 
outstanding  of  such  foreign  corporation;  and 
“(E)  a  description  of  the  various  classes  of 
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stock  outstanding,  and  a  list  showing  the  name  and 
address  of,  and  number  of  shares  held  by,  each 
United  States  person  who*  is  a  shareholder  of  record 
owning  at  any  time  during  the  annual  accounting 
period  5  percent  or  more  in  value  of  any  class  of 
stock  outstanding  of  such  foreign  corporation. 

The  Secretary  or  his  delegate  may  also  require  the  fur¬ 
nishing  of  any  other  information  which  is  similar  or 
related  in  nature  to  that  specified  in  the  preceding 
sentence. 

“  (2)  Peeiod  foe  which  infoemation  is  to  be 
ftjenished,  etc. — The  information  required  under  para¬ 
graph  (1)  shall  be  furnished  for  the  annual  accounting 
period  of  the  foreign  corporation  ending  with  or  within 
the  United  States  person’s  taxable  year.  The  informa¬ 
tion  so  required  shall  be  furnished  at  such  time  and  in 
such  manner  as  the  Secretary  or  his  delegate  shall  by 
regulations  prescribe. 

“(3)  Limitation.— No  information  shall  be  re¬ 
quired  to  be  furnished  under  this  subsection  with  respect 
to  any  foreign  corporation  for  any  annual  accounting 
period  unless  such  information  was  required  to  be  fur¬ 
nished  under  regulations  in  effect  on  the  first  day  of  such 
annual  accounting  period. 
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“(b)  Effect  of  Failure  To  Furnish  Informa¬ 
tion. — 

“  ( 1)  In  general. — If  a  United  States  person  fails 
to  furnish,  within  the  time  prescribed  under  paragraph 
(2)  of  subsection  (a) ,  any  information  with  respect  to 
any  foreign  corporation  required  under  paragraph  (1) 
of  subsection  (a) ,  then — 

“  (A)  in  applying  section  901  (relating  to 
taxes  of  foreign  countries  and  possessions  of  the 
United  States)  to  such  United  States  person  for  the 
taxable  year,  the  amount  of  taxes  (other  than  taxes 
reduced  under  subparagraph  (B)  )  paid  or  deemed 
paid  (other  than  those  deemed  paid  under  section 
904  (d)  )  to  any  foreign  country  or  possession  of  the 
United  States  for  the  taxable  year  shall  be  reduced 
by  10  percent,  and 

“(B)  in  applying  sections  902  (relating  to 
foreign  tax  credit  for  corporate  stockholder  in 
foreign  corporation)  and  957  (relating  to  special 
rules  for  foreign  tax  credit)  to  any  such  United 
States  person  which  is  a  corporation  (or  to  any  per¬ 
son  who  acquires  from  any  other  person  any  portion 
of  the  interest  of  such  other  person  in  any  such  foreign 
corporation,  but  only  to  the  extent  of  such  portion) 
for  any  taxable  year,  the  amount  of  taxes  paid  or 
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deemed  paid  by  each  foreign  corporation  with  re¬ 
spect  to  which  such  person  is  required  to  furnish 
information  during  the  annual  accounting  period  or 
periods  with  respect  to  which  such  information  is 
required  under  paragraph  (2)  of  subsection  (a) 
shall  be  reduced  by  10  percent. 

If  such  failure  continues  90  days  or  more  after  notice 
by  the  Secretary  or  his  delegate  to  the  United  States 
person,  then  the  amount  of  the  reduction  under  this 
subsection  shall  be  10  percent  plus  an  additional  5  per¬ 
cent  for  each  3-month  period,  or  fraction  thereof,  dur¬ 
ing  which  such  failure  to  furnish  information  continues 
after  the  expiration  of  such  90-day  period. 

“(2)  Speciajj  rules. — 

“  (A)  No  taxes  shall  be  reduced  under  this  sub¬ 
section  more  than  once  for  the  same  failure. 

“(B)  For  purposes  of  this  subsection,  the  time 
prescribed  under  paragraph  (2)  of  subsection  (a) 
to  furnish  information  (and  the  beginning  of  the 
90-day  period  after  notice  by  the  Secretary)  shall 
be  treated  as  being  not  earlier  than  the  last  day  on 
which  (as  shown  to  the  satisfaction  of  the  Secretary 
of  his  delegate)  reasonable  cause  existed  for  failure 
to  furnish  such  information. 

“(C)  In  applying  subsections  (a)  and  (b)  of 
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section  902,  and  in  applying  subsection  (a)  of  sec¬ 
tion  956,  the  reduction  provided  by  this  subsec¬ 
tion  shall  not  apply  for  purposes  of  determining  the 
amount  of  accumulated  profits  in  excess  of  in¬ 
come,  war  profits,  and  excess  profits  taxes. 

“(c)  Two  or  More  Persons  Required  To  Furnish 
Information  With  Respect  to  Same  Foreign  Cor¬ 
poration. — Where,  but  for  this  subsection,  two  or  more 
United  States  persons  would  be  required  to  furnish  informa¬ 
tion  under  subsection  (a)  with  respect  to  the  same  foreign 
corporation  for  the  same  period,  the  Secretary  or  his  dele¬ 
gate  may  by  regulations  provide  that  such  information  shall 
be  required  only  from  one  person.  To  the  extent  practicable, 
the  determination  of  which  person  shall  furnish  the  informa¬ 
tion  shall  be  made  on  the  basis  of  actual  ownership  of  stock. 
“(d)  Definitions. — For  purposes  of  this  section — 
“(i)  Control. — A  person  is  in  control  of  a  cor¬ 
poration  if  such  person  owns  stock  possessing  more  than 
50  percent  of  the  total  combined  voting  power  of  all 
classes  of  stock  entitled  to  vote,  or  more  than  50  per¬ 
cent  of  the  total  value  of  shares  of  all  classes  of  stock, 
of  a  corporation.  If  a  person  is  in  control  (within  the 
meaning  of  the  preceding  sentence)  of  a  corporation 
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which  in  turn  owns  more  than  50  percent  of  the  total 
combined  voting  power  of  all  classes  of  stock  entitled  to 
vote  of  another  corporation,  or  owns  more  than  50  per¬ 
cent  of  the  total  value  of  the  shares  of  all  classes  of  stock 
of  another  corporation,  then  such  person  shall  be 
treated  as  in  control  of  such  other  corporation.  For 
purposes  of  this  paragraph,  the  rules  prescribed  by 
section  318(a)  for  determining  ownership  of  stock 
shall  apply;  except  that  clause  (i)  of  section  318(a) 
(2)  (C)  shall  be  applied  without  regard  to  the  50  per¬ 
cent  limitation  contained  in  such  section. 

“  (2)  Annual  accounting  period.— The  annual 
accounting  period  of  a  foreign  corporation  is  the  annual 
period  on  the  basis  of  which  such  corporation  regularly 
computes  its  income  in  keeping  its  books.. 

“(e)  Cross  References.— 

“(1)  For  provisions  relating  to  penalties  for  violations 
of  this  section,  see  section  7203. 

“(2)  For  definition  of  the  term  ‘United  States  person’, 
see  section  7701(a)  (30).” 

(b)  Information  as  to  Organization  or  Reort 

GANIZATION  OF  FOREIGN  CORPORATIONS  AND  AS  TO  AC¬ 
QUISITIONS  of  Their  Stock.— Section  6046  (relating  to 
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returns  as  to  creation  or  organization,  or  reorganization,  of 
foreign  corporations)  is  amended  to  read  as  follows: 

“SEC.  6046.  RETURNS  AS  TO  ORGANIZATION  OR  REORGAN¬ 
IZATION  OF  FOREIGN  CORPORATIONS  AND 
AS  TO  ACQUISITIONS  OF  THEIR  STOCK. 

“  (a)  Requirement  of  Return. — A  return  comply¬ 
ing  with  the  requirements  of  subsection  (b)  shall  be  made 
by- 

“(1)  each  United  States  citizen  or  resident  who 
is  an  officer  or  director  of  a  foreign  corporation  on  Jan¬ 
uary  1,  1963,  or  who  becomes  such  an  officer  or  director 
at  any  time  after  such  date, 

“(2)  each  United  States  person  who  on  January 
1,  1963,  owns  5  percent  or  more  in  value  of  the  stock 
of  a  foreign  corporation,  or  who,  at  any  time  after  such 
date — 

“  (A)  acquires  stock  which,  when  added  to  any 
stock  owned  on  January  1,  1963,  has  a  value  equal 
to  5  percent  or  more  of  the  value  of  the  stock  of  a 
foreign  corporation,  or 

“(B)  acquires  an  additional  5  percent  or  more 
in  value  of  the  stock  of  a  foreign  corporation,  and 
“  (3)  each  person  who  at  any  time  after  January  1, 
1963,  becomes  a  United  States  person  while  owning 
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5  percent  or  more  in  value  of  the  stock  of  a  foreign 
corporation. 

“  (b)  Form  and  Contents  of  Returns. — The  re¬ 
turns  required  by  subsection  (a)  shall  be  in  such  form  and 
shall  set  forth,  in  respect  of  the  foreign  corporation,  such 
information  as  the  Secretary  or  his  delegate  prescribes  by 
forms  or  regulations  as  necessary  for  carrying  out  the  pro¬ 
visions  of  the  income  tax  laws. 

“(c)  Ownership  of  Stock. — For  purposes  of  subsec¬ 
tion  (a)  (2)  and  (3) ,  stock  owned  directly  or  indirectly  by 
a  person  (including,  in  the  case  of  an  individual,  stock  owned 
by  members  of  his  family)  shall  be  taken  into  account.  For 
purposes  of  the  preceding  sentence,  the  family  of  an  indi¬ 
vidual  shall  be  considered  as  including  only  his  brothers 
and  sisters  (whether  by  the  whole  or  half  blood) ,  spouse, 
ancestors,  and  lineal  descendants. 

“(d)  Time  for  Filing. — Any  return  required  by  sub¬ 
section  (a)  shall  be  filed  on  or  before  the  90th  day  after 
the  day  on  which,  under  any  provision  of  subsection  (a) ,  the 
United  States  citizen,  resident,  or  person  becomes  liable  to 
file  such  return. 

“(e)  Cross  Reference. — 

“For  provisions  relating  to  penalties  for  violations  of 
this  section,  see  sections  6678  and  7203.” 
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(c)  Civil  Penalty  foe  Ealuee  To  Eile  Return.— 
Subchapter  B  of  chapter  68  (relating  to  assessable  penal¬ 
ties)  is  amended  by  adding  at  the  end  thereof  the  following 
new  section: 

“SEC.  6678.  FAILURE  TO  FILE  RETURNS  AS  TO  ORGANIZA¬ 
TION  OR  REORGANIZATION  OF  FOREIGN 
CORPORATIONS  AND  AS  TO  ACQUISITIONS 
OF  THEIR  STOCK. 

“  (a)  Civil  Penalty. — In  addition  to  any  criminal 
penalty  provided  by  law,  any  person  required  to  file  a  return 
under  section  6046  who  fails  to  file  such  return  at  the  time 
provided  in  such  section,  or  who  files  a  return  which  does 
not  show  the  information  required  pursuant  to  such  section, 
shall  pay  a  penalty  of  $1,000,  unless  it  is  shown  that  such 
failure  is  due  to  reasonable  cause. 

“(b)  Deficiency  Procedures  Not  To  Apply.— Sub¬ 
chapter  B  of  chapter  63  (relating  to  deficiency  procedure 
for  income,  estate,  and  gift  taxes)  shall  not  apply  in  respect 
of  the  assessment  or  collection  of  any  penalty  imposed  by 
subsection  (a) .” 

(d)  Technical  Amendments  — 

a)  Section  318  (b)  (relating  to  cross  references) 
is  amended  by  striking  out  “and”  at  the  end  of  paragraph 
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(5)  ,  by  striking  out  the  period  at  the  end  of  paragraph 

(6)  and  inserting  in  lieu  thereof  and”,  and  by  add¬ 
ing  at  the  end  thereof  the  following : 

“(7)  section  6038(d)(2)  (relating  to  information  with 
respect  to  certain  foreign  corporations).” 

(2)  The  table  of  sections  for  subpart  B  of  part  III 
of  subchapter  A  of  chapter  61  is  amended  by  striking 
out 


Sec.  6046.  Returns  as  to  creation  or  organization,  or  re¬ 
organization,  of  foreign  corporations.” 

and  inserting  in  lieu  thereof 

“Sec.  6046.  Returns  as  to  organization  or  reorganization  of 
foreign  corporations  and  as  to  acquisitions  of 
their  stock.” 

(3)  The  table  of  sections  for  subchapter  B  of  chap¬ 
ter  68  is  amended  by  adding  at  the  end  thereof  the 
following: 


“Sec.  6678.  Failure  to  file  returns  as  to  organization  or  re¬ 
organization  of  foreign  corporations  and  as  to 
acquisitions  of  their  stock.” 

(e)  Effective  Date. — 

(1)  The  amendments  made  by  subsection  (a)  shall 
apply  with  respect  to  annual  accounting  periods  of 
foreign  corporations  beginning  after  December  31,  1962. 

(2)  The  amendments  made  by  subsection  (b)  shall 
take  effect  on  January  1,  1963. 


240 


1  SEC.  21.  TREATIES. 

2  Section  7852  (d)  of  the  Internal  Revenue  Code  of  1954 

3  (relating  to  treaty  obligations)  shall  not  apply  in  respect  of 

4  any  amendment  made  by  this  Act. 

Passed  the  House  of  Representatives  March  29,  1962. 

Attest:  RALPH  R.  ROBERTS, 

Clerk. 
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12.NHJBLIC  ASSISTANCE;  MEDICAL  CARE.  Continued  debate  on  H.  R.  10606,  to  exten 
J*n  improve  the  public  assistance  and  child  welfare  service  programs  of 
Social  Security  Act,  and  the  proposed  amendment  to  the  bill  by  Sen.  Ande 
to  provide  a  program  of  medical  care  for  the  aged.  pp.  12449-52,  1245^78 


son 
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13.  TAXATION.  Sen.  Kerr  submitted  an  amendment  to  H.  R.  10650,  the  proposed  Revenue 

Act  of  1962,  which  he  explained  as  eliminating  from  coverage  under  section  13 
those  foreign  corporations  which  promote  the  export  of  products  manufactured, 
produced,  grown  or  extracted  in  the  U.  S.  He  stated  that,  in  the  case  of  cer- 
tain  agricultural  products,  a  50-percent  requirement  is  substituted  for  the 
75-percent  requirement,  pp.  12398-9 

14.  FOREIGN  AGRICULTURE.  Sen.  Javits  stated  that  '•communism's  greatest  defeat  lies 
in  the  field  of  Agriculture  and  its  greatest  failure  is  i/ Communist  China," 
and  inserted  an  article,  "The  Faminemakers--A  Report  On ^hy  China  Is  Starving." 

15.  LAND-GRANT  COLLEGES.  N'Sen.  Gruening  discussed  the  extension  of  educational 

program  of  the  University  of  Alaska,  pp.  12422-3  / 

Sen.  Mansfield  commended  the  100th  anniversary  Celebration  of  land-grant 
colleges,  pp.  12482-3  x  7 

16.  FOREIGN  AFFAIRS;  LOBBYING.  Xgreed  to  without  amendment  S.  Res.  362,  to  authorize 

a  study  of  the  non  diplomatic^ Activities  of  foreign  governments,  pp.  12480-1 

I..  INTERGOVERNMENTAL  RELATIONS,  AgWed  to  without  amendment  S.  Res.  359,  authoriz¬ 
ing  the  creation  of  a  Subcommittee  on  Intergovernmental  Relations,  pp.  12481-2 

18.  MONOPOLIES,  The  Judiciary  Committee 'ordered  reported  (but  did  not  actually 
report)  with  amendment  (in  the  nature/of  a  substitute)  S.  1552,  the  proposed 
Drug  Industry  Antitrust  Act.  p.  D5 

Sen.  Kefauver  inserted  a  speech/by  t&e  head  of  the  antitrust  division  of  the 
Justice  Department  on  the  operation  of  antitrust  laws  which  he  described  as  an 
"exceptionally  splendid"  presenjz4tion.  pp\  12417-20 
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19.  FOREST  PRODUCTS.  Extension/of  remarks  of  Sen.  Neuberger  inserting  two  editori¬ 

als  in  support  of  modification  of  the  Jones  Act.  pp.  A5294-5 

20.  DAIRY  PRODUCTS.  Extension  of  remarks  of  Rep.  HarveyVnserting  a  Wall  Street 

Journal  editorial  criticizing  the  milk  marketing  quotas  program.  p.  A5296 

21.  FOREIGN  TRADE.  Extensions  of  remarks  of  Senators  and  Representatives  favoring 

and  opposing  the /proposed  Trade  Expansion  Act.  pp.  A5298V  A5301-3,  A5303-4. 

22.  FOREIGN  AID.  Extension  of  remarks  of  Rep.  Jensen  urging  the  Reform  of  social 

inequities  it/ countries  receiving  U.S.  aid.  p.  A5309 

Extension  of  remarks  of  Rep.  Blatnik  inserting  articles  sup^rting  continued 
aid  to  Poland  and  Yugoslavia,  pp.  A5323-4 

23.  ELECTRIFICATION.  Extension  of  remarks  of  Sen.  Neuberger  inserting  a^i  article 

praising  the  work  of  REA  in  Agness,  Oregon,  p.  A5300. 

Extension  of  remarks  of  Sen.  Douglas  inserting  an  address  which  di^usses 
monopoly  practices  of  some  large  electrical  companies,  pp.  A5306-7 

24.  EDUCATION.  Extension  of  remarks  of  Rep.  Bailey  supporting  the  current  Houj 
and  Senate  bills  to  promote  general  extension  education,  pp.  A5316-17 
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Extension  of  remarks  of  Rep.  Morrow  commemorating  the  100th  anniversary  of/ 
£he  Morrill  Land-Grant  College  Act.  pp.  A5324-5 


25.  FOREIGN  AGRICULTURE.  Extension  of  remarks  of  Rep.  Conte  inserting  an  addi 
whiclAdiscusses  the  economy  of  South  Africa,  pp.  A5320-1 
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26.  FARM  PROCft^AM.  Extension  of  remarks  of  Rep.  Thompson  discussing  his  owh  record 
in  the  House  and  inserting  letters  from  his  constituents  which  express  their 
views  on  tn^  farm  program,  pp.  A5326-36 


BILLS  INTRODUCED 


27.  RECLAMATION.  H.  124493,  by  Rep.  Breeding  to  amend  section/9(d)  (1)  of  the 
Reclamation  Project  Act  of  1939  (53  Stat.  1187;  43  U.S.C.  485),  to  make  addi¬ 
tional  provisions  fo^  irrigation  blocks;  to  Interior  and  ^Insular  Affairs  Com, 


28.  AREA  REDEVELOPMENT.  H.\R.  12494,  by  Rep.  Cramer,  to  authorize  assistance  under 
the  Area  Redevelopment  Aqt  in  the  case  of  any  area  which  has  been  adversely 

of  the  United  States  of  sm  embargo  on  the  importation 
>r  Communist -dominated /Countries;  to  Banking  and 


affected  by  the  impositior 
of  products  from  Communist 
Currency  Committee. 


CONTRACTS.  H.  R.  12507,  by  Rep.\Giaimo,  to  prohibit  the  letting  of  contracts 
for  professional  services  throug\  competitive  bidding;  to  Government  Operations 
Committee. 


30.  PATENTS.  H.  R.  12513,  by  Rep.  Willis \  to7 provide  for  public  notice  of  settle¬ 
ments  in  patent  interferences;  to  JudiViary  Committee. 


31.  HOLIDAY.  H.J.  Res.  817,  by  Rep.  Mosher  (t>Y  request),  providing  that  the  day  on 
which  the  presidential  election  i^/held  shA^.1  be  a  legal  holiday;  to  Judiciary 
Committee. 


PRINTED  HEARINGS  RECEIVED  IN  THIS  OFFICE 


32.  ELECTRIFICATION.  H.  R.  6951/ and  S.  1606,  exemptiohyof  small  hydroelectric  power 
projects.  H.  Interstate  /md  Foreign  Commerce  Committee. 


33.  PERSONNEL.  H.  R.  3258, /and  other  bills,  to  provide  retirement  credit  for  Federal 
State  employees;  employee  organization  health  plans;  and  survivors'  annuities. 
H.  Post  Office  and  Civil  Service  Committee 


34.  APPROPRIATIONS,  yk pt.  of  State,  Justice,  Commerce,  Judiciar^.  and  related 
agencies  appropriations  for  1963.  (This  part  includes  USIA,  'Small  Business 
Administratiot/and  other  related  agencies).  H.  Appropriations\Committee. 


COMMITTEE  PRINT  RECEIVED  IN  THIS  OFFICE 


35.  ECONOMICS^  "Inventory  Fluctuations  and  Economic  Stabilization",  par£\4, 

supplementing  previous  papers  dealing  with  inventory  movements  and  economic 
instability,  and  presenting  the  results  of  a  survey  of  the  inventory  policies 
and/practices  of  a  sample  of  manufacturing  companies,  together  with  the\e- 
sqits  of  a  study  of  an  econometric  model  of  the  economy  wherein  inventory 
Luctuations  are  assumed  to  be  at  or  near  a  minimum.  Jt.  Economic  Committed 
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gvee  of  finality  to  the  settlement  of 
jurisdictional  strikes  in  the  airline  in- 
dustvy.  In  entirely  too  many  cases,  we 
have\een  the  Nation’s  vast  airline  in¬ 
dustry  \naralyzed  by  a  jurisdictional 
strike  orwalkout  involving  the  Air  Line 
Pilots  Association  and  the  flight  engi¬ 
neers.  N. 

This  type  oOstrike,  which  so  adversely 
affects  our  naomnal  air  transport  sys¬ 
tem,  and  renders  unemployed  tens  of 
thousands  of  othek  airline  workers  who 
have  no  dispute  at  all  with  the  airlines, 
is  not  a  strike  by  workers  against  man¬ 
agement.  It  is  a  strike  of  one  union 
against  another.  \ 

It  is  not  a  genuine  stride  over  wages 
or  working  conditions.  It  istt  strike  over 
which  union  will  handle  wnteh  job  in 
the  operation  of  the  aircraft.  \ 

Management  is  powerless  to  settle  this 
kind  of  jurisdictional  strike.  If  irvholds 
in  favor  the  engineers,  the  pilots 'walk 
out;  or  if  it  holds  in  favor  of  the  pilots, 
the  engineers  walk  out.  \ 

Over  the  horizon,  there  is  a  strike' 
threatening  Pan  American,  our  big  in¬ 
ternational  airline,  with  17,000  em¬ 
ployees  to  be  affected.  Down  the  road 
is  the  strike  being  threatened  against 
American,  affecting  23,000  employees. 
All  those  employees  are  threatened  with 
idleness  by  this  small  group  which  in¬ 
sists  on  a  backward  interpretation  of  the 
old  prop-driven,  reciprocating  motor 
days.  The  National  Mediation  Board, 
after  hearings,  determined  that  the 
duties  of  flight  engineer  and  pilot  on 
jet  aircraft  did  not  differ  to  such  an  ex¬ 
tent  to  entitle  them  to  representation 
as  a  separate  craft.  This  determination 
was  sustained  by  the  courts.  Threat  of 
an  industrywide  strike  over  this  deci¬ 
sion  brought  a  new  study  by  a  presi¬ 
dential  commission  headed  by  Professor 
Feinsinger.  Again  merger  was  recom¬ 
mended.  But  the  flight  engineers  per¬ 
sisted.  On  June  16,  they  decided  to 
strike,  but  withheld  the  information  as 
to  what  lines  and  when,  later  announc¬ 
ing  it  would  be  Trans  World  Airlines. 

After  the  Trans  World  strike  threat, 
and  after  weeks  of  bargaining,  in  which 
the  Secretary  of  Labor  and  representa¬ 
tives  of  management  and  the  engineers/ 
met,  they  agreed  on  the  engineers’  righx 
in  the  cockpits  and  a  proper  representa¬ 
tion  in  the  merger  of  the  unions  if /they 
saw  fit  to  merge.  / 

It  is  about  time  that  the  Congress 
passed  some  law  that  wrould  enable  the 
public,  the  airlines,  and  the /workers  to 
have  some  kind  of  relief  against  willful 
men  who  think  of  nothing/except  the  in¬ 
terest  of  a  small  group/of  union  czars 
sitting  in  Idlewild  telling  the  employees 
of  the  airlines  of  the?  Nation  that  they 
can  be  unemployed  j^hile  they  fight  over 
vanity  and  the  preservation  of  a  monop¬ 
oly  over  a  certain  type  of  job  that  no 
longer  requires/the  skill  that  once  was 
required.  / 

Mr.  RANDOLPH.  Mr.  President,  will 
the  Senator  yield? 

Mr.  Mfi^NRONEY.  I  yield. 

Mr.  .RANDOLPH.  Mr.  President,  the 
Senator  from  Oklahoma  states  the  seri¬ 
ousness  of  this  problem.  It  is  not  a 
problem  of  tomorrow,  but  of  today.  As 


a  fact,  it  is  a  problem  of  yesterday.  It  is 
a  matter  which  the  Federal  Government 
must  consider  as  an  imperative  chal¬ 
lenge.  Congress,  certainly  the  Senate 
cannot  delay  longer  its  attention  to  this 
impairment  of  an  essential  portion  of 
our  air  transport  system. 

I  shall  not  go  into  a  repetition  of  the 
lucid  language  by  my  colleague,  the  Sen¬ 
ator  from  Oklahoma,  because  he  has  well 
set  forth  the  situation,  but  I  do  indicate 
that  in  the  State  of  West  Virginia  this 
is  a  matter  which  goes  deeper  than  a 
disruption  of  needed  airline  service.  It 
is  a  condition  which  results  in  serious 
deterrent  of  the  growth  of  the  State  and 
the  wellbeing  of  our  citizens.  The  strike 
is  not  only  a  stoppage  of  planes  but  it 
adversely  affects  business.  In  connection 
with  the  operation  of  flights  of  Eastern 
Air  Lines  at  the  Kanawha  Airport  at 
Charleston  and  the  Tri-State  Airport  in 
Huntington,  we  are  cognizant  of  the 
breakdown  of  bargaining  which  keeps  the 
aircraft  grounded.  The  people  of  West 
Virginia  who  depend  upon  the  services 
Sif  this  scheduled  carrier  realize  the  ill. 
effects.  Our  people  are  alarmed.  Tele* 
grams  of  protest  to  me  are  evidence/of 
the  'widespread  discontent.  / 

ForNhe  record,  I  will  indicate  tjmt  in 
1961,  in.  Charleston  and  Huntington, 
Eastern  handled  124,228  passengers.  In 
that  year  wns  carrier  originated  in  those 
two  areas  West  Virginia  568,014 
pounds  of  cargo.  / 

I  am  in  earnest  in  these  vigorous  re¬ 
marks.  I  join  in  support of  the  proposal; 
and  I  remember  trad;  ifot  many  days  ago 
in  this  forum  I  joinefctf  my  colleagues,  the 
Senator  from  Orea'onVMr.  Morse]  and 
the  Senator  froir/Oklanoma  [Mr.  Mon- 
p.oney],  in  pledging  thatNaffirmative  ef¬ 
forts  would  We  formulated.  This  ap¬ 
proach  maw/iot  be  the  bescsdevice,  but 
hearings  should  be  held  in  the\,abor  and 
Public  Welfare  Committee,  on\which  I 
serve,  cm  the  problem.  \ 

I  an/not  critical  of  the  delay  in  tHe  in¬ 
troduction  of  legislation  except  to  warn 
tha/ this  strike  moves  into  its  third  week. 
It/is,  I  repeat,  a  serious  situation.  I  coX 
Sponsor  this  measure,  believing  that  I 
'act  in  a  responsible  manner  in  doing  so. 

Mr.  HOLLAND.  Mr.  President,  I  con¬ 
gratulate  warmly  the  Senator  from 
Oklahoma.  I  have  been  waiting  for  a 
long  time  to  hear  vigorous  words  such  as 
his  from  someone  who  is  an  authority 
in  the  field.  The  Senator  from  Okla¬ 
homa  is  the  chairman  of  the  subcommit¬ 
tee  of  the  Senate  which  deals  with  the 
entire  field  of  aviation.  I  hope  that  his 
words  will  be  followed  by  early  action  of 
the  Senate. 

I  have  been  moving  in  this  direction 
for  years  now.  I  have  pending  on  this 
subject  S.  88,  which  might  go  a  little 
further  than  is  suggested  in  the  bill  of¬ 
fered  by  the  Senator  from  Oklahoma.  I 
shall  not  quibble  about  the  distance  to 
which  the  Senator  would  go.  I  wish  to 
support  the  Senator  in  anything  to  bring 
relief. 

What  has  been  said  by  the  distin¬ 
guished  Senator  from  West  Virginia  [Mr. 
Randolph]  could  be  multiplied  many 
times  in  its  application  to  the  city  of 
Miami  and  to  the  city  of  Hialeah,  in 


which  several  thousand  employees  and 
many  thousands  of  travelers  are  affected 
by  the  current  strike  each  day.  / 

I  hope  the  Senate  will  finally  be 
aroused  to  take  some  action  in  Hus  field. 
I  have  talked  several  times  recently  with 
the  able  Secretary  of  Labor.  Fhad  hoped 
he  would  come  out  for  the/administra¬ 
tion  with  some  suggestion/ and  I  believe 
that  is  imminent.  / 

I  hope  the  Senate,  without  letting  in¬ 
nocent  people  continue  to  suffer,  will 
soon  take  action  iiythis  field. 

Mr.  JAVITS.  Mr.  President,  New  York 
has  been  seriously  disrupted  by  the  East¬ 
ern  Air  Lines  sj/rike,  as  have  many  other 
cities  in  the/ country.  This  does  not 
mean,  neces/arily,  we  have  to  take  action 
which  maj/be  unwise. 

I  agr esr  with  the  Senator  from  Okla¬ 
homa,  who  graciously  offered  me  the  op¬ 
portunity  to  join  in  sponsorship  of  his 
billythat  there-  is  a  serious  problem,  but 
I  did  not  think  it  wise  to  join  as  a  co- 
sponsor,  as  a  member  of  the  Committee 
/On  Labor  and  Public  Welfare. 

The  Senator  has  pointed  out  for  all 
of  us  the  real  deficiency  in  the  Railway 
Labor  Act  as  well  as  in  the  National 
Labor  Relations  Act.  In  the  final  analy¬ 
sis  one  does  not  know  what  to  do  about 
major  strikes  which  tie  up  major  ele¬ 
ments  of  the  transportation  system  ex¬ 
cept  to  come  to  the  Congress.  There¬ 
fore,  I  wish  to  state  advisedly,  as  a  mem¬ 
ber  of  the  Committee  on  Labor  and  Pub¬ 
lic  Welfare,  I  shall  consider  it  my  duty 
to  do  everything  I  humanly  can  to  get 
an  immediate  hearing  on  the  bill.  I 
agree  that  the  Senate  and  the  Congress 
must  and  should  act  in  the  national 
interest. 

The  Senator  from  Oklahoma  has  given 
us  his  proposal,  his  prescription.  There 
may  be  others.  Congress  is  charged 
with  the  responsibility  of  determining 
what  is  the  best  approach.  The  Con¬ 
gress  is  the  final  residual  basis  of  au¬ 
thority.  That  we  must  act  in  a  situa¬ 
tion  of  this  character  I  have  no  doubt. 

I  hope  very  much  that  other  colleagues 
on  the  committee,  including  the  Senator 
from  West  Virginia  [Mr.  Randolph],  will 
assist  me  in  getting  committee  atten¬ 
tion  promptly  directed  to  the  problem. 


MODIFICATION  OF  THE  DEVILS 
SWAMP  PROJECT  ON  THE  MISSIS¬ 
SIPPI  RIVER 

Mr.  LONcS  of  Louisiana.  Mr.  Presi¬ 
dent,  I  introduce,  for  appropriate  refer¬ 
ence,  a  bill  to'authorize  a  modification 
of  the  Mississippi  River,  Baton  Rouge 
to  the  Gulf  of  Mexico,  barge  channel 
through  Devils  Swanip,  La. 

The  purpose  of  thik  bill  is  to  provide 
for  the  completion  of  \he  5-mile  barge 
canal  known  as  the  Devils  Swamp  proj  - 
ect,  and  to  add  to  the  existing  authori¬ 
zation,  the  construction  of  suitable  dikes 
and  other  retaining  structures,  for  the 
construction  and  future  maintenance  of 
the  project,  in  order  to  provid\  addi¬ 
tional  industrial  sites  with  water  front¬ 
age  which  are  now  needed  to  permittthe 
normal  development  and  expansion  Nof 
the  industrial  and  commercial  activK 
ties  of  the  locality. 
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'(The  bill  that  originally  authorized  this 
bafee  canal,  provided  for  a  canal  5 
miles  in  length,  but  indicated  that  only 
halfW  this  canal  would  be  dug,  and  the 
secorki  half  would -follow  when  the  in¬ 
dustrial  development  warranted  it.  The 
bill  failed  to  state  that  necessary  retain¬ 
ing  dik^s  would  be  provided  to  prevent 
the  spoil,  from  returning  to  the  river  and 
that  would  make  it  possible  for  the  banks 
of  the  river  to  be  improved  to  an  extent 
that  they  would  attract  the  desired  in¬ 
dustrial  development. 

In  spite  of  this  inducement,  the  in¬ 
dustrial  development  in  this  area  is  both 
obvious  and  \imminent.  It  is  time  to 
build  the  second  half  of  the  project. 
However,  it  should  be  built  in  such  a  way 
that  this  development  should  be  encour¬ 
aged  rather  than  retarded. 

The  cost  of  constructing  retaining 
dikes  is  insignificant  when  compared 
with  the  benefits  \th  at  will  be  accrued 
from  the  project.  \  Further,  as  induce¬ 
ment  to  the  Federal  Government,  local 
interests  matched  tne  Federal  Govern¬ 
ment  50-50  on  the  cost  of  the  first  half 
of  the  project.  No  suoh  matching  funds 
should  be  required  foA  the  second  half 
of  the  project,  and  whatvias  already  been 
contributed  should  be  considered  as  more 
than  adequate  to  cover  a  fair  contribu¬ 
tion  toward  the  land  enhancement  that 
will  accrue  from  the  judicious  disposal 
of  the  material  that  is  removed  from 
the  river  in  connection  wiish  the  con¬ 
struction  of  the  channel.  \ 

I  move  the  earliest  possible  completion 
of  this  needed  project  and  hope  that  it 
will  be  included  in  the  omnibus  public 
works  authorization  bill  that  I  ieel  cer¬ 
tain  will  be  approved  by  this  Congress. 

The  VICE  PRESIDENT.  The  Bill  will 
be  received  and  appropriately  referred. 

The  bill  (S.  3541)  authorizing  the 
modification  of  the  Mississippi  River, 
Baton  Rouge  to  the  Gulf  of  Mexico, 
barge  channel  through  Devils  Swamp, 
La.  (Baton  Rouge  Harbor),  introduced 
by  Mr.  Long  of  Louisiana,  was  received, 
read  twice  by  its  title,  and  referred  to  the 
Committee  on  Public  Works.  ' 


REVENUE  ACT  OF  1962- 
AMENDMENT 

Mr.  KERR.  Mr.  President,  I  submit 
an  amendment  to  section  13  of  H.R. 
10650  which  is  in  addition  to  the  amend¬ 
ment  which  I  submitted  on  July  10,  1962. 
I  feel  that  this  is  a  most  important 
amendment  because  it  eliminates  from 
coverage  under  section  13  those  foreign 
corporations  which  promote  the  export 
of  products  manufactured,  produced, 
grown,  or  extracted  in  the  United  States. 
It  also  benefits  those  foreign  subsidairies 
which  promote  the  licensing  abroad  of 
patents,  secret  processes,  and  other  like 
property  owned  by  U.S.  companies.  The 
foreign  subsidiaries  who  would  be  eligi¬ 
ble  would  be  those  having  75  percent  or 
more  of  their  income  from  export  trade 
activities.  To  the  extent  that  the  profits 
from  such  export  trade  activities  were 
reinvested  in  assets  used  in  export  trade 
business,  deferral  of  U.S.  tax  will  be  con¬ 
tinued.  In  the  case  of  certain  agricul¬ 
tural  products,  a  50-percent  requirement 
is  subsituted  for  the  75-percent  require¬ 


ment.  A  detailed  explanation  of  the 
amendment  is  as  follows: 

II.  DETAILED  EXPLANATION  OF  AMENDMENT 

A.  Definition  of  export  trade  cor¬ 
poration:  An  export  trade  corporation 
would  be  a  controlled  foreign  corpora¬ 
tion  90  percent  or  more  of  the  gross  in¬ 
come  of  which  for  a  3-year  period  imme¬ 
diately  preceding  the  close  of  the  taxable 
year  was  derived  from  sources  without 
the  United  States  and  75  percent  or  more 
of  the  gross  income  of  which  for  such 
period  constituted  export  trade  income. 
The  rule  would  be  reduced  to  50  percent 
in  the  case  of  export  trade  income 
derived  in  respect  of  agricultural  prod¬ 
ucts  grown  in  the  United  States. 

B.  Definition  of  export  trade  income. 
Export  trade  income  would  consist  of 
four  categories  described  as  follows: 

First.  Sale  of  U.S.  exports:  Income 
from  the  sale  of  U.S.  exports  to¬ 
gether  with  various  kinds  of  service  in¬ 
come  rendered  in  connection  with  the 
sale  or  in  connection  with  the  installa¬ 
tion  or  maintenance  -of  such  property. 

Second.  Licensing  of  U.S.  patents,  and 
so  forth:  Income  derived  by  the  foreign 
corporation  from  the  conduct  of  a  for¬ 
eign  license  and  technical  assistance  pro¬ 
gram.  Here,  the  foreign  subsidiary 
would  receive  commissions,  fees,  and  so 
forth,  for  negotiating  and  servicing 
license  agreements  between  unrelated 
foreign  users  and  U.S.  companies  which 
acquired  or  developed  and  owned  cer¬ 
tain  patents,  copyrights,  secret  processes, 
and  so  forth.  It  would  be  required  that 
the  U.S.  company  owning  such  intangible 
rights  be  the  same  company  that  manu¬ 
factured  or  produced  export  property  in 
respect  of  which  the  export  trade  cor¬ 
poration  earns  income  under  the  preced¬ 
ing  paragraph. 

Third.  Income  from  rentals  and  use  of 
U.S.  exports:  The  third  category  would 
consist  of  rentals  or  other  income  re¬ 
ceived  from  unrelated  parties  for  the  use 
of  property  manufactured  in  the  United 
States — for  example,  rentals  on  equip¬ 
ment — and  a  related  kind  of  income; 
namely,  the  income  attributable  to  the 
use  by  the  controlled  foreign  corpora¬ 
tion  of  U.S. -manufactured  property  used 
in  the  rendition  of  services,  and  so  forth, 
to  an  unrelated  party.  Under  the  latter 
category,  if  the  controlled  foreign  cor¬ 
poration  rendered  services  to  an  unre¬ 
lated  foreign  person  that  part  of  the 
compensation  received  from  the  unre¬ 
lated  person  which  was  attributable  to 
the  use  of  technical  equipment  manu¬ 
factured  in  the  United  States  would  be 
treated  as  export  trade  income.  Unless 
such  income  were  readily  ascertainable, 
it  would  be  assumed  that  it  was  that  part 
of  the  profit  which  the  depreciation  on 
the  U.S.  equipment  bore  to  the  total  cost 
of  earning  the  income. 

Fourth.  Interest  income  from  financ¬ 
ing  of  export  income :  The  final  category 
would  consist  of  interest  income  received 
by  the  controlled  foreign  corporation  on 
credit  advanced  by  it  to  unrelated  per¬ 
sons  in  connection  with  transactions 
giving  rise  to  export  trade  income. 

C.  Definition  of  export  trade  assets: 
Export  trade  assets  are  the  assets  which 
are  eligible  for  reinvestment  out  of  the 
export  trade  profits  of 'a  controlled  for- 
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eign  corporation.  These  would  be 
limited  to,  first,  working  capital  reason¬ 
ably  necessary  for  the  production  of  ex¬ 
port  trade  income;  second,  inventory  of 
U.S.  export  property;  third,  facilities  lo¬ 
cated  outside  the  United  States  for  the 
storage,  packaging,  handling,  transpor¬ 
tation,  or  servicing  of  export  property; 
or,  fourth,  evidences  of  indebtedness 
from  unrelated  persons  in  connection 
with  payment  for  export  trade  income. 

D.  Definition  of  export  trade  expenses : 
The  amount  of  profit  of  an  export  trade 
corporation  eligible  for  reinvestment  is 
limited  to  either  10  percent  of  its  gross 
receipts  or  IV2  times  its  export  trade 
promotion  expenses,  whichever  is  lesser. 
Export  promotion  expenses  means  ordi¬ 
nary  and  necessary  expenses  paid  or  in¬ 
curred  for  the  purpose  of  producing  ex¬ 
port  trade  income  and  include  a  reason¬ 
able  allowance  for  salaries,  rentals  for 
property  used  in  the  export  business,  de¬ 
preciation  on  property  used  in  such  busi¬ 
ness,  and  a  reasonable  allocation  of  all 
other  ordinary  and  necessary  expenses 
of  the  controlled  foreign  corporation  al¬ 
locable  to  the  production  of  export  trade 
income  provided  that  at  least  90  percent 
of  each  such  category  of  expenses  is  in¬ 
curred  outside  of  the  United  States.  If 
less  than  90  percent  of  each  such  cate¬ 
gory  is  incurred  outside  the  United 
States,  then  the  amount  of  the  profit 
eligible  for  reinvestment  would  actually 
be  limited  to  1 V2  times  the  amount  in¬ 
curred  outside  the  United  States. 

E.  Export  property:  Export  property, 
the  kind  of  property  the  sale  or  use  of 
which  gives  rise  to  export  trade  income, 
is  defined  as  any  property  or  any  inter¬ 
est  in  property  manufactured,  produced, 
grown,  or  extracted  in  the  United  States. 

F.  Treatment  of  export  trade  corpora¬ 
tion:  If  a  controlled  foreign  corporation 
qualifies  as  an  export  trade  corporation, 
then,  in  lieu  of  the  amount  of  subpart 
F  income,  it  would  normally  be  taxable 
on  under  section  951(a)  (1)  (A),  it  would 
be  taxed  only  on  the  following  amounts : 

First.  That  part  of  its  subpart  F  in¬ 
come  which  does  not  result  from  export 
trade  income. 

Second.  That  part  of  its  subpart  F  in¬ 
come  which  exceeds  either  10  percent 
of  its  gross  receipts  or  1  V2  times  its  trade 
promotion  expenses.  It  is  expected  that 
in  many  cases  the  10-percent  limitation 
will  serve  as  reasonable  assurance  that 
intercompany  pricing  has  been  proper. 
In  such  cases  the  application  of  section 
482  would  be  unnecessary. 

Third.  That  part  of  its  subpart  F  in¬ 
come  which  is  within  the  10 -percent  or 
1  y? -times  rule,  but  which  is  not  rein¬ 
vested  in  export  trade  assets.  Invest¬ 
ment  in  export  trade  assets  means  the 
annual  increase  in  such  assets  so  that  in 
order  to  obtain  deferral  with  respect  to 
such  export  trade  income,  the  controlled 
foreign  corporation  must  continue  to 
grow  and  continue  to  expand  its  invest¬ 
ment  in  inventory,  credit  extension,  for¬ 
eign  warehouses,  and  so  forth.  If  in  any 
year  there  was  actually  a  net  decrease  in 
the  amount  of  such  investments,  the  net 
decrease  would  in  such  year  constitute 
income  which  would  be  taxed  to  the 
U.S.  shareholders. 

G.  Consolidation:  Provision  is  made 
for  several  controlled  foreign  corpora- 
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tions  which  are  in  a  single  chain  of  own¬ 
ership  to  be  consolidated  for  purposes 
of  meeting  the  requirements  and  gain¬ 
ing  the  benefits  of  the  amendment.  The 
chain  of  controlled  foreign  corporations 
eligible  for  consolidation  would  consist 
of  a  single  controlled  foreign  corporation 
and  its  80  percent  owned  subsidiaries  and 
sub-subsidiaries.  Each  company  in  the 
chain  has  to  qualify  as  an  export  trade 
corporation. 

The  VICE  PRESIDENT.  The  amend¬ 
ment  will  be  received,  printed,  and  re¬ 
ferred  to  the  Committee  on  Finance. 


TO  PRINT  AS  A  SENATE  DOCUMENT 
THE  CONFERENCE  REPORT  ON 
H.R.  11131,  TO  AUTHORIZE  VeR- 
TAIN  CONSTRUCTION  AT  MILI¬ 
TARY  INSTALLATIONS  (S.  DO< 
NO.  107) 

Mr.  MANSFIELD.  Mr.  President,  on 
behalf  of  the  Senator  from  Washington 
[Mi-.  Jackson],  I  submit  a  report  of  the 
committee  of  conference  on  the  disagree¬ 
ing  votes  of  the  two  Houses  on  the 
amendment  of  the  Senate  to  the  bill 
(H.R.  11131)  to  authorize  certain  con¬ 
struction  at  military  installations.  I  ask 
unanimous  consent  that  the  report  be 
printed  as  a  Senate  document. 

The  VICE  PRESIDENT.  Is  there  ob¬ 
jection?  The  Chair  hears  none,  and  it 
is  so  ordered. 


NOTICE  OF  HEARING  ON  NOMINA¬ 
TION  OF  NOEL  P.  FOX  TO  BE  U.S. 

DISTRICT  JUDGE,  WESTERN  DIS¬ 
TRICT  OF  MICHIGAN 

Mr.  HART.  Mr.  President,  on  behalf 
of  the  Committee  on  the  Judiciary,  I  de¬ 
sire  to  give  notice  that  a  public  hearing 
has  been  scheduled  for  Thursday, 
July  19,  1962,  at  10:30  a.m.,  in  room 
2228  New  Senate  Office  Building,  on  the 
nomination  of  Noel  P.  Fox,  of  Michigan, 
to  be  U.S.  district  judge,  western  district 
of  Michigan,  vice  Raymond  W.  Starr, 
retired. 

At  the  indicated  time  and  place  per¬ 
sons  interested  in  the  hearing  may  make 
such  representations  as  may  be  pertinent. 

The  subcommittee  consists  of  the  Senv 
ator  from  Missouri  [Mr.  Lonct],  the  Se/ 
ator  from  Nebraska  [Mr.  Hruska],  and 
myself,  as  chairman. 

ADDRESSES,  EDITORIALS/  ARTI¬ 
CLES,  ETC.,  PRINTED  IN/THE  AP¬ 
PENDIX 

On  request,  and  by  unanimous  con¬ 
sent,  addresses,  editorials,  articles,  etc., 
were  ordered  to  be  ppfnted  in  the  Ap¬ 
pendix,  as  follows : 

By  Mr.  COTTOK: 

Remarks  made  by  Senator  Bush  on  the 
“Dana  Clark  Showy 

By  Mr.  ANDERSON: 

Address  deln/ed  by  Nitish  C.  Laharry,  of 
Calcutta,  India,  president  of  Rotary  Inter¬ 
national,  at/oth  anniversary  meeting  of  the 
Rotary  Clx yo  of  Washington,  D  C.,  on  July  11, 
1962. 

'  Mr.  DOUGLAS: 

Addyfess  entitled  “The  Great  Price  Con¬ 
spiracy, ”  delivered  by  John  Herling,  before 
th/mnual  dinner  of  the  Washington,  D.C. 
ok  Sellers  Association. 


Letter  dated  June  22,  1962,  from  Presi¬ 
dent  Kennedy  to  John  D.  Pemberton,  Jr., 
executive  director,  American  Civil  Liberties 
Union,  conveying  best  wishes  for  the  bien¬ 
nial  conference  of  the  American  Civil  Lib¬ 
erties  Union. 

News  broadcast  by  Edward.  P.  Morgan  on 
July  5,  1962. 

By  Mr.  CASE: 

Statement  concerning  copyrighting  of  con¬ 
tents  of  Government  publications  and  docu¬ 
ments,  published  in  the  New  York  Times  of 
July  9,  1962. 

By  Mrs.  NEUBERGER: 

Article  entitled  “Agness,  Oreg.,  Is  Electri¬ 
fied,'’  published  in  the  July  1962  issue  of 
Rural  Electrification. 

Sundry  editorials  dealing  with  importation 
of  lumber  from  Canada. 

By  Mr.  WILEY: 

Article  entitled  “International  Trade  Is 
One  of  America’s  Most  Important  Busi¬ 
nesses,”  published  in  Department  of  Com¬ 
merce  publication  International  Commerce. 

Article  entitled  “General  Federation  Pre¬ 
pares  for  1963,”  published  in  the  Milwaukee 
Journal  on  July  2,  1962. 

By  Mr.  WILLIAMS  of  New  Jersey: 
Article  entitled  “Unionists  Aid  Orphans  by 
FreV  Labor,”  published  in  the  AFL-CIO 
Newk  Washington,  D.C.,  on  July  7,  1962. 

Article  entitled  “Red  Slur  Jars  New  Jersey 
Stuclence,”  published  in  the  Newark  (N.J.i ' 
Evening  Vews  on  July  3,  1962. 

Editorial  entitled  “Mr.  Kennedy  Look/ to 
Distant  DayC’  published  in  the  Daily  Jour¬ 
nal,  Elizabeth,  N.J.,  on  July  6,  196/  and 
editorial  entitled  “Interdependence Makes 
Appealing  Rallymg  Cry,”  publish/  in  the 
Asbury  Park  (N.JO  Evening  Pres/on  July  9, 
1962. 

By  Mr.  HRUSKA: 

Editorial  entitled  ‘TncreasiAg  Costs,”  pub¬ 
lished  in  the  Norfolk  'Dail/News  of  July  2, 
1962. 


THE  100TH  ANNIVERSARY  OF  ARMY 
MEDAL/OF  HONOR 

Mr.  SALTOl/TALL.  Mr\  President, 
I  am  remind/  today  of  a  Vtatement 
made  by  Pre/dent  Eisenhower  as  he  be¬ 
stowed  the  Army’s  Medal  of  Honor  on  a 
young  hem  of  the  Korean  war.  Irrwords 
which  /pressed  the  sentiments  oKthe 
Nation/  and  indicated  his  personal 
esteem  of  our  Nation’s  highest  awar 
for /gallantry  in  action,  the  President! 
s/cl: 

Son,  I  would  rather  have  the  right  to  wear 
'this  than  be  President  of  the  United  States. 

-  This  story  comes  to  mind,  Mr.  Presi¬ 
dent,  for  today  is  the  100th  anniversary 
of  the  authorization  of  the  Army’s  Medal 
of  Honor.  It  was  on  this  date,  a  century 
ago,  that  President  Lincoln  signed  a  con¬ 
gressional  resolution  which  provided  for 
the  preparation  of  Medals  of  Honor  to 
be  presented  “to  such  noncommissioned 
officers  and  privates  as  shall  most  dis¬ 
tinguish  themselves  by  their  gallantry  In 
action,  and  other  such  soldierlike  quali¬ 
ties.” 

The  law  was  amended,  in  1863,  to  apply 
to  officers,  as  well. 

Over  the  years,  the  Medal  of  Honor  has 
come  to  be  much  more  than  a  handsome, 
five-pointed  star,  laurel  wreathed  In 
green  enamel,  and  held  by  a  white 
starred  ribbon  of  blue  silk.  It  is  a  token 
of  national  esteem.  It  is  the  ultimate 
symbol  of  our  national  gratitude. 

The  Army’s  Medal  of  Honor,  epitomiz¬ 
ing  valor  and  heroic  action,  stands  at 
the  apex  of  a  pyramid  of  honor.  This 
pyramid,  created  by  precedent  and  pro¬ 


cedure,  is  built  in  recognition  of  the  varL 
ous  degrees  of  courage  and  service  to  the 
Nation.  All  deeds  of  honor  in  combat 
deserve  recognition;  but  only  those  of 
truly  extraordinary  personal  bravery 
which  clearly  lifts  the  individual  far 
above  his  comrades  are  worthy  of  our 
Nation’s  highest  award. 

The  soldiers  who  have  wo zi  the  Medal 
of  Honor  are  the  flower  df  our  Amer¬ 
ican  manhood — strong, /hardy,  full  of 
the  vigor,  courage,  an/idealism  of  our 
Nation.  They  come  from  cities,  towns, 
villages,  and  farms  throughout  the 
United  States.  They  represent  every 
rank,  from  privat/ to  general.  They  are 
soldiers  who  Wote  in  the  tumultuous 
tide  of  war  t/ly  magnificent  pages  in 
the  history  of  freemen. 

Each  on/knew  of  the  enormity  of  the 
sacrifice  ms  Nation  was  calling  upon  him 
to  make/ for  when  men  have  been  long 
in  battle  and  have  thought  deeply  about 
thei/situation,  there  comes  at  last  the 
awareness  of  ultimate  responsibility — 
tbe  realization  that  one  must  go  ahead, 
lat  a  nation  may  live. 

Today,  a  grateful  nation  is  honoring 
these  men.  Some  of  them  are  still  com¬ 
piling  distinguished  records  in  our  Na¬ 
tion’s  Armed  Forces.  Others  have 
returned  to  civilian  life.  And  many  lie 
beneath  the  lands  and  seas  of  all  the 
continents.  But  our  memory  of  them 
and  of  their  deeds  is  still  sharp  and 
clear  in  our  minds. 

The  winners  of  the  Medal  of  Honor 
purchased  our  legacy  of  freedom  with 
their  deeds.  It  is  now  our  duty  to  pre¬ 
serve  that  legacy,  enhance  it  if  possible, 
and  then  transfer  it  safely  to  the  next 
generation. 

In  preparing  ourselves  to  live  up  to 
our  responsibilities  as  the  champion  of 
freedom  for  the  free  world,  we  should 
reflect  on  the  heroic  example  of  the  win¬ 
ners  of  our  Nation’s  Medal  of  Honor. 
Inspired  by  their  example,  we  can  renew 
our  strength  to  meet  successfully  the 
challenges  which  lie  before  us,  as  we 
work  together  for  the  cause  of  peace 
with  honor. 

Mr.  CASE.  Mr.  President,  on  the  oc- 
:asion  of  the  100th  anniversary  of  the 
signing  by  Abraham  Lincoln  of  the  law 
establishing  the  Congressional  Medal  of 
Honor,  I  congratulate  the  14  New  Jersey- 
residents  who  have  received  the  Nation’s 
highes\award  for  valor. 

New  Jersey  is  honored  to  have  among 
its  residents  men  who  have  been  recog¬ 
nized  for  courage  and  valor  in  defending 
our  Nation. 

Luther  Skaggs,  president  of  the  Con¬ 
gressional  Mecuil  of  Honor  Society,  an 
organization  chartered  by  the  Congress, 
has  informed  meXthat  New  Jersey  has 
one  of  the  largest  numbers  of  members 
in  his  society.  Thi/ society  has  as  its 
goal  “to  protect,  upheld,  and  preserve 
the  dignity  of  the  me/  and  its  indi¬ 
vidual  holders.” 

In  a  statement  prepared  W  Mr.  Skaggs 
he  pays  particular  tribute  co  Benjamin 
Kaufman,  925  Bellevue  Avem/,  Trenton, 
N.J.  Mr.  Kaufman,  former /national 
commander  of  the  Jewish  War  Veterans, 
won  his  Congressional' Medal  of  Etonor 
during  World  War  I.  At  that  time  /first 
sergeant,  Kaufman  was  leading  an 'in-# 
fan  try  patrol  in  the  Argonne  Fores 
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France,  in  October  1918,  when  a  burst  of 
machinegun  fire  shattered  his  right 
arm.\  Hurling  grenades  with  his  left 
hand  apd  brandishing  an  empty  pistol 
in  his  unless  right  hand,  he  made  a  one- 
man  charge  on  the  enemy  machinegun 
nest,  capturing  a  prisoner  and  scattering 
the  rest  of  th\crew.  He  brought  the  ma¬ 
chinegun,  his \irisoner,  and  his  empty 
pistol  back  to  tft^  American  lines  under 
intense  enemy  fin 

The  other  Congressional  Medal  of 
Honor  winners  frona  my  State  are: 
Stephen  R.  Gregg,  130  Lexington  Avenue, 
Bayonne,  N.J.;  HectoX  A.  Cafferata, 
Crestwood  Drive,  R.F.D.  \  Dover,  N.J.; 
Francis  X.  Burke,  132  Kensington  Ave¬ 
nue,  Jersey  City,  N.J.;  CaptACarlton  R. 
Rouh,  414  Chestnut  AvenueX  Linden- 
wold,  N.J.;  John  W.  Meagher  >$2  Cliff 
Street,  Jersey  City,  N.J.;  Sam 
Sampler,  434-B  Whitman  Drive,  Ha 
field,  N.J.;  Franklin  E.  Sigler,  Long 
Road,  Little  Falls,  N.J.;  Allan  L.  Egge: 
Sand  Spring  Road,  Morristown,  N.J.? 
Capt.  Freeman  V.  Horner,  2  Hensing 
Drive,  Mount  Holly,  N.J.;  Nicholas 
Oresko,  31  Benjamin  Road,  Tenafly,  N.J.; 
Frank  J.  Bart,  1100  West  Street,  Union 
City,  N.J.;  Carl  Emil  Petersen,  427  Hyatt 
Street,  Avenel,  N.J.;  and  William  A. 
Shomo,  107  Crescent  Avenue.,  Waldwick, 
N.J. 

As  a  Senator  from  New  Jersey,  I  join 
with  the  residents  of  all  States  in  hon¬ 
oring  these  men  who  have  been  recog¬ 
nized  for  deeds  of  courage  performed  on 
the  field  of  battle.  We  shall  always  ap¬ 
preciate  their  great  contribution  toward 
preserving  our  Nation. 
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COOPERATION  OF  GOVERNMENT 
AND  PRIVATE  ENTERPRISE  IN 
SUCCESSFUL  ORBITING  OF  TEL- 
STAR  SATELLITE 

Mrs.  SMITH  of  Maine.  Mr.  Presi¬ 
dent,  the  brilliant  success  of  the  Telstar 
communications  satellite  on  Tuesday  of 
this  week  gave  me  one  of  the  emotional 
highlights  of  my  life. 

It  was  my  privilege  to  be  present  at 
the  ceremony  and  to  view  the  closed  cir¬ 
cuit  coverage  of  this  historic  event. 

When  the  Vice  President  of  the  United/ 
States  and  the  chairman  of  the  boane 
of  the  American  Telephone  &  Tele¬ 
graph  Co.  talked  with  each  othey  by 
telephone  through  the  Telstar  that  was 
3,000  miles  above  the  earth,  I  Was  ex¬ 
tremely  proud  that  I  had  once  been  a 
member  of  the  telephone  company. 

My  thoughts  flashed  back/many  years 
ago  to  those  nights  when  D was  a  switch¬ 
board  operator  in  my/ hometown  of 
Skowhegan — of  how  I  made  connections 
for  the  callers  in  Skowhegan.  Now  I 
was  watching  Telstar  make  connections 
not  only  between  Andover,  Maine,  and 
Washington,  D.C/f  but  across  the  Atlan¬ 
tic  Ocean  between  the  United  States  and 
France  and  Bi/tain. 

Yes,  ther/  was  a  great  thrill  in  my 
pride  tha yl  had  been  an  employee  of 
the  company  that  had  made  this  re¬ 
markable  achievement.  The  sound  of 
success  Tuesday*  night  over  the  satellite 
communications  system  of  the  telephone 
^Lcojnpany  was  like  the  time  when,  as  the 


switchboard  operator  in  Skowhegan,  I 
first  heard  the  beautiful  voice  of  the  man 
I  was  later  to  marry. 

And  I  had  great  pride  in  the  fact  that 
the  key  point  of  this  tremendous  opera¬ 
tion  was  in  my  home  State  of  Maine  at 
Andover. 

But  the  deepest  feeling  that  I  had  was 
as  a  member  of  the  Senate  Committee  on 
Aeronautical  and  Space  Sciences  and  the 
faith  that  I  had  that  freemen  and  pri¬ 
vate  industry  could  work  in  full  coopera¬ 
tion  with  the  Government.  Others  have 
not  had  that  faith. 

Tuesday  night  my  faith  was  fully  vin¬ 
dicated,  for  it  was  the  great  teamwork 
between  the  Government  and  private  in¬ 
dustry  that  produced  the  magnificent 
achievement — that  proved  the  superior¬ 
ity  of  freedom  and  free  enterprise  over 
the  Communist  system  of  slaves  and 
enslavement  in  which  the  government 
controls  all. 

Tuesday  night  brought  complete  vin¬ 
dication  to  the  faith  I  had  in  private 
enterprise  and  to  the  support  that  I  had 
iven  in  committee  on  legislation  to  give 
prrvate  enterprise  its  proper  role  in  this 
wondrous  space  exploration  program. 
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)F  COUNCILMAN  STANLEY 
ISAACS 

Mr.  JAVfXB.  Mr.  President/ 1  have 
the  sad  duty  of  announcing  tc/the  Sen¬ 
ate  the  passingyrom  this  ea/th  and  our 
life  of  a  very,  Xn-y  distinguished  New 
Yorker,  and  a  verXplose  friend  of  mine, 
Councilman  StanleySTsaacs,  who  was  al¬ 
most  as  synonymous/with  New  York 
City  as  is  City  Hall/and  the  Mayor  of 
New  York.  He  parsed  aVay  last  night, 
but  the  newspapers  have  ni^t  yet  carried 
the  news.  Radip  and  television  have. 

It  is  with  great  sadness  that  I  an¬ 
nounce  this  news  to  the  SenateX.  I  think 
the  distinction  and  eminence  Ntf  my 
close  friend  and  fellow  New  YorkN  was 
of  such  A  character  as  to  deserve  men¬ 
tion  hpre  on  the  floor  of  the  Senate. 

lley  Isaacs  was  not  only  one  of 
lost  luminous  citizens,  but  he  car-' 
ri/d  in  his  heart  as  he  did  in  his  mind 
deep  feeling  and  love  for  the  people 
'of  New  York  and  for  New  York  as  a  great 
metropolitan  example  of  communal  liv¬ 
ing  which  was  unique  in  our  time. 

He  served  us  for  a  great  part  of  his 
life.  He  was  deeply  beloved  by  New 
Yorkers  of  all  ranks,  stations,  and 
parties.  He  was  a  one-man  minority 
and  a  one-man  conscience  for  the  peo¬ 
ple  of  New  York,  and  he  lived  a  very 
honored  life. 

He  came  under  fire  and  attack  from 
time  to  time,  but  always  realized  the 
affection  and  trust  of  his  fellow  citi¬ 
zens,  and  won  their  confirmation,  which 
is  the  pride  of  every  American. 

So  I  extend  my  deepest  sympathy  to 
Mrs.  Isaacs,  who  is  also  a  close  friend 
of  mine  and  my  wife’s.  I  know  I  express 
the  feeling  of  many,  many  Americans, 
and  certainly  of  every  New  Yorker,  in 
mourning  the  loss  of  a  man  who  could 
be  described  as  our  No.  1  New  Yorker — 
other  than  our  mayor — Councilman 
Stanley  Isaacs. 

Mr.  President,  I  ask  unanimous  con¬ 


sent  to  include  in  the  Record  as  a  part/ 
of  my  remarks  the  biography  of  Counci} 
man  Isaacs  from  “Who’s  Who.’1 

There  being  no  objection,  the  biog¬ 
raphy  was  ordered  to  be  printed  jn  the 
Record,  as  follows: 

Isaacs,  Stanley  Myer,  United  Slates,  at¬ 
torney,  public  official;  born  New/York  City, 
September  27,  1882;  son  Myer  JS.  and  Maria 
(Solomon) ;  B.A.,  Columbia  U/fversity,  1903, 
M.A.  1904;  L.L.B.,  New  York  Law  School,  1905; 
married  Edith.  Somborn,  Mfty  18,  1910;  chil¬ 
dren;  Myron  S.,  Mrs.  Hejen  Herrick.  Asso¬ 
ciated  with  law  firm,  M/S.  &  I.  Isaacs,  since 
1942,  member  of  firm/  1905-19;  associated 
with  real  estate,  building  and  investments, 
1919-38.  Member, /city  council,  New  York, 
since  1941.  Republican  minority  leader 
since  1949;  president,  Borough  of  Manhattan, 
1938—41;  chairnrfan,  local  draft  board  No.  164; 
consultant  oy  labor  problems.  Office  of  Sec¬ 
retary  of  War,  World  War  I;  member,  ad¬ 
visory  commission,  New  York  State  Confer¬ 
ence  onr  Social  Work,  president,  1944; 
executi/e  board,  New  York  State  Commission 
on  Discrimination  in  Housing.  President, 
United  Neighborhood  Houses,  since  1932; 
member,  board  of  directors.  Citizen’s  Hous¬ 
ing  and  Planning  Council,  New  York;  board 
>f  trustees,  Roosevelt  Memorial  Association; 
advisory  commission,  National  Council  on 
Naturalization  and  Citizenship;  Citizen’s 
Commission  on  Children;  United  Service  for 
New  Americans;  New  York  Fund  for  Chil¬ 
dren,  Inc.;  advisory  board,  Play  School  Asso¬ 
ciation;  New  York  Division,  American 
Friends  of  Hebrew  University;  college  com¬ 
mission,  Public  Education  Association; 
trustee  at  large,  Federation  of  Jewish  Phi¬ 
lanthropies  of  New  York;  State  board,  New 
York  Chapter,  Americans  for  Democratic  Ac¬ 
tion;  board  of  directors,  Institute  of  Prac¬ 
tical  Politics,  1952;  vice  president:  United 
Jewish  Appeal,  Greater  New  York;  Baron  de 
Hirsch  Fund;  honorary  trustee:  Ednl  Alli¬ 
ance,  president,  1933-37;  James  Weldon 
Johnson  Community  Center;  trustee.  West 
End  Synagogue;  treasurer,  Dalton  Schools, 
Inc.;  member,  advisory  board,  Wiltwyck 
School  for  Boys.  Recipient,  awards:  Brook¬ 
lyn  Philanthropic  League,  for  activities 
on  behalf  of  Settlement  House,  1938; 
Fine  Arts  Federation  for  distinguished  ser¬ 
vice  to  the  fine  arts,  1941;  City-Wide  Ten¬ 
ants  Council,  for  meritorious  housing  serv¬ 
ice,  1941;  Felix  M.  Warburg  Memorial  Award, 
Federation  of  Jewish  Philanthropies,  for  25 
^years’  service,  1948;  citation.  United  Neigh- 
lorhood  Houses,  for  50  years’  service  in  set¬ 
tlement  movement,  1951;  award,  New  York 
Yolmg  Republican  Club,  for  civic  service, 
1953\  Clubs:  Republican  City;  City  Athletic; 
Yorkvlhe  Neighborhood;  The  Judeans. 
Home  :\4  East  96th  Street,  New  York,  N.Y. 
Office:  475  Fifth  Avenue,  New  York,  N.Y. 

Mr.  KEATING.  Mr.  President,  the 
tragic  deatnepf  Stanley  Isaacs,  member 
of  the  New  YOrk  City  Council,  and  a  be¬ 
loved  figure  tmsall  who  knew  him,  will 
be  an  irreparably  loss  to  the  people  of 
New  York. 

He  was  for  manjXyears  the  only  Re¬ 
publican  member  of  ohe  city  council,  in 
which  capacity  he  senXd  all  the  citizens 
of  that  city,  without  regard  to  party  affil¬ 
iation.  He  spoke  for  aX  the  people, 
regardless  of  race,  religionXand  nation¬ 
ality.  He  stood  for  honesty \nd  integ¬ 
rity  in  government. 

Mr.  President,  his  death  will  b<X&  great 
loss  to  the  great  city  of  New ''York. 
His  shoes  will  not  be  easily  filled,  for  he 
was  a  man  with  breadth  of  wisdom  and 
honesty  of  judgment  in  all  his  public  ar 
private  dealings.  He  did  not  look  for  the\ 
limelight,  but  where  he  saw  neglect,  in-) 
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HIGHLIGHTS:  House  committee  reported  agriculture  appropriation  bill.  House  re¬ 
ceived  conference  report  on  second  supplemental  appropriation  bill.  Sen.  Williams, 
Del.,  charged  there  was  shortage  of /grain  in  EsteV warehouses.  Sen.  Curtis  critici¬ 
sed  handling  of  Estes  case.  Sen.  gating  charged  uSDA  plays  politics  in  drought  re¬ 
lief  assistance.  Sen.  Robertson  urged  elimination  oX  55  million  national  wheat  acre 
age  allotment.  Senate  agreed  to  /Conference  report  on  foreign  aid  authorization  bill. 
Senate  passed  Labor-HEW  appropriation  bill.  Rep.  Michel  criticized  REA,  House  re¬ 
ceived  conference  report  on  foreign  aid  authorization  biXl.  Rep.  Henderson  intro¬ 
duced  and  discussed  bill  to  compensate  Flue-cured  tobaccoNfarraers  for  natural  dis- 
aster  losses.  /  SENATE 

1.  FARM  PROGRAM.  Sen.  W/lliaras,  Del.,  charged  that  there  waX^a  shortage  of  over 
68,000  bushels  of  grain  stored  in  Estes  warehouses  and  inserted  several  items 
relating  to  this  otetter.  pp.  13310-15 

Sen.  Curtis  charged  that  the  Estes  cotton  allotment  transfers  "were  clearly 
illegal  and  fratnulent ,"  and  inserted  recent  testimony  by  Walter\J.  Arnote  re¬ 
garding  the  transfers,  pp.  13362-5 

Sen.  Keatang  criticized  the  announcement  made  by  the  Democrat ic\candi date 
for  Governjdr  of  N.  Y.  that  this  Department  was  making  drought  relief\assistance 
availablj/to  farmers  in  N.  Y.,  and  charged  that  the  Department  had  beXj  evasive 
to  his  Request  for  such  assistance,  pp.  13315-6 

Sexy;  Robertson  urged  that  the  farm  bill  be  amended  to  eliminate  the  55\mil- 
liotynational  wheat  acreage  allotment  and  to  give  the  Secretary  discretionary 
authority  to  reduce  wheat  acreage,  p.  13294 

Received  the  farm  bill,  H.  R.  12391,  as  passed  by  the  House.  Sen.  Dirksen 
objected  to  the  second  reading  of  the  bill.  p.  13303 
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'FOREIGN  AID.  By  a  vote  of  56  to  27,  agreed  to  the  conference  report  on  S.  299* 
Lhe  foreign  aid  authorization  bill.  pp.  13280,  13293-300,  13302-5 


3.  LABOkrHEW  APPROPRIATION  BILL,  1963.  Passed  with  amendments  this  bill,  H/R. 
1090^\  Conferees  were  appointed,  pp.  13305,  13316-59 


Rejected  fche  following  amendments: 

By  Sen.\Proxmire,  24  to  59,  to  reduce  the  amounts  in  the  bill/6y  $247,105,000 
which  he  stated  was  the  level  requested  by  the  Administration,  /pp.  13316-23 
By  Sen.  Di^ksen,  33  to  39,  to  provide  that  none  of  the  funds  shall  be  used 
to  increase  employment  above  the  level  of  June  30,  1962.  pvt.  13346-8 

By  Sen.  Cooper^  30  to  43,  to  provide  that  each  appropriation  in  the  bill. 


with  certain  exceptions,  shall  be  reduced  by  5  percent. /pp.  13355-8 


4.  INSECTICIDES;  PESTICIDE^.  Sen.  Proxmire  expressed  concern  over  the  ’’alarming 
situation  involving  the^excessive  use  of  powerful /pesticides  tv  and  inserted  an 
article  discussing  the  si^iation.  pp.  13280-1 


5.  FARM  LABOR.  Sen.  Hayden  criticized  the  proposed  ”210-day,  35  week  limitation 
on  employment  of  Mexican  nationals  on  farms'/'  and  inserted  several  items  dis¬ 
cussing  the  proposed  limitation^  pp.  133^9-61 


6. 


SAMOA.  Conferees  were  appointed  on 
certain  laws  to  American  Samoa.  Hoj/s> 
p.  13293 


10062,  to  extend  the  application  of 
conferees  have  already  been  appointed. 


7.  PERSONNEL.  H.  R.  6374,  to  clarify  the  application  of  the  Government  Employees 
Training  Act  with  respect  to/payment  of  expenses  of  attendance  of  Government 
employees  at  certain  meetings,  was  made  the  im^inished  business,  p.  13361 


8.  WATERSHEDS.  The  PubliCytforks  Committee  approved  fcbe  following  watershed  pro¬ 
jects:  Hurricane  Credk,  Ala.;  Town  Creek,  Ala.;  Mkrbury  Creek,  Ga. ;  Middle 
Fork  Broad  River,  Ga.;  Upper  Blue  River,  Okla.;  and  \hicketty  Creek,  S.  C. 
p.  D615 


9,  NOMINATIONS.  Confirmed  the  nomination  of  Anthony  J.  CeleB^ezze  to  be  Secretary 
of  HEW.  p.  ,13277  \ 

The  Banking  and  Currency  Committee  reported  the  nomination  of  H.  Gardiner 
Ackley  tp  be  a  member  of  the  Council  of  Economic  Advisers.  p\l3277 


10.  FLOOD/CONTROL.  The  Banking  and  Currency  Committee  reported  with  amendment 
S.  /3066,  to  authorize  a  study  of  methods  of  helping  to  provide  financial 
;sistance  to  victims  of  flood  disasters  (S.  Rept.  1747).  p.  13278 


ELECTRIFICATION.  The  Interior  and  Insular  Affairs  Committee  reported  with 
amendment  S.  3153,  to  guarantee  electric  consumers  in  the  Pacific  Northeas 
first  call  on  electric  energy  generated  in  Federal  plants  in  that  region  an^ 
to  guarantee  electric  consumers  in  other  regions  reciprocal  priority  (S.  Rept 
1748).  p.  13278 _ 


12. 


TAXATION.  Sen.  Byrd,  Va. ,  inserted  an  announcement  of  the  Finance  Committee  of 
action  taken  by  the  Committee  on  H.  R.  10650,  the  proposed  Revenue  Act  of  1962. 
With  respect  to  tax  treatment  of  cooperatives  and  patrons  the  announcement 
contains  the  following  statement:  "The  committee  tentatively  agreed  to  require 
that  in  order  for  a  cooperative  to  receive  a  deduction  for  qualified  script, 
at  least  20  percent  of  the  value  of  the  patronage  dividend  (including  qualify 
script)  must  be  paid  in  cash.  The  staffs  were  instructed  to  review  the  consent 
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provisions  of  the  bill  and  report  to  the  committee  whether  additional  amend¬ 
ments  should  be  made",  pp.  13290-1 

13.  ADJOURNED  until  Mon.,  July  23.  p.  13365 

HOUSE 

AGRICULTURAL  APPROPRIATION  BILL,  1963.  The  Appropriations  Committee  reported 
shis  bill,  H.  R.  12648  (H.  Rept.  2024)  (p.  13434).  Attached  to  this  Digest  is 
a  \ppy  of  the  Committee  report,  at  the  end  of  which  is  included  a  summary  table 
reflecting  committee  action  on  the  bill. 

15.  SECOND  SUPPLEMENTAL  APPROPRIATIONS.  Received  the  conference  report/on  H.  R. 

11038,  the  second  supplemental  appropriation  bill  for  1962  (H.  Rept.  2025) 

(pp.  13409\10,  13434),  The  report  provides  $2,750,000  for  the  hcrewworm  era¬ 
dication  program  for  the  Agricultural  Research  Service.  Direct  Loan  Account , 
Farmers  Home  ^Administration  reported  in  disagreement.  The  report  includes  the 
following  paragraph : 

MThe  conferees\nope  that  since  the  bill  was  passed  by  X)oth  bodies  the  fiscal 
year  has  ended  and\some  items  are  no  longer  necessary.  /The  managers  on  the 
part  of  the  House  wilJ  propose  a  concurrent  resolution'  to  change  the  engrossed 
House  bill  to  eliminate  those  items  which  are  now  fo>(nd  unnecessary  due  to  the 
lapse  of  time." 

16.  DEFENSE  APPROPRIATIONS.  Cotlferees  were  appointee^ on  H.  R.  11289,  the  Department 

of  Defense  appropriation  bill^  Senate  conferees  have  already  been  appointed, 
p.  13367 

17.  STATE  DEPARTMENT  APPROPRIATIONS,  a  vot/ of  266  to  114,  passed  with  amendment 

H.  R.  12580,  making  appropriations  Xpr  the  Departments  of  State,  Justice,  and 
Commerce,  the  judiciary,  and  related\igencies  for  1963.  pp.  13375-409 

18.  FOREIGN  AID.  Received  the  conferences  report  on  S.  2996,  the  proposed  Foreign 

Assistance  Act  of  1962  (H.  Rept.  ^08).  pp.  13368-74,  13434 

19.  WHEAT.  Received  from  this  Department  a  proposed  bill  to  extend  the  Internation¬ 
al  al  Wheat  Agreement  Act  of  194^9;  to  Banking  anaN^urrency  Committee,  p.  13433 

20.  FARM  PROGRAM.  Rep.  StrattoW  discussed  his  amendmerfct  to  the  farm  bill  with 

regard  to  compensatory  payments  on  milk-marketing  orders  which  was  rejected  on 
a  point  of  order  during/debate  on  the  farm  bill,  and \riticized  the  ruling  of 
the  chair,  p.  13412 

y  /  \ 

21.  ELECTRIFICATION.  Representatives  Michel,  Collier,  and  Slack  criticized  REA 

loan  policies,  pp.  13422-7  ' 

22.  FARM  LABOR.  Re£.  Cooley  inserted  a  letter  from  several  members\>f  the  Agri¬ 

culture  Committee  to  Secretary  Goldberg  criticizing  a  recent  ruling  by  the 
Labor  Department  with  regard  to  a  limitation  on  the  employment  of  Mexican  farm 
contract  Workers,  pp.  13432 

23.  LEGISLATIVE  PROGRAM.  Rep.  Albert  announced  the  following  legislative  pfiqgram: 

Mon./ the  conference  report  on  H.  R.  11038,  the  second  supplemental  appropria¬ 
tion  bill ;  Tues.,  H.  R.  12648,  Department  of  Agriculture  appropriations,  a\d 
the  conference  report  on  S.  2996,  the  proposed  Foreign  Assistance  Act  of  19f 
p.  13410-1 


2V  ADJOURNED  Until  Mon. ,  July  23. 
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ITEMS  IN  APPENDIX 


31. 


32. 


33. 


PROGRAM.  Speech  of  Rep.  Udall  during  debate  in  the  House  commending  Sedre- 
tbry  Freeman  and  explaining  why  he  voted  against  the  proposed  Food  and  Agricul¬ 
ture  Act  of  1962,  pp.  A5580-1 


26.  FOREIGN\AID,  Extension  of  remarks  of  Rep.  Ashbrook  decrying  the  ungratefulness 
with  which  foreign  countries  receive  American  aid.  p.  A5581 

Extension  of  remarks  of  Rep.  Keith  inserting  an  editorial  criticizing 
the  foreigV  aid  program,  pp.  A5588 


27.  FOREIGN  TRADE Extension  of  remarks  of  Sen.  Mundt  inserting  an /article  which 
analyzes  the  effect  of  the  Common  Market  on  American  agricultural  exports, 
p.  A5587 

Extension  of  remarks  of  Sen.  Hartke  inserting  an  articl^ which  discusses 
the  Soviet  fear  of  the  Common  Market,  pp.  A5593-5 


28.  LAND-GRANT  COLLEGES.  Ekhension  of  remarks  of  Rep.  Olsenf  inserting  an  article 
commending  the  achievements  of  the  Creston  Agriculture  Experiment  Station, 
Montana,  pp.  A5592-3. 


29.  PERSONNEL.  Extension  of  remarks  of  Rep.  Multer  inserting  his  statement  support¬ 
ing  Federal  employee  salary  increases,  pp.  A562t)-1 


30.  DAIRY  PRODUCTS.  Extension  of  remarks  of  Rep. /Quie  inserting  an  article  critici¬ 
zing  USDA  control  program  for  dairy  product^,  pp.  A5623-4 


BILLS  INTRODUCED 


IMPORTS.  H.  R.  12635  by  Rep.  Thompson/ih.  J. ,  to  amend  section  311  of  the  Tariff 
Act  of  1930  to  permit  the  manufacture  in  bonded  manufacturing  warehouses  of  ci¬ 
gars  made  of  tobacco  imported  from /more  than  one  foreign  country;  to  Ways  and 
Means  Committee. 

H.  J.  Res.  827  by  Rep.  Waggonher,  requestirte  the  President  to  enter  into 
negotiations  with  Canada  with  respect  to  import^  of  softwood  and  authorizing  the 
establishment  of  temporary  in^ort  quotas  for  softwood;  to  Ways  and  Means  Com. 


TOBACCO.  H.  R.  12640,  by  R^p.  Henderson',  to  amend  the  provisions  of  the  Agricu\ 
tural  Adjustment  Act  of  L938  relating  to  tobacco  to  permit  increased  allotments 
to  compensate  producers /of  flue-cured  tobacco  for  production  losses  sustained 
through  natural  disasters;  to  Agriculture  Committee.  Remarks  of  author  p.A5623 


RESERVOIRS.  H.  R.  1^642  by  Rep.  Cooley,  to  authorize  the  Secretary  of  Agricul¬ 
ture  to  install  a .eystem  of  small  and  intermediate-size  reseryoirs  in  the  Cape 
Fear  River  Basin/N.  C. ;  to  Agriculture  Committee. 


34.  SURPLUS  PROPERTY.  H.  R.  12643  by  Rep.  Curtis,  Mo.,  to  amend  section  203(k)  of 
the  Federal  Property  and  Administrative  Services  Act  of  1949  to  permit  the 
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ni^s  are  directing  tremendous  pressure  to 
influence  your  thinking.  The  Communist 
Party'of  the  United  States  is  an  integral  arm 
of  the  international  Communist  movement. 
It  is  not\a  legitimate  political  party,  but  a 
conspiracy  completely  loyal  to  a  foreign 
power,  Russ! 

The  Communists  in  this  country  desire  to 
overthrow  our NCovernment  and  establish  a 
Soviet  dictator  snu).  They  scoff  at  the  ideals 
of  George  Washington  and  Abraham  Lincoln. 
To  them,  Thomas  Jefferson  was  a  misguided 
individual  whose  waitings  on  liberty  and 
freedom  are  archaic  documents.  If  the  Com¬ 
munists  were  in  control  today  in  America, 
we  would  be  studying  such  Communist  or¬ 
ganizations  as  the  Third  International  and 
such  individuals  as  John  Reed,  one  of  the 
first  Communists  in  America,  and  William  Z. 
Foster,  former  chairman  emeritus  of  the 
Communist  Party,  U.S.A.,  who  died  in  Mos¬ 
cow.  The  whole  history  of  our.  country 
would  be  written  from  a  Communist  point 
of  view. 

Why  are  the  Communists  today  appealing 
so  strongly  to  young  people?  Why  are  they 
encouraging  high  level  party  officials  to  speak 
to  student  groups?  Why  are  they  organizing 
Communist  youth  organizations?  Why  doN 
they  publish  periodicals  designed  for  youth? 

The  Communists  realize  that  the  young 
people  will  be  the  leaders  of  tomorrow.  They 
want  to  influence  their  thinking  now,  to 
convince  them  that  communism  is  superior 
to  free  government.  Many  of  the  top  officials 
of  the  Communist  Party  of  the  United  States 
became  party  members  in  their  teens  or  their 
early  twenties.  Gus  Hall,  General  Secretary 
of  the  Communist  Party  of  the  United 
States,  was  only  16  years  of  age  when  he  be¬ 
came  a  party  member.  He  is  now  the  most 
powerful  Communist  in  the  United  States. 

When  the  young  person  is  a  teenager  is 
the  time  he  is  forming  his  basic  convictions 
in  life — and  the  Communists  know  this.  For 
that  reason,  they  want  to  touch  his  thinking, 
to  expose  him  to  the  deceitful  double  talk 
of  their  program.  The  Communists  talk 
glibly  of  “peace,”  “justice”  and  “brother¬ 
hood.”  They  claim  that  their  system  will 
bring  a  Utopia  where  struggle,  pain  and  un¬ 
happiness  will  be  abolished.  These  glitter¬ 
ing  promises  are  disproven  by  the  harsh  facts 
of  reality.  No  nation  has  ever  freely  elected 
a  Communist  government.  Millions  of  men, 
women  and  children  have  fled  the  Iron  Cur¬ 
tain — risking  their  lives  that  they  might 
reach  freedom.  The  Communist  world  is  a 
world  of  walls,  searchlights  and  guards — a 
prison  for  the  heart,  mind  and  soul.  Com¬ 
munist  theory  and  practice  have  both  been 
exposed  as  fraudulent. 

The  very  intensity  of  this  Communist  ef-y 
fort  to  reach  young  people,  however,  show? 
how  the  enemy  can  be  defeated. 

One  of  our  best  defenses  against  comaiu- 
nism  is  the  strong  moral  character  oy  our 
young  people.  They  are  the  young  m?n  and 
women  who  know  the  real  meaning/ of  our 
American  heritage.  They  know  Yne  trials 
and  tribulations  of  our  forefathers  in  bring¬ 
ing  forth  a  nation  conceived/  in  liberty. 
They  know  that  freedom  is  a  .precious  com¬ 
modity  which  must  be  reyfon  every  day. 
They  stand  willing  to  do  their  share. 

In  this  fight  against  cofflmunism,  what  are 
some  of  the  qualities  America  expects  from 
its  young  people?  Lei/  me  mention  a  few: 

1.  High  ideals:  America  was  founded  by 
men  and  women  wi/h  high  ideals,  men  and 
women  whose  daily  lives  were  imbued  with 
the  vision  of  a /great  nation  yet  to  come. 
Young  people  should  have  lofty  ideals.  They 
are  the  guideaosts  to  the  future. 

2.  Courage/  This  is  the  courage  to  get  a 
job  done, /to  persevere  despite  adversity. 
Too  often/  there  is  the  temptation  to  do  a 
job  halfway,  to  give  up,  to  let  others  carry 
on.  Such  an  attitude  is  wrong.  We  need 
young  people  who  say,  “Count  on  me  all  the 
way/  I  will  do  my  job  for  America.” 


3.  Self  discipline:  Young  people  must 
learn  to  discipline  themselves,  to  make 
themselves  useful  to  society.  A  mark  of 
maturity  is  teaching  ourselves  the  disciplines 
of  hard  work,  loyalty,  and  dedication.  Self- 
discipline  is  not  an  easy  task.  There  are 
many  storms  and  stresses  along  life’s  way. 
Self-discipline  requires  personal  sacrifice  and 
determination.  But  it  is  most  essential. 

4.  Enthusiasm:  Nothing  injures  a  great 
cause  more  quickly  than  a  “wet  blanket.” 
Be  willing  to  volunteer  to  do  a  job,  and  do 
it  enthusiastically.  Enthusiasm  is  highly 
infectious.  If  you  are  enthusiastic  for 
America,  others  will  be  also. 

5.  Integrity:  To  my  mind,  integrity  is  one 
of  the  most  important  words  in  our  lan¬ 
guage.  It  sums  up  the  quality  of  a  man’s 
character.  Be  honest  in  all  of  your  dealings; 
be  fair;  be  uncompromising  in  the  pursuit 
of  what  is  right.  Stay  loyal  to  your  high 
ideals.  Never  sully  them  by  dishonor,  com¬ 
promise  or  expediency. 

Nikita  Khrushchev,  the  world’s  No.  1  Com¬ 
munist,  has  characterized  the  United  States 
as  a  “worn  out  runner  running  on  its  past 
reputation.”  Mr.  Khrushchev  views  the 
United  States  as  a  dying  nation,  a  country 
which  will  fall  of  its  own  weight. 

Mr.  Khrushchev,  however,  does  not  un- 
;rstand  the  citizens  of  this  great  Nation. 
H<\  does  not  realize  that  they  will  take  up/ 
the \banner  of  freedom,  that  they  will  hoi 
aloft  Nthe  torch  of  freedom  given  them  /by 
their  forefathers.  You  represent  America’s 
answer  to  this  atheistic  menace  stemming 
from  the  perverted  minds  of  Karl  Marx  and 
Friedrich  Engels  and  voiced  today/ by  the 
blatant  Khrushchev. 

In  this  worldwide  ideologies/  struggle, 
how  can  you  now  best  aid  your/country? 

1.  Seek  to  know  more  about  the  evils  of 
communism,  its  strategy  and/tactics,  its  false 
claims.  Nothing  can  take  the  place  of 
responsible  knowledge  /For  too  long  the 
Communists  have  thrVed  on  our  lack  of 
knowledge  about  then/affairs. 

2.  Take  the  time  t/6  leam  more  about  the 
values  which  have /made  this  Nation  great. 
Do  you  know  hUw  our  Constitution  was 
written?  What/was  the  roleXof  Benjamin 
Franklin  and  James  Madison?  'What  is  the 
Bill  of  Right/?  How  did  Thomak  Jefferson 
contribute  Yo  American  political  thinking? 
These  are  Questions  about  which  youyshould 
be  thinking. 

3.  Take  every  opportunity  to  visit  theXhis- 
toric  shrines  of  America.  We  in  this  Nation 
can  /he  proud  of  the  efforts  made  by  tr 
Government  and  private  groups  to  com-\ 

smorate  historic  events.  When  you  travel, 
lake  the  effort  to  see  them.  Each  shrine 
has  a  story  of  America  to  tell — Bunker 
Hill,  Independence  Hall,  Valley  Forge.  The 
visits  of  Americans,  especially  young  people, 
to  Washington,  D.C.,  are  an  excellent  way  to 
know  your  country  better.  We  appreciate 
very  much  your  coming  to  see  our  FBI  head* 
quarters. 

4.  Contrast  what  communism  has  to  offer 
with  our  way  of  life.  Think  of  the  blessings 
we  have  and  count  them  one  by  one:  free¬ 
dom  of  speech,  freedom  of  the  press,  the 
right  to  worship  God  as  we  wish,  free  elec¬ 
tions,  trial  by  jury.  Do  these  rights  exist 
under  communism?  The  answer  is  “no.” 
Communism  means  slavery  of  mind,  body 
and  soul. 

5.  Keep  abreast  of  the  news  of  the  day, 
through  your  newspapers  and  on  radio  and 
television.  What  is  occurring  in  your  coun¬ 
try,  what  are  Communist  nations  doing? 
Ask  yourself.  Could  you  give  a  brief  re¬ 
sume  today  about  the  troubled  areas  of  the 
world?  America  needs  informed  citizens. 

6.  Stand  firm  for  your  convictions.  Today 
the  Communists  are  trying  to  convince  you 
that  freedom  is  old-fashionsd  and  that  their 
way  of  life  is  superior.  Know  the  strength 
of  our  institutions  of  Government.  Be  ready 
to  defend  them.  Be  able,  if  you  were  argu¬ 


ing  with  a  hard  core  Communist,  to  stand  bj 
your  ground.  That  is  the  challenge. 

Nothing  will  take  the  place  of  responsible 
knowledge  in  our  fight  against  communion — 
a  knowledge  anchored  in  faith  in  God/  We 
can  defeat  communism  because  we  have  the 
superior  values,  the  superior  wa/ of  life. 
The  task  will  not  be  easy.  But  y/e  can  win 
if  each  of  us  is  willing  to  do  hi?' share.  We 
must  met  communism  with  fafcts,  not  hys¬ 
teria.  Never  must  we  be  guilty  of  witch 
hunts  or  vigilantism.  Tr?(th  is  our  best 
weapon  of  attack. 

Not  long  ago  I  talked  kith  a  special  agent 
of  the  FBI  who  was  facing  a  very  difficult 
problem.  I  can  still  c/member  the  intensity 
of  his  eyes  and  the  determination  in  his 
face.  “I  can  meek  this  problem,”  he  said, 
“because  I  am  nol/going  to  give  up.” 

Yes,  we  in  America  are  not  going  to  give 
up.  We  are  going  to  win  this  battle — and 
in  winning  i/  we  are  protecting  liberty  for 
all  the  generations  yet  to  come. 


THE 


1PENDING  MISSILE  FACILI¬ 
TIES  STRIKE 

[r.  MUNDT.  Mr.  President,  I  should 
ii ke  to  associate  myself  with  the  very 
'forceful  statements  made  yesterday  by 
Senator  McClellan,  Senator  Stennis, 
Senator  Curtis  and  others,  expressing 
profound  concern  with  the  fact  that  work 
in  our  great  missile  and  aerospace  indus¬ 
try  may  come  to  a  halt  on  Monday  due 
to  a  nationwide  strike.  Six  of  our  Na¬ 
tion’s  major  defense  contractors  involv¬ 
ed  in  the  production  and  development  of 
missiles  and  space  vehicles  are  currently 
conducting  last  minute  negotiations  with 
the  United  Auto  Workers  and  the  In¬ 
ternational  Association  of  Machinists  in 
an  effort  to  reach  agreement  on  new  con¬ 
tracts.  The  deadline  date  on  these  con¬ 
tract  negotiations  is  just  3  days  away  on 
Monday,  July  23,  after  which  the  UAW 
and  the  IAM  have  threatened  to  take 
their  members  out  on  strike  if  an  agree¬ 
ment  is  not  reached. 

Mr.  President,  if  this  strike  threat  be¬ 
comes  a  reality,  and  there  are  growing- 
indications  that  it  will,  it  has  the  po¬ 
tential  to  take  350,000  workers  off  the 
job  and  to  bring  our  entire  missile  and 
aerospace  production  program  to  a 
standstill.  It  goes  without  saying  that 
die  economic  and  strategic  consequences 
oh  such  a  national  work  stoppage  would 
be ''catastrophic.  Should  such  a  strike 
eventuate  the  President  has  the  present 
powerXinder  the  Taft-Hartley  Act  to  seek 
to  enjom  this  work  stoppage  for  80  days. 

I  trust\hat  the  President  and  his  key 
legal  advisers  are  already  prepared  to 
move  under \he  Taft-Hartley  emergency 
powers  shoulck  the  necessity  for  action 
arise.  But,  Mk<  President,  if  a  strike 
should  occur  and.  if  a  settlement  is  not 
reached  during  the  80-day  “cooling-off 
period”,  neither  the.  President  nor  any 
other  officer  or  agency  of  the  Federal 
Government  will  have  the  power  to  avert 
a  strike  in  the  most  critical  and  stra¬ 
tegic  area  of  our  national  defense  pro¬ 
gram.  In  my  opinion  this  IS  an  intoler¬ 
able  situation  which  demands  forth¬ 
right  and  prompt  action  by  thespongress 
and  the  executive  branch. 

Mr.  President,  legislation  has  b«hm  be¬ 
fore  the  Congress  since  September  23 
of  last  year  which  is  specifically  desig\ed 
to  deal  with  circumstances  just  such 
those  which  currently  confront  us.  I 
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refer  to  S.  2631  a  bill  authored  by  Sena¬ 
tor^  John  McClellan  and  cosponsored 
by  Senators  Ervin,  Curtis,  Holland,  and 
myseliv  The  provisions  of  this  bill  are 
limited \n  their  application  to  labor- 
managemtent  relations  in  strategic  de¬ 
fense  facilities,  which  would  include  all 
of  the  missile  and  aerospace  production 
companies  involved  in  the  present  labor 
dispute  with  the  United  Auto  Workers 
and  the  International  Association  of 
Machinists.  Under  the  terms  of  the 
McClellan  bill  strikes,  in  strategic  defense 
facilities  would  be  outlawed  and  where 
parties  involved  in  contract  negotiations 
in  such  a  facility  are  unable  to  reach  an 
agreement  by  the  free  knd  voluntary 
processes  of  collective  bargaining  the 
Secretary  of  Defense  would  be  em¬ 
powered  to  appoint  an  emergency  arbi¬ 
tration  board,  representing  the,  public 
and  the  parties  to  the  dispute,  Nwhich 
would  be  charged  with  the  responsibility 
of  working  out  a  settlement  agreement. 
Such  an  agreement  would  be  binding 
on  all  parties  for  a  period  of  1  year,  ex 
cept  to  the  extent  modified  by  mutual 
consent  or  agreement  of  the  parties. 

This  legislation  was  prepared  after 
the  extensive  hearings  on  work  stoppages 
and  strikes  at  our  missile  sites  and  other 
defense  facilities  conducted  by  the  Sen¬ 
ate  Permanent  Investigations  Subcom¬ 
mittee.  It  will  be  recalled  by  my  col¬ 
leagues  that  our  investigation  and  hear¬ 
ings  produced  evidence  that  our  manned 
space  program  was  put  6  months  behind 
schedule  as  a  partial  consequence  of  327 
work  stoppages  occuring  over  a  5 -year 
period,  which  resulted  in  a  total  loss  of 
162,872  man-days  of  labor.  Mr.  Presi¬ 
dent,  the  impending  strike  in  our  aero 
space  industry  would  immediately  in¬ 
volve  over  100,000  employees  who  are 
directly  subject  to  the  employment  con¬ 
tracts  in  dispute.  One  has  only  to /look 
to  the  damaging  effects  stemming/from 
the  loss  of  162,872  man-days  of  lanor  to 
comprehend  the  extent  and  magnitude  of 
the  damage  to  our  missile  and  space  pro¬ 
gram  which  would  flow  from  national 
strike  involving  over  100,000  /Workers  in 
its  initial  stage. 

Mr.  President,  immediately  following 
our  investigations  of  the  missile  site  work 
stoppages  we  were  told  b/  the  President 
and  the  Secretary  of  L/bor,  Mr.  Gold¬ 
berg,  that  legislation  vy&s  not  needed  to 
deal  with  this  most  distressing  national 
problem.  Instead  the  administration 
established  a  Missile  Sites  Labor  Com¬ 
mission,  composed  ai  Government,  labor, 
and  management^  representatives,  and 
empowered  with  tone  responsibility  of  try¬ 
ing  to  resolve  voluntary  settlements  of 
the  contract  aiid  jurisdictional  disputes 
which  give  rise  to  these  deplorable  work 
stoppages  in/our  defense  program.  We 
were  told  that  such  a  program  of  volun¬ 
tary  mediation  would  solve  the  problem. 
I  acknowledge  that  in  the  immediate  af- 
termath/6f  the  establishment  of  the  Mis¬ 
sile  Sites  Labor  Commission  there 
occurred  a  sharp  and  encouraging  reduc¬ 
tion  in  work  stoppages.  However,  be¬ 
ginning  late  last  year  and  continuing 
through  the  early  months  of  this  year 
there  has  been  a  significant  and  dis¬ 
turbing  increase  in  strikes  and  work 
^Stoppages  at  our  missile  sites. 


While  I  do  not  want  to  deprecate 
dedicated  efforts  of  those  serving  on 
Missile  Sites  Labor  Commission,  I 
nevertheless,  becoming  increasing  con¬ 
vinced  that  it  was  the  congressional  in¬ 
vestigation  and  public  exposure  of/these 
often  senseless  labor  disputes  which  had 
the  greatest  impact  in  reducing  the  num¬ 
ber  of  man-days  of  work  lost  rattier  than 
the  voluntary  mediation  of  the/  Commis¬ 
sion.  My  convictions  in  this/matter  are 
based  on  the  fact  that  the  farther  away 
we  have  gotten  from  the  ppblic  exposure 
of  the  hearings  the  more  we  have  seen  an 
outcropping  of  those  elements  and  fric¬ 
tions  which  gave  rise  to  the  extensive 
work  stoppages  which  resulted  in  slowing 
down  our  manned  space  program. 

Now  we  see  voluntary  mediation  and 
conciliation  stymied/in  a  series  of  con¬ 
tract  disputes  with/ two  of  the  Nation’s 
most  powerful  upons  with  the  result 
that  we  could  have  a  national  strike 
which  would  piake  our  past  work- 
stoppage  expediences  look  like  the  pro¬ 
verbial  Sunday  school  picnic.  Involved 
\in  these  current  disputes  are  such  con- 
roversial  biit  little-publicized  issues  as 
the  union  sftiop  and  supplemental  unem- 
ployment/ Benefits.  It  would  be  grimly 
ironib  if  those  industries  so  critically  in- 
volved\m  producing  the  weaponry  with 
which /American  freedom  is  being  pro¬ 
tected  weye  to  be  shut  down  by  a  strike 
arispg  outpf  the  intransigent  demands 
of  the  UAWSand  the  IAM  that  employ¬ 
ee^  desiring  to\work  as  skilled  craftsmen 
in  our  aerospack  industries  be  compelled 
/o  join  one  of  theXe  two  powerful  unions. 

I  earnestly  hope,  that  responsible  in¬ 
dividuals  on  both  sides  on  these  current 
labor  disputes  will  reoognize  the  critical 
and  vital  importance  oravoiding  a  major 
work  stoppage  in  our  key, defense  indus¬ 
tries.  I  hope  also  that  thoye  in  Congress 
and  the  executive  branch  who  have  key 
roles  in  the  area  of  labor-management 
relations  will  learn  from  ouk  present 
dilemma  and  will  hesitate  no  longer  in 
coming  to  grips  with  the  intolerable 
problem  of  a  Government  being  power¬ 
less  to  protect  its  citizenry  against'the 
devastating  threat  to  national  securn 
which  would  flow  from  a  national  worl 
stoppage  in  our  air  defense  production 
program.  Mr.  President,  let  us  wait  no 
longer  ;  let  us  get  on  with  consideration 
of  the  McClellan  bill  directed  at  strikes 
in  strategic  defense  facilities. 


ACTION  BY  FINANCE  COMMITTEE 
ON  REVENUE  ACT  OF  1962 

Mr.  BYRD  of  Virginia.  Mr.  Presi¬ 
dent,  I  ask  unanimous  consent  to  have 
printed  in  the  Record  an  announcement 
issued  today  of  the  action  of  the  Fi¬ 
nance  Committee  on  the  Revenue  Act 
of  1962. 

There  being  no  objection,  the  an¬ 
nouncement  was  ordered  to  be  printed  in 
the  Record,  as  follows: 

Announcement  op  the  Senate  Finance 
Committee,  Friday,  July  20,  1962 

The  Senate  Finance  Committee  today  an¬ 
nounced  the  following  action  after  its  execu¬ 
tive  session  on  the  Revenue  Act  of  1962, 
H.R.  10650: 

Entertainment  expenses,  etc.,  section  4: 
The  Senate  Finance  Committee  today  agreed 


July  20 

to  modify  the  definition  of  “gift”  for  pur¬ 
poses  of  the  $25  limitation  in  the  following 
manner:  (2)  gifts  designed  to  be  used  pri¬ 
marily  on  the  business  premises  of  the  tax¬ 
payer,  such  as  display  racks  and  signs,  are 
not  to  be  subject  to  the  $25  limitation  on 
gifts;  (b)  articles  with  a  value  of  $4  or  less 
and  with  the  name  of  the  donor  prominently 
and  permanently  imprinted  thereon  are  not 
to  be  taken  into  account  for  the  $25  limita¬ 
tion;  (c)  gifts  with  a  value  of  $100  to  an 
employee  are  not  to  be  taken  into  account 
for  purposes  of  the  gift  limitation  if  they 
are  for  length  of  service  or  for  safety  achieve¬ 
ment. 

In  the  case  of  meals  and  lodging  expenses 
incurred  in  connection  with  traveling  ex¬ 
penses,  the  committee  modified  the  House 
bill  to  provide  for  the  deduction  of  amounts 
expended  for  meals  and  lodging  other  than 
amounts  which  are  lavish  or  extravagant 
under  the  circumstances. 

The  committee  also  agreed  to  provide  for 
the  allocation  of  traveling  expenses  where 
the  journey  involves  both  business  and 
pleasure.  Under  this  amendment,  if  the 
trip  has  a  business  purpose  and  is  for  less 
than  1  week,  the  entire  amount  would  be 
deductible  under  the  rules  of  existing  law; 
if  the  journey  is  for  a  period  longer  than  1 
week,  the  traveling  expense  is  to  be  prorated 
between  the  business  portion  of  the  trip 
and  the  personal  portion  only  if  the  per¬ 
sonal  portion  of  the  period  is  more  than  25 
percent  of  the  entire  period. 

The  committee  agreed  to  extend  the  ex¬ 
ception  of  the  House  bill  in  the  case  of  busi¬ 
ness  meeting  of  employees  or  stockholders  to 
also  include  business  meetings  of  agents  and 
directors  and  amended  the  provision  further 
to  make  it  clear  that  the  expenses  covered 
by  the  exception  are  those  of  the  business 
with  respect  to  meetings  of  its  employees. 

Effective  date  changed  from  June  30,  1962, 
to  December  31,  1962. 

Mutual  savings  banks,  etc.,  section  8: 
The  committee  agreed  to  the  bad  debt  re¬ 
serve  provisions  of  the  House  bill  (i.e.,  de¬ 
ductions  of  60  percent  of  taxable  income, 
or  deductions  of  amounts  to  bring  the  re¬ 
serve  up  to  3  percent  of  qualifying  real 
property  loans,  etc.)  but  amended  the  House 
bill  to  provide  that  privately  owned  (capital 
stock)  building  and  loan  associations  are 
not  to  qualify  for  these  bad  debt  reserves 
but  are  to  be  treated,  taxwise,  in  the  same 
manner  as  privately  owned  commercial 
banks. 

It  also  provided  that  there  are  to  be  no 
additions  to  the  reserve  for  losses  on  quali¬ 
fying  real  property  loans  which  bring  the 
balance  to  more  than  6  percent  of  such 
loans. 

The  committee  also  agreed  to  provide  that 
deductions  for  additions  to  bad  debt  re¬ 
serves  shall  in  no  event  exceed  the  deduc¬ 
tion  which  would  have  been  allowed  the 
institution  had  existing  law  continued  to 
apply.  Thus  deductions  would  be  limited 
to  12  percent  of  deposits. 

.  The  committee  also  adopted  amendment 
7-9-62 — F,  which  provides  that  in  allocating 
“pre-1963  reserves”,  reserves  accumulated 
prior  to  1952  are  also  to  be  taken  into  ac¬ 
count  in  order  to  bring  the  balance  of  the 
reserve  for  losses  on  qualifying  real  prop¬ 
erty  loans  to  3  percent  of  such  loans  out¬ 
standing  as  of  December  31,  1962.  Under 
this  amendment  pre-1952  reserves  are  taken 
into  account  only  for  the  purpose  of  meas¬ 
uring  future  deductible  additions  to  the 
reserve  for  losses  on  qualifying  real  prop¬ 
erty  loans  but  not  for  purposes  of  charging 
losses  unless  the  institution  so  elects. 

The  committee  also  agreed  to  the  pro¬ 
vision  of  the  House  bill  repealing  the  ex¬ 
emption  from  certain  excise  taxes  but 
broadened  the  draft  of  the  House  bill  to 
eliminate  exemption  from  all  excise  taxes  in 


1962 


COP  EGRESSION AL  RECORD  —  SENATE 


the  case  of  federally  chartered  savings  and 
loan  associations. 

Mutual  Fire  and  Casualty  Insurance  Com¬ 
panies,  section  10:  The  committee  agreed  to 
a  technical  amendment  which  permits  cer¬ 
tain  flood  insurance  companies  to  be  taxed 
in  the  same  manner  as  perpetual  fire  in¬ 
surance  companies. 

Earned  income  from  sources  outside  the 
United  States,  section  12:  The  committee 
provided  that  the  exclusion  for  bona  fide 
residents  is  not  to  include  a  U.S.  citizen  who 
has  made  representations  to  a  foreign  gov¬ 
ernment  that  he  is  not  a  resident  of  that 
country  and  therefore  not  subject  to  its  in¬ 
come  taxes. 

It  also  made  a  technical  amendment  to 
amendment  7-9-62 — G  previously  agreed  to. 

Ordinary  income  on  certain  gains  from 
depreciable  property,  section  14:  The  com¬ 
mittee  agreed  to  the  House  provision. 

Foreign  investment  companies,  section  15 : 
The  committee  agreed  to  a  technical 
amendment  which  will  permit  foreign  invest¬ 
ment  companies  to  reincorporate  as  a  do¬ 
mestic  investment  company  (in  a  tax-free 
reorganization)  if  the  reincorporation  occurs 
prior  to  January  1, 1964. 

Tax  treatment  of  cooperatives  and  patrons, 
section  17:  The  committee  tentatively  agreed 
to  require  that  in  order  for  a  cooperative 
to  receive  a  deduction  for  qualified  script, 
at  least  20  percent  of  the  value  of  the  patron¬ 
age  dividend  (including  qualified  script) 
must  be  paid  in  cash.  The  staffs  were  in¬ 
structed  to  review  the  consent  provisions  of 
the  bill  and  report  to  the  committee 
whether  additional  amendments  should  be 
made. 

Distributions  by  foreign  trusts,  section  9: 
The  committee  amended  the  House"  bill  so 
that  amounts  distributed  by  foreign  trusts 
to  U.S.  beneficiary  and  taxed  to  him  is  to 
represent  only  that  portion  of  the  accumu¬ 
lated  income  which  is  attributable  to  prop¬ 
erty  contributed  to  the  foreign  trust  by  U.S. 
persons. 

The  effective  date  of  this  provision  was 
modified  so  that  the  new  rules  will  apply 
to  distributions  made  by  foreign  trusts  after 
the  date  of  enactment  of  this  bill  (rather 
than  applying  to  distributions  made  in  tax¬ 
able  years  of  trusts  beginning  after  the 
date  of  enactment) . 

Inclusion  of  foreign  real  property  in 
estate,  section  18:  The  committee  changed 
the  effective  date  of  this  section  from  July  1, 
1964,  to  January  1,  1963  (7-9-62 — K) . 

Information  with  respect  to  foreign  cor¬ 
porations,  section  20 :  The  committee  adopt¬ 
ed  an  amendment  (7-9-62 — L)  liberalizing 
the  rules  with  respect  to  giving  of  informa¬ 
tion  as  to  foreign  corporations. 

Treaties,  section  21:  The  committee  adopt¬ 
ed  a  new  version  of  the  section  to  read  as 
follows:  “No  provision  of  this  act  shall  ap¬ 
ply  in  any  case  where  its  application  would 
be  contrary  to  any  treaty  obligation  of  the 
United  States.’’ 

Foreign  tax  credit :  The  committee  adopted 
a  new  amendment  (7-13-62 — F)  providing 
for  a  special  limitation  on  the  foreign  tax 
credit  with  respect  to  interest  income  earned 
in  foreign  countries.  The  effect  of  this 
amendment  is  to  provide  that  the  limita¬ 
tions  on  the  foreign  tax  credit  are  to  be 
separately  computed  as  to  interest  income 
and  as  to  income  other  than  income. 


CELEBREZZE  RECOMMENDED 

Mr.  HARTKE.  Mr.  President,  the 
Calument  Chapter/ of  the  American- 
Italian  Societies  has  passed  a  resolution 
commending  President  Kennedy  for  his 
nomination  of/Cleveland,  Ohio,  Mayor 
Anthony  J.  t/lebrezze,  for  the  Cabinet 
position  of  Secretary  of  Health,  Educa¬ 
tion,  and  Welfare. 
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Because  of  the  nature  of  this  resolu¬ 
tion  and  because  the  members  of  this 
chapter  of  American-Italian  Societies 
are,  in  the  main,  residents  of  northern 
Indiana,  my  home  State,  I  think  it 
worthwhile  that  it  be  called  to  the  atten¬ 
tion  of  all  Members  of  the  U.S.  Senate, 
and  I,  therefore,  seek  unanimous  con¬ 
sent  to  have  it  inserted  in  the  body  of 
the  Record  at  this  time. 

There  being  no  objection,  the  resolu¬ 
tion  was  ordered  to  be  printed  in  the 
Record,  as  follows : 

Whereas  there  has  never  been  an  Italian- 
American  appointed  to  the  National  Cabinet 
of  the  United  States;  and 

Whereas  President  John  F.  Kennedy  re¬ 
cently  has  nominated  Cleveland  Mayor 
Anthony  J.  Celebrezze  as  Secretary  of  Health, 
Education,  and  Welfare;  and 

Whereas  five -time  elected  Mayor  Cele¬ 
brezze  has  done  such  an  outstanding  job 
in  Cleveland  that  his  confirmation  by  the 
U.S.  Senate  is  now  regarded  as  a  certainty 
and  imminent;  and 

Whereas  this  appointment  will  add  to  the 
great  number  of  fine  Italian-Americans  al¬ 
ready  in  public  service,  and  will  add  greatly 
to  the  prestige  of  our  colony  in  the  United 
States;  Now,  therefore,  be  it 
Resolved,  That  the  Calumet  Chapter, 
An^erican-Italian  Societies,  hereby  comment 
President  Kennedy  for  this  appointment 
a  mah.  who  will  serve  well  all  the  people  ahd 
will  add  a  great  deal  to  the  already  fligh 
caliber  of  the  Cabinet;  and  be  it  furthei 

Resolved.  That  copies  of  this  resolution  be 
sent  to  President  John  F.  Kennedy,  U.S. 
Senator  Ho  liter  Capehart,  U.S.  Senator  Vance 
Hartke;  and  \the  Honorable  Anthony  J. 
Celebrezze.  \  / 

Submitted  by  S^m  Bushemi/ Lake  County 
assessor,  and  cochkrman,  Calumet  chapter, 
American-Italian  Sooieties. 

Attested  to :  Louis  F&xrirri,  chairman,  Calu¬ 
met  chapter,  AmericariVjtalian  Societies. 

THE  RESERVE 

Mr.  SYMINGTON.  Mr\  President, 
much  has  been/ said  and  written  about 
the  great  contribution  to  oui\national 
security  by /the  145,000  reservists  and 
National  Guardsmen  who  were  called  to 
active^u)/  a  year  ago.  “  \ 

One  or  the  best  summaries  of  the  rea¬ 
sons  far  and  benefits  of  the  mobilize 
tion  afipeared  in  an  editorial  in  the  Kan-\ 
lity  Star  on  July  11,  1962.  ' 

[r.  President,  I  ask  unanimous  con- 
;nt  for  insertion  of  that  editorial  at  this 
'point  in  the  Record. 

There  being  no  objection,  the  editorial 
was  Ordered  to  be  printed  in  the  Record, 
as  follows: 

[From  the  Kansas  City  (Mo.)  Star,  July  11, 
1962] 

Reserve  Call-Up  Gave  the  United  States  a 
Wider  Choice 

American  history  will  have  a  special  niche 
for  the  145,000  reservists  and  National 
Guardsmen  who  have  started  back  to  civilian 
life  after  serving  nearly  a  year  in  the  Berlin 
crisis  military  buildup.  A  single  fact  places,, 
these  men  in  a  class  by  themselves.  Their' 
call-up  last-fall  marked  the  first  time  that  a 
President  had  ever  depended  on  trained  citi¬ 
zen  Reserves  to  support  his  foreign  policy 
objectives. 

The  service  of  the  reservists  was  extremely 
important  in  another  way.  It  gave  the  un¬ 
derstrength  Active  Forces  the  time  and  back¬ 
log  to  expand  by  more  than  200,000  men. 
The  Army  has  made  the  largest  gain.  It  now 
has  90,000  more  men  and  16  combat-ready 


divisions  compared  to  a  year  ago.  The 
United  States  today  is  in  infinitely  better 
shape  to  engage  in  a  limited  war  if  necess/ry. 

What  has  happened  is  that  this  country 
has  rounded,  out  its  military  capabilities. 
Last  July  25,  President  Kennedy  explained: 
“We  intend  to  have  a  wider  choice  .than  hu¬ 
miliation  or  all-out  nuclear  War.”  The 
buildup  for  a  defense  flexibility  seems  to 
have  provided  this  wider  choic/ 


FOUR  PRESCRIPTIONS  FOR  OUR 
TIMI 

Mr.  HUMPHREY ./  Mr.  President,  the 
July  1962  issue  oy the  Journal  of  the 
American  Pharmaceutical  Association 
reprints  an  address  which  I  was  happy  to 
deliver  before  the  109th  annual  meeting 
of  one  of  the  great  professional  organiza¬ 
tions  of  our  country,  the  American 
Pharmaceutical  Association. 

This  meeting,  in  March  1962,  was  at¬ 
tended  oy  the  largest  paid  registration 
ever  tar  attend  an  American  Pharmaceu¬ 
tical/Association  convention.  It  was  my 
privilege  to  address  the  largest  audience 
o/pharmacists  ever  to  assemble  under 
le  roof  in  the  United  States. 

The  theme  of  my  comments  was  “Four 
Prescriptions  for  Our  Time” — that  is, 
a  prescription  for  peace,  for  prosperity, 
for  freedom  everywhere,  and  for  the 
pharmaceutical  profession,  itself. 

It  is  a  pleasure  to  note  that  each  issue 
of  the  journal  of  the  association  reflects 
the  continuing  interest  of  my  fellow 
pharmacists  in  each  and  every  one  of 
these  four  challenges. 

I  ask  unanimous  consent  that  the  pre¬ 
pared  text  of  my  address,  as  published  in 
the  current  issue  of  the  journal,  be 
printed  at  this  point  in  the  Record. 

There  being  on  objection,  the  address 
was  ordered  to  be  printed  in  the  Record, 
as  follows: 

Four  Prescriptions  for  Our  Time 
(By  Senator  Hubert  H.  Humphrey) 

The  four  great  prescriptions  for  our  time 
are — a  prescription  for  peace,  for  prosperity, 
for  freedom  everywhere,  and  for  our  own 
proud  profession. 

The  pharmacist  is  more  than  just  a  pro¬ 
fessional  man;  he  is  a  leader  in  his  com¬ 
munity.  Leadership  involves  responsibility. 
We,  ourselves,  have  the  task,  therefore,  of 
helping  to  devise  for  our  Nation  the  best 
possible  formulas  against  war,  against  eco¬ 
nomic  stagnation  or  depression,  against  the 
spread  of  communism  throughout  the  globe 
and,  here  at  home,  against  a  variety  of  in¬ 
fluence'^  harmful  to  our  profession. 

As  a  nation,  I  believe,  we  are  making 
significant  progress  toward  all  three  of  the 
initial  objectives.  And  on  the  fourth  goal, 
we,  as  a  profession,  under  the  American  Phar¬ 
maceutical  Association’s  leadership,  are  go¬ 
ing  to  raise  stifk  higher  our  own  standards 
rather  than  permry  any  source  to  undermine 
those  standards. 


prescripts 


FOR  PEACE 


The  formula  for  peace  must  be  written 
against  every  possible  contingency.  Atomic 
war,  conventional  war,  brU^h-fire  war  are  all 
to  be  avoided — but  through  strength  not 
weakness,  resourcefulness  noVrigidity. 

Berlin,  Laos,  Guantanamo-Ano  one  can 
predict  the  scene  of  tomorrow’s  possible  con¬ 
flagration.  Of  one  thing  we  can  he  certain. 
Danger  will  always  lurk  somewhere.Xl  would 
like  to  make  one  particular  suggestion  now. 
It  is  directed  against  a  danger  which  Je  not 
sufficiently  discussed — the  danger  of  acci¬ 
dental  war. 
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l\mention  this  hazard  because  war  by 
Sovie\  design  seems  infinitely  less  likely. 
And  wfy  by  U.S.  design  is  Impossible. 

I  mention  accidental  war,  too,  because 
every  pharmacist  knows  .the  meaning  of  pre¬ 
cautions.  Training  against  accidents  is  built 
into  the  very”,  fiber  of  his  work  habits.  But 
laymen  tend  us  be  less  wary. 

For  the  rest  of  our  lives  we  will  have  to 
live  with  the  chance  of  war  by  accident,  by 
miscalculation,  by\  uncontrolled  escalation. 
The  U.S.  Government  has  taken  every  pos¬ 
sible  precaution  against  these  hazards.  We 
know  that  the  North  American  Air  Defense 
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Ur  Command,  and 
ilt  elaborate  safe- 
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Command,  the  Strategic 
other  defense  arms  have  b: 
guards  into  their  systems. 

I’d  like  to  propose  that  the'United  Nations 
Consider  convening  a  conference  on  acci¬ 
dental  war.  The  assembly  could  have  an 
even  broader  representation  than\the  pres¬ 
ent  18-nation  conference  on  disarmament  in 
Geneva,  because  accidental  brush-fir^  war  is 
always  a  possibility  anywhere  on  the\globe. 

Much  of  the  purpose  of  the  Geneva\dis- 
cussion  is  to  head  off  the  danger  of 
dental  war.  But  avoidance  of  war  by 
calculation  involves  a  whole  set  of  specifi 
political-military  decisions  and  procedures 
which  could  be  profitably  studied  in  their 
own  right,  not  merely  as  a  part  of  arms  re¬ 
duction  or  a  test  ban. 

We,  in  our  open  society,  have  little  to  lose 
from  such  a  discussion.  We  have  a  world — 
and  peace — to  gain. 

PRESCRIPTION  FOR  PROSPERITY 

Let  us  meanwhile  carry  forward  our  effort 
for  fullest  prosperity  here  at  home.  That 
means  assuring  a  satisfactory  rate  of  eco¬ 
nomic  growth,  full  employment,  eliminating 
the  pockets  of  distress  in  various  areas  of 
our  country.  It  means  girding  ourselves  to 
meet  the  growing  competition  from  the 
Common  Market.  It  requires,  also,  genuine 
tax  reform. 

PRESCRIPTION  FOR  FREEDOM  IN  EMERGING  AREAS 

On  the  world  scene,  let  us  advise  the  best 
medication  for  combating  the  virus  of 
communism.  Let  us  do  so  by  providing  the 
social  and  economic  vitamins  necessary 
to  build  strong,  healthy  nations,  capable  of 
resisting  the  contagions  of  Khrushchevism, 
Castroism,  or  Maoism. 

As  the  American  Pharmaceutical  Associ¬ 
ation  has  well  pointed  out,  pharmacy  has  an 
important  role  to  play  in  this  process.  An 
American  mortar  and  pestle  means  more 
to  the  billion  people  in  the  emerging  areas 
than  an  American  mortar  or  pistol.  These 
billion  people — in  Asia,  Africa,  the  Middle 
East,  as  well  as  Latin  America — want  the 


how  inadequate  the  dosage  is  on  the  part  of 
our  foreign  aid  agency. 

Last  year,  for  a  world  plagued  by  sickness, 
a  world  to  which  the  U.S.  taxpayer  contrib¬ 
uted  $4  billion,  AID  bought  a  grand  total 
of  only  $1.2  billion  in  pharmaceuticals  for 
direct  health  purposes.  In  addition,  it 
bought  and  distributed  $29  million  more  in 
pharmaceuticals  for  what  is  called  nonproject 
purposes;  i.e.,  for  resale  by  foreign  govern¬ 
ments  for  development  purposes  through 
domestic  channels. 

You  will  understand,  then,  why  I  want 
stronger  doses  of  U.S.  health  aid.  This 
includes — 

More  international  exchange  of  personnel 
including  undergraduate  and  postgraduate 
education  of  more  foreign  nationals  at  Amer¬ 
ican  colleges  of  pharmacy; 

Expanded  international  cooperation  in 
pharmacological  and  other  research; 

Expanded  technical  assistance  through 
U.S.  dollars  and  U.S. -owned  or  controlled 
soft  currencies  abroad,  including  distribution 
of  more  pharmaceuticals; 

Encouragement  of  more  nongovernmental 
action.  This  means  fostering  of  more  of  the 
splendid  people-to-people  activities  by  the 
.pharmaceutical  profession  and  by  the  phar- 
laceutical  industry. 


profession  and  demonstrates  its  concerj 
with  public  welfare. 

Now  American  Pharmaceutical  Association 
is  exploring  better  methods  for  pharmaceu¬ 
tical  services  in  nursing  homes.  Nursing 
home  personnel  need  and  want  suan  help. 
Our  senior  citizens  can  be  profoundly  served 
by  your  boards  and  associations  working 
ever  more  actively  with  musing  home 
personnel. 

As  a  pharmacist,  a  Senator/and  an  Ameri¬ 
can,  I  am  proud  of  the  th/usunds  of  daily 
practitioners  of  pharmacy  who  form  the 
backbone  of  our  medical  care  system.  The 
pharmacist  must,  in  nrfy  judgment,  be  en¬ 
abled  to  continue  t y  provide  the  highest 
degree  of  pharmaceutical  service.  That  is 
why  I  stress  in  a] 1/  legislation,  touching  on 
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the  patient  have  freedom 
ting  his  pharmacist,  physi- 
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health  care, 
of  choice  in  s 
cian  and  hos] 

I  have  sought  at  every  opportunity  to  in¬ 
form  Congress,  the  Federal  agencies  and  the 
public  of/  the  professionalism  and  self- 
discipline  of  pharmacy’s  practitioners.  You 
and  I  know  that  when  a  person  obtains  pre¬ 
scribe/!  medication  he  is  not  obtaining  just 
a  commodity — he  is  obtaining  the  services 
of  yd  highly  trained  professional. 

_  lach  prescription  order  is  as  unique  as 

n  our  next  report,  the  subcommittee  ad-  .  Xhe  person  for  whom  it  is  written.  The  very 
ses  itself  to  still  another  problem  of  par-/  na-ture  of  the  multitude  of  professional  con- 
interest  to  the  American  Pharma/  siderations  involved  renders  each  prescription 

a  unique  document.  The  medication  is  only 


ceuticiyl  Association  on  the  homefront.  /  I 
refer  toxbetter  communications  between/the 
healing  aS,ts  professions,  including  physicians 
and  pharhaacists;  "between  researcher  and 
researcher;  between  researcher  and/medical 
practitioner;  Hjetween  the  healing/ arts  and 
the  public. 

PRESCRIPTION  FOR  OUR  OWN  PROFESSION 

The  American  Pharmaceutical  Association 
faces,  in  my  judgment,  the' finest  opportu¬ 
nities  and  some  of  /the  /most  stimulating 
challenges  in  its  109  years  of  history.  What 
you  decide  on  many  iAportant  issues  will 
reflect  the  ideas  and  ffeelidgs  of  pharmacists 
every  where  in  the/United.  States  because 
the  American  Pharmaceutical  Association, 
through  its  hoi/fie  of  delega'bes,  represents 
pharmacy.  The"  American  Pharmaceutical 
Association’s  Committees,  its  labor  in  the 
scientific,  legal,  research,  and  communica¬ 
tions  fields/  all  contribute  to  a  better,  more 
satisfying/profession  for  all  of  us.  \ 

As  we/are  all  aware,  the  American  Phar¬ 
maceutical  Association  is  called  upon  to  tes¬ 
tify  in  the  Halls  of  Congress  on  maiiy 
pharmaceutical  matters.  It  is  asked  by  State. 


dispensed  by  a  pharmacist  pursuant  to  a 
particular  order  of  a  particular  prescriber. 
•The  medication  is  for  a  particular  use  in  a 
particular  quantity  for  a  particular  patient. 
It  is  for  a  particular  condition,  for  a  specific 
period  of  time  and  for  use  according  to  par¬ 
ticular  instructions. 

A  pharmacist  does  not  sell  a  commodity — 
he  is  performing  professional  services  in  dis¬ 
pensing  prescriptions.  That  is  why  he  is  so 
justified  in  seeking  a  professional  fee  for 
his  services. 

An  indispensable  element  of  professional 
service  is  the  direct,  personal  relationship 
between  the  pharmacist,  patient  and  pre¬ 
scriber.  During  my  formative  years  in  my 
dad’s  pharmacy,  in  Huron,  S.  Dak.,  I  saw — un- 
fogettably — the  qualities  of  neighborliness 
and  friendship  between  pharmacist,  physi¬ 
cian  and  patients. 

This  pharmacist-patient-prescriber  rela¬ 
tionship  must  be  maintained.  The  pharma¬ 
cist  must  be  able  to  determine  that  the  pre¬ 
scription  document  itself  is  valid,  is  for  legi¬ 
timate  medical  purposes  and  may  be  dis¬ 
pensed  in  good  faith.  If  the  slightest  uncer- 


hope  of  health  not  the  despair  of  sickness,  /living  praise  of  the  significance  of  the  Amer 
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apa  local  governments  to  assist  in  pharma-  \tainty  exists,  the  pharmacist  must  be  able 
qeutical  service  programs.  Such  requests  are  "to  contact  the  prescriber  personally.  The 


the  prospect  of  peace  not  constant  reminder, 
of  war.  / 

That  is  why  we  need  to  double  and  triple 
the  role  of  what  I  call  health  for  peaq/!  I 
have  been  working  with  our  profession  to¬ 
ward  this  end  in  my  capacity  as  chairman 
of  a  Senate  international  health  study. 
Since  August  1958,  when  we  began  our  ef¬ 
forts,  we  have  published  11  prints,  4  hear¬ 
ing  exhibit  volumes  and  a  rep/ft.  We  have 
pointed  out  the  critical  shortage  of  phar¬ 
macists  and  of  other  skilled  health  pro¬ 
fessionals  throughout  the/world.  We  have 
cited  the  significant  activity  of  the  World 
Health  Organization  ip/  standardization  of 
drugs. 


ican  Pharmaceutical  Association  membership 
and  of  your  work  and  devotion. 

No  citizen  is  more  than  a  few  minutes 
away  from  pharmaceutical  services  and  help. 
That  is  why  the  civil  defense  authorities 
rightly  make  pharmacists  a  vital,  integral 
part  of  emergency  plans.  The  Public  Health 
Service  and  Defense  Department  likewise 
count  on  pharmacists  and  are  conducting 
manpower  and  location  studies  on  our 
profession. 

Being  in  daily,  intimate  contact  with  your 
fellow  citizens  and  health  associates,  you 
appreciate  and  understand  the  changes 
that  are  taking  place  today.  The  pharma¬ 
cist’s  role  in  the  public  health  of  the  Nation 


In  my  personal  viesv,  a  principal  fault  with  %  is  an  ever-expanding  one.  Newer,  more  ef 


the  U.S.  health  programs  abroad  is  a  mis¬ 
take  no  good  physician  or  pharmacist  would 
commit — the  dosage  is  too  small. 

For  examplp;  in  the  last  4  fiscal  years 
the  Agency  p or  International  Development 
has  brought  over  a  grand  total  of  only  29 
foreign  participants  for  professional  phar¬ 
macy  training  for  an  average  stay  of  about 
12  months  each.  Fortunately,  there  are 
other/Tederally  sponsored  international  ex¬ 
change  programs.  But  this  fact  indicates 


fective  chemotherapeutic  agents  are  being 
made  available,  new  approaches  to  the  miti¬ 
gation  and  cure  of  disease  are  being  de¬ 
veloped. 

An  excellent  example  of  planning  for  the 
future  is  the  American  Pharmaceutical  As¬ 
sociation  Foundation’s  prepaid  prescription 
service  study.  I  understand  that  we  are  on 
the  verge  of  pilot  programs  in  several  States. 
This  is  the  kind  of  constructive  programing 
that  makes  pharmacy  a  truly  progressive 


physician,  of  course,  carries  the  responsibil¬ 
ity- for  proper  prescribing  but  a  correspond¬ 
ing  liability  rests  with  the  pharmacist  who 
dispenses  the  prescription. 

Next/the  pharmacist  must  be  in  a  position 
personally  to  provide  information  about  and 
determine\whether  the  dosage  and  method 
of  the  medication’s  use — or  the  collateral 
measures  necessary  to  the  medication’s  use — 
are  personally 'understood  by  the  patient  or 
a  responsible  member  of  his  household. 

Extremely  important  also  is  the  fact  that 
the  prescription  document  is  immediately 
available  locally  to  the  patient  or  prescriber. 

The  pharmacist  mu^t  also  be  able  to  con¬ 
sult  with  prescriber  anclypatient  in  instances 
where  the  individual  may  be  undergoing 
treatment  simultaneously  py  more  than  one 
prescriber  and  if  the  medications  prescribed 
by  each  are  incompatible. 

But  the  key  to  an  effective,  pharmacist- 
patient-prescriber  relationship  is.  the  ability 
of  the  pharmacist  to  dispense  immediately 
any  medication  which  any  pharmacy  can  be 
reasonably  expected  to  provide. 

It  is  for  these  reasons  that  objection  is 
rightly  made  to  a  phantom  pharmacist/who 
never  has  personal  contract  with  the  patiS 
or  to  those  occasional  pharmacists  who  uke 
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secondary  use  for  public  recreation,  p.  D658 

16.  WILDLIFE;  SURPLUS  PROPERTY.  The  Commerce  Committee  voted  to  report  with  a/end- 

menV  (but  did  not  actually  report)  S.  2358,  to  authorize  the  transfer  of/ sur¬ 
plus  real  property  to  the  Department  of  the  Interior  or  to  the  States  )lqt  use 
in  wilolife  conservation  programs,  p.  D658 

17.  COMMUNICATIONS.  Continued  debate  on  the  motion  by  Sen.  Mansfield  t/6  consider 

H.  R.  11040 ,\to  provide  for  the  establishment  of  a  commercial  communications 
satellite  system,  pp.  14128-87 

18.  COMMITTEE  ASSIGNMENTS.  Sen.  Dirksen  was  appointed  a  member  o the  Joint  Commit- 
tee  on  Atomic  Energy,  p.  14154 

19.  TAXATION.  The  Finance  Committee  voted  to  report  with  amendments  (but  did  not 

actually  report)  H.  R.  10650,  the  proposed  Revenue  Act  of  1962.  p.  D658 


TEMS  IN  APPENDIX 


20.  DAIRY  INDUSTRY.  Extension  of  remarks  of  Rep.  Westland  discussing  the  importance 
of  the  dairy  industry  to  the  Stare  of  Wash.  p.  /A5859 

21.  FOREIGN  AID.  Extension  of  remarks  or\Rep.  Alger  inserting  an  article,  "It’s 

Only  Round  1,"  which  suggests  that  the\peop.)<4  will  have  the  final  say  on  foreign 
aid  appropriations,  p.  A5868 

22.  FORESTS.  Extension  of  remarks  of  Rep.  H^nseh  expressing  her  support  for  the 

President's  announced  intention  to  seek  an  additional  $10  million  for  Forest 
Service  roads  and  trails  in  an  effort/ to  increase  the  amount  of  Federal  timber 
available  for  the  Nation's  lumber  i/idustry.  pp.\A5876-7 

bills /Introduced 

23.  RECREATION.  H.  R.  12731,  by  R&p.  Slack,  to  provide  for\he  establishment  of  the 
Coal  River  National  Recreatym  Demonstration  Area,  in  the^State  of  West  Virginia 
to  Interior  and  Insular  Affairs  Committee. 


24.  RURAL  AREAS.  H.  R.  1273-3/by  Rep.  Johnson,  Md. ,  to  establish  al(ural  Renewal 
Commission;  to  Agriculture  Committee. 

BILL  APPROVED  BY  THE  PRESIDENT 

25.  TEMPORARY  APPROPRIATIONS .  H.  J.  Res.  839,  the  appropriations  continuatiXni 
resolution  to  make  temporary  appropriations  until  August  31,  1962,  to  thcx^e 
departments  atna  agencies,  including  this  Department,  whose  annual  appropriation 
bills  have  nocyet  been  enacted.  Approved  July  31,  1962  (Public  Law  87-56^., 
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COMMITTEE  HEARINGS  AUG.  1: 

Foreign  trade  bill,  S.  Finance. 

S,  Agriculture  and  Forestry  (exec). 

H.  Agri/ulture  Subcommittee  on  Family  Farms  (exec). 

Reclamation  bills,  S.  Interior  (Young  and  Steele,  SCS,  to  answer  questions). 
States  of  the  economy,  H.  Ways  and  Means  (exec) (Farm  Bureau  to  testify). 
Ext-ra  pay  for  hazardous  positions,  H.  Civil  Service  (Macy,  CSC,  to  testify). 
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agency  (pp.  15662-5).  By  a  vote  of  64  to  11,  tabled  an  amendment  by  Sen,  / 
Kefsauver  to  provide  that  the  Federal  Government  would  own  the  satellite  system 
andytould  establish  an  AEC  type  of  direction  for  space  satellite  communfca- 
tions\  (pp,  15673-8). _  / 


18.  TAXATION.  The  Finance  Committee  reported  with  amendments  H.  R.  10650,  the 
proposed  Revenue  Act  of  1962  (S.  Rept.  1881).  p.  15683 

19.  ELECTRIFICATION .  Sen.  Mundt  contended  that  there  was  no  need  for/enactment  of 

S.  3153,  granting  the  Pacific  Northwest  first  call  on  power  generated  at  Feder¬ 
al  plants  in  tn^t  region  and  expressed  hope  the  House  would  nyz  pass  it. 
pp.  15687-8 

20.  EXTENSION  WORK.  SenVWiley  inserted  a  letter  from  the  director  of  the  extension 

division  of  the  Univ\  of  Wisconsin  supporting  enactment  pi  legislation  to  im¬ 
prove  and  strengthen  the  extension  program,  p.  15688 

21.  WATERSHEDS.  The  plans  forv works  of  watershed  improvement,  recently  submitted 

to  Congress  by  the  Budget  ^Bureau,  included  Duncan  Creek,  S.C.,  and  Neshobe 
River,  Vt.  These  were  omit\ed  from  the  list  in  t^4  Congressional  Record. 


)  (See  Digest  143,  item  3.) 


ITEMS,  IN  APPENDIX 


22.  EDUCATION.  Extension  of  remarks  of\Sen.  WiLey  inserting  a  copy  of  a  letter  to 

Rep.  Cooley  urging  a  strengthening  of  vocational  and  educational  training  pro¬ 
grams.  p.  A6241 

23.  BUDGETING.  Extension  of  remarks  of  Rep^\Ryan  inserting  an  article,  "Cutting 

Taxes  and  Balancing  Budgets,"  analyzing  out  budgeting  methods  and  the  budgeting 


practices  of  Western  European  countries. 


A6251-2 


24.  FOREIGN  TRADE.  Extension  of  remarks  of  Rep.  Green  inserting  an  address  by  Under 
Secretary  of  Commerce  Gudeman,  /Trade:  Our  Problem  Is  One  of  Increasing  Growth, 


Both  Domestic  and  Export." 


A6255-6 


5.  FOREST  LANDS.  Extension  of  /remarks  of  Rep.  Johnson\  Calif. ,  inserting  an  arti¬ 
cle,  "Multiple  Use  as  Concept  of  Land  Management."  \>p  A6261-3 

26.  TEXTILES.  Extension  of  /emarks  of  Rep.  Dent  inserting  \  letter  from  the  Carded 

Yarn  Association  on  problems  "being  inflicted  because  or\trade  policies." 
pp.  A6264-5 

27.  FARM  PROGRAM.  Extension  of  remarks  of  Rep.  Weaver  inserting  'qn  editorial, 

"This  Farm  Propo/al  a  'Gasser'",  criticizing  the  CED  report  o\ agriculture, 
p.  A6265 

28.  PRICES;  LABELING.  Extension  of  remarks  of  Rep.  MacGregor  urging  passage  of  the 

quality  stabilization  bill.  pp.  A6267-8 

29.  FARM  LABOR.  Extension  of  remarks  of  Rep.  Roosevelt  urging  passage  by  fche  House 

of  bilLs  already  passed  by  the  Senate  to  aid  migratory  farm  workers,  pv  A6270 

30.  PUBLIC:  WORKS .  Extension  of  remarks  of  Rep.  Blatnik  urging  passage  of  the  ^blic 

worlds  acceleration  bill  and  inserting  an  explanation  of  the  bill  in  questioq- 
apd-answer  form.  pp.  A6282-3 


6.  RESEARCH.  The  Rules  Committee  reported  a  resolution  for  the  consideration  of 
H\  R.  12712,  to  assist  the  States  to  provide  additional  facilities  for  rese^fch 
at  'the  State  agricultural  experiment  stations,  p.  15760 


7.  WHEAT.  \  The  Banking  and  Currency  Committee  reported  without  amendment  S.  /3574, 
to  extend  the  International  Wheat  Agreement  Act  of  1949  so  as  to  imple^rfent  the 
1962  International  Wheat  Agreement  (H.  Rept.  2246).  p.  15760 


8.  TAXATION.  Tt\e  Ways  and  Means  Committee  reported  with  amendment  H.  5260,  to 

repeal  the  3\cents  per  pound  processing  tax  on  coconut  oil  (H.  Rept.  2239) . 
p.  15760 


9.  ADMINISTRATIVE  PROVISIONS.  The  Subcommittee  on  Departmental  Oversignt  and  Con¬ 
sumer  Relations  of\the  Agriculture  Committee  voted  to  report?  to  the  full  com¬ 
mittee  with  amendments  H.  R.  12811,  to  facilitate  the  work/of  the  Department 
of  Agriculture,  p.  D738  / 


10.  TERRITORIES.  The  Subcommittee  on  Departmental  Oversight  and  Consumer  Relations 
of  the  Agriculture  Committee  voted  to  report  to  the  full  committee  with  amend¬ 
ment  S.  2121,  to  provide  Federal  agricultural  services  to  Guam.  p.  D738 


11. 


17. 


ROADS,  Rep.  Fallon  criticized,  the  freezing  of  Federal-aid  highway  funds  saying 
"This  freezing  of  funds,  known\of f icially  as  reimbursement  scheduling,  has  held 
back  the  highway  program  in  a  n\nber  of  State§/"  p.  15759 


12.  MINING.  Rep.  Saylor  discussed  his  \ill  H. 
laws  of  the  U.  S.  pp.  15746-7 


12913,  to  modernize  the  mining 


13.  LEGISLATIVE  PROGRAM.  Rep.  Albert  annou 
Private  Calendar  will  be  called  on  Mo 
Mon.,  Aug.  20  to  Thurs. ,  Aug.  23,  and  frd 
p.  15757 


ed  that  the  Consent  Calendar  and  the 
,xand  that  the  House  will  adjourn  from 


Thurs.,  Aug.  23,  to  Mon.,  Aug.  27. 


14.  ADJOURNED  until  Mon.,  Aug.  20. 


15760 


SENATE 


15.  FARM  PROGRAM.  Sen.  MansfieLd  announced  that  the  fa'km  bill  will  be  considered  0 
after  disposition  of  the  Communications  satellite  bisll  (pp.  15665,  15679).  Sen. 
Keating  expressed  opposition  to  taking  up  the  farm  bill  and  stated  that  he 
would  "use  the  balance >of  my  time  on  the  pending  satel\ite  bill... so  as  to  de¬ 
fer  action  on  the  fan/ bill"  (pp.  15679,  15680). 

Sen.  McCarthy  submitted  an  amendment  intended  to  be  proposed  to  the  farm 
bill  "to  add  a  daiw  program  to  the  new  version  of  the  Sen/te  farm  bill."  He 
stated  that  his  proposed  amendment  "incorporates  the  House  provision  in  gener¬ 
al."  pp.  15684-; 


16.  FARM  LABOR.  S/h.  Williams,  N.J.,  inserted  and  commended  a  lettei^he  received 
from  the  executive  vice-president  of  the  Council  of  California  Growers  stating 
that  the  Council  "is  not  planning  any... legal  action  against  Secretary  of  Labor 
Goldberg, /nor  does  the  council  intend  to  bring  any  such  legal  act ioiK against 
Secretary  Goldberg  in  the  future"  in  connection  with  the  setting  of  minimum 
wages  por  Mexican  farm  laborers,  pp.  15689-90 


3  5  4  0  E 

COMMUNICATIONS.  Continued  debate  on  H.  R.  11040,  the  communications  satellite 
bill  (pp.  15630-66,  15669-80).  By  a  vote  of  68  to  15,  tabled  an  amendment 
Sen.  Yarborough  to  require  the  President  to  take  all  necessary  steps  to  insi 
:he  availability  of  the  communications  satellite  system  for  use  by  any  Federal 
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